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CHAPTER 1: INTRODUCTION
1.1 Background of the study

It is said that Vietnam is a rising dragon in Asia regarding its economic growth rate. Is it really true? The below report overviews would help us to understand Vietnam’s position in the global market in general and the global IT market in particular.

Referring to The Global Competitiveness Index 2009–2010 rankings published by World Economic Forum
, Vietnam ranks 75/133, 5 ranks lower than in 2008-2009 rankings. The competitiveness rankings were made based on 12 pillars of competitiveness which are Institutions, Infrastructure, Macroeconomic stability, Health and primary education, Higher education and training, Goods market efficiency, Labour market efficiency, Financial market sophistication, Technological readiness, Market size, Business sophistication, Innovation. In the report, countries were divided into groups based on their stage of development. There are three stages of development which are Factor driven, Efficiency driven and Innovation driven. Vietnam are in the factor driven stage together with Bangladesh (rank 106), the Philippines (rank 87) and India (rank 49) with GDP per capita < US$ 2,000 while Thailand (rank 36) and China (rank 29) are in the efficiency driven stage with GDP per capita from US$ 3,000 – 9,000, Denmark (rank 5) is in the innovation stage with GDP per capita > US$ 17,000.

Referring to The Networked Readiness Index 2009–2010 rankings published by World Economic Forum
, Vietnam ranks 54/133, 16 ranks higher than 2009 (ranks 70) while Denmark (rank 3), were made based on 9 pillars of 3 components: (1) environment components: market environment, political and regulatory environment, infrastructure environment; (2) readiness component: individual readiness, business readiness, government readiness; (3) usage component: individual usage, business usage, government usage. 

In November 2004 India was positioned as the biggest market for IT outsourcing that accounted for 80% of global market share
. During 2007-08, Indian information technology industry slowed down and the revenue growth rate has been brought down to 21 percent compared to 41 percent from previous year
. The rising competitors to India are China, Malaysia, the Philippines and Vietnam.
Referring to the list of Danish companies doing business in Vietnam supplied by Danish Embassy in Hanoi, updated in second quarter of 2010, there are totally 117 Danish companies operating their business in Vietnam. According to type of business, there are 35 companies 100% FDI (30%), 36 joint venture companies (31%), 29 companies have representative office (25%) and others (14%). 15% companies came in Vietnam in the period 1989-1999, 21% in the period 2000-2004, 61% in the period 2005-2010. In a cluster of various fragmented industries participated Vietnam market in the period 2005-2010, IT industry is in outstanding position which obtains 18% of companies in this period. Most of these companies established their business in Vietnam in 2007. 
1.2 Problem Formulation

From these above-mentioned figures, we may assume that there is a new trend for Danish IT companies moving their IT outsource location from India to other countries, and Vietnam is a new IT outsourcing location since 2007. All of these figures have inspired me to find out why Vietnam IT industry has attracted these Danish companies lately. What makes Danish IT companies change their outsource location or choose Vietnam as their outsource location? What competitive advantage does the Vietnam IT industry have compared to other Asian countries in IT outsourcing? 
The IT industry outsources different functions including production of IT consumer goods such as computer hardware, software development, infrastructure, services such as business process operations, maintenance and support and production and distribution of data content. Software development is recorded as one of the most outsourced IT functions (Patane & Jurison, 1994
; Collins & Millen, 1995
). Heeks (2006)
 clarifies software means design, production, and marketing of packaged and customized software. Also due to the fact that Danish IT companies in Vietnam focus on several of these business functions, I would like to narrow the scope of this study in software development. 
Competitive advantage is when a nation, an industry or a firm has a factor(s) or uniqueness that gives them advantage in competitive terms over their competitors
. Porter (1990)
 classifies basic factors of competitive advantage into human resources, physical resources (including natural resources but also location and time zone), knowledge resources, capital resources, and infrastructure (including transport, communications, and power). He emphasizes the importance of the creation and deployment of these basic factors in order to enhance effectiveness and efficiency and gain competitive advantage.

In software development outsourcing it is common that firms need to establish virtual teams from different locations working together. Casey and Richardson (2006)
 identify five factors that would affect the successful implementation of virtual teams: use of communication tools, project management, process engineering, technical ability and knowledge transfer and motivational issues. They emphasize the essential role of knowledge transfer in achieving effective virtual software team operation. Argote and Ingram (2000)
 defined ‘‘Knowledge transfer in organizations is the process through which one unit (e.g., group, department, or division) is affected by the experience of another.’’ They argued that creation and transfer of knowledge are a basis for competitive advantage in firms. Dayasindhu (2002)
 stated that embeddedness and knowledge transfer are key determinants of industry clusters that lead to global competitiveness.
So the main research question will be:

Main question: How important is transnational knowledge transfer for the competitive advantage of the Vietnamese software industry within the global IT outsourcing industry?
There are three sub-questions:

Sub question 1: What characterizes the Vietnamese software development industry?
In order to gain knowledge about the Vietnamese software development industry, it is necessary to know internal and external factors that may affect this industry, its position in the global market and its advantages as well as disadvantages. 
Sub question 2: How do foreign investors transfer knowledge to their Vietnamese partners? This will be illustrated through a case study of selected Danish IT companies that have invested in Vietnam.
Almost all Danish IT companies choose to form a joint-venture with a local Vietnamese partner (12/14 companies) with the major stake belonging to Danish firms. Due to the characteristic of the business function (software development) these joint-ventures have a low level of fixed assets but a high level of knowledge assets. All they need to invest in are computers, broad lines and training to the local staff. The most valuable in this joint-venture are human capital and knowledge assets. Knowledge assets are inclusive of explicit knowledge and tacit knowledge (Polanyi, 1966)
, individual knowledge and collective knowledge (Nonaka, 1994)
, human knowledge, social knowledge and structured knowledge (De Long, 2000)
. It would be useful to gain knowledge about how these Danish companies embed and transfer knowledge to their Vietnamese partners. 
Sub question 3: What barriers influence the process of knowledge transfer in the Vietnamese software development industry?

Transferring knowledge is a process taking place when staffs of two firms interact internally between firms and with third parties such as customers or suppliers. This interaction occurs not only in Vietnam or Denmark but internationally. It means that the process of knowledge transfer will be affected by actors from various cultures, in this case mainly from Vietnamese and Danish culture. Szulanski (2000)
 argues that the success of knowledge transfer depends on four elements such as the source of knowledge, the absorbing capability of the recipient, the context of knowledge and the knowledge itself. The roles of these factors vary from different knowledge transfer stages. He classifies the knowledge transfer process into four stages: initiation, implementation, ramp-up and integration. Dayasindhu (2002) states two important factors that could influence the transfer of knowledge: culture and social systems. Argote and Ingram (2000) list the following factors that could influence the knowledge transfer process: personnel movement, training, communication, observation, technology transfer, replicating routines, presentations, interactions with suppliers and customers and inter-organizational relationships.
So it is necessary to gain awareness about what barriers would affect this knowledge transfer process or how much they would affect the competitiveness of Vietnamese software development industry. 
Based on the theoretical research foundations regarding cultural differences and barriers to knowledge transfer, this sub-question is set in order to find out what factors Danish IT firms experienced as barriers in Vietnam and how they solved the problem in order to run their business effectively. In addition this study would give some suggestion in order to help Danish firms to reduce such barriers and increase effectiveness and efficiency when cooperating with their Vietnamese partners. Based on the result of the case studies, other Danish firms can learn some useful experiences in general before they enter the Vietnamese market. 
Below is a figure that describes the relation between research questions and competitiveness.
Figure 1.1. Relation between research questions and competitive advantage
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1.3 Purpose of study

There are two purposes for this study. First of all, in the academic perspective, this study aims to get a better understanding of what motivates Danish IT firms to choose Vietnam as a new outsourcing location and how they gain competitive advantage by forming joint-venture with local partners and transferring knowledge to their local partners. This is investigated through interviews with several Danish IT companies in Vietnam during my field trip study in February – March 2010. The investigation will focus on how Danish IT firms think, what they expect from the Vietnamese software development industry and their Vietnamese partners and how they transfer knowledge to local partners. Secondly, this study will help Danish firms get a better understanding of Danish-Vietnamese collaboration in Vietnam, especially when Danish firms want to enter the very young and potential software development market in Vietnam and be successful there.

1.4 Structure of study

This study consists of 7 chapters and is structured as follows:

Chapter 1: introduces the background for the study, problem formulation, purpose of the study and the study structure.
Chapter 2: describes methodology and methods used in this study, including information on research design and data collection. 

Chapter 3: provides a literature overview including theories about competitive advantage, knowledge transfer, cultural differences and barriers to knowledge transfer. This theoretical review is a foundation for the analysis and the discussion in the following chapters.

Chapter 4: analyzes the Vietnamese software development industry

Chapter 5: analyzes how Danish IT firms transfer knowledge to local partners 

Chapter 6: analyzes barriers that affect the knowledge transfer process and how Danish IT firms deal with these.

Chapter 7: provides answers to research questions and recommendations to Danish firms, who wish to enter this specific market. 

CHAPTER 2: METHODOLOGY
2.1 Choice Of Paradigm 

The objective for this study is to investigate the competitive advantage of the Vietnamese software development industry from the perspective of Danish IT firms in order to gain a relative picture about IT outsourcing in Vietnam. The current picture of the Vietnamese software development industry is drawn from the interaction between Danish firms’ directors and Vietnamese firms’ directors/local staff in a period of time, gathered through the information from interviews with Danish directors, Vietnamese directors and local staff, as well as from Vietnamese and international newspapers.  I am a knowledge creator, a researcher as well as an observer during my field trip study in Vietnam. Therefore I will follow the subjectivist approach as presented by Burrell and Morgan (1979)
.  The subjectivist approach has the ontological contrasts with the objectivist approach in terms of nominalism and realism as shown in Figure 2.1.
Figure 2.1: Subjective - Objective Perspectives
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Burrell and Morgan suggested that study groups could be divided into four paradigms as shown in Figure 2.2
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Regarding the framework of paradigms presented by Morgan and Smircich (1980)
 and Abnor and Bjerke (1997)
, which are similar with Burrell and Morgan’s assumption but with more detail, I posit my study on core ontoligical assumptions that reality is a social construction, man is a social constructor, the symbol creator. I assume that the reality is constructed by individuals in interaction with each other. These people have their different names, different titles and different positions in the multiple social realities in which they are living and working. Each individual creates his/her own reality and one reality can be seen with different perspectives by different individuals. Reality is subjective and nothing is concrete. In the epistemology perspective, I assume that the social world is socially constructed and therefore there is only one way to understand this social world by being insider, participating, involving or observing in the social activities under investigation. The ideographic approach sees reality in terms of symbols and ideas. It emphasizes the importance of analyzing the everyday flow of life in the social reality, because everyday has its unique facts and events and it cannot be repeated. During my field trip study in Vietnam, I adopted this ideographic approach to get inside this social reality, get interaction with other actors, make observations and record these in my diaries. I believe that the interaction between two organizations, Danish IT firms and their local partners, as well as their staff is not only limited within their organizational boundaries, but also outside it. Each actor would interact with, influence and be influenced by many actors and multiple realities. They interpret the social reality with their own unique perspective and purposes, and consequently they make different management decisions. Walsham (1995)
 acknowledged the tendency of following interpretivism in IT research.

With the above assumptions and discussion, this study will follow the Interpretivism – Interactionalism paradigm as described in the FISI classification of paradigms presented by Durkheim, Herbert Spencer, Talcott Parsons and Robert Merton (Kuada, 2009)
.
2.2 Research Design
The study aims to find some possible and sensible answers and conclusions for the problem formulated above in the introduction chapter. In other words, I am going to create and build business knowledge, which will be the foundation of my reflections, recommendations and conclusions.
I choose to start my project by collecting data and information, explaining figures, applying theories to analyze them, and finally, I will find out the solution to the problem formulated and make the conclusion. Below is my discussion of my choice of methodology approach, which contains information about the elements that constitute the framework for and the ideas behind the project. This is essential in order to understand the different choices of theories that I am going to use.
Choice of methodological approach

I decide to choose actors approach as the methodological approach of this study. 

For analysis of competitors and market of a company, the analytical approach could not provide the most proper methodological theories. In addition, the entire factors used for this study have inevitable interactions with each other instead of only potential cause-effect relations (Arbnor, & Bjerke, 1997, p. 112), which are investigated by the analytical approach. 
The aim of this study is to investigate the current Vietnamese software development industry, to define its competitive advantages and to find how important knowledge transfer is in the software development industry. With the knowledge of market research, knowledge transfer and cultural differences, I will solve the stated problem through understanding the crossed viewpoints on the problem of Danish IT directors and Vietnamese directors. I perceive the study process as a social construction, which is created through my interaction with different people/actors – mainly directors in Danish IT companies in Vietnam and the local staff. Following this way of thinking, the actors approach has been chosen. 
Compared to the analytical and system approaches, the actors approach provides a number of advantages:

- The problem is studied actively in its meaning context, not only in a passive explanatory way. By understanding the problem dialectically, the problem will be presented by a continuous interpretation and alteration of the past, i.e. knowledge and experience, instead of repetition of the past by means of statistical method.

- The theories are used to develop not only an understanding of the object of study - understanding others, but also for understanding the researchers (ourselves), which help the researchers to construct the data - the one that are imbued with the theories, not just to collect the data (Arbnor and Bjerke, 1997)

- Through the social construction process, the knowledge is shared with different actors; and we – the researchers – have to confront and criticize ourselves by the knowledge gained to create new knowledge.

The following are some limitations of using the actors approach:

- The actors approach is based much on the dialogues with different actors, which are really difficult to arrange within a limited time frame in two different countries. Dialogues should be discussions while all parties actively contributing ideas. Interviews are only regarded as mono-dialogues since one party asks and the other answers. Following the actors approach, the knowledge is created by the understanding of different actors’ subjective meanings. These subjective data can only be collected based on Trust, which also needs resources and/or time to build.

- It costs a lot of time and money for a field trip study and not all interviewees are willing to help
- Interviewees describe the reality based on their own perspective and self-interest which may influence the fact of the reality. If researcher does not have chances or time to double check with other resources, then they may face the risk of using unreliable information.

As I choose the actors approach as methodology for my study the qualitative method will be appropriate. In the following part, I will discuss my choice of the qualitative method.
Choice of Qualitative Method

The main objective of this study is the Vietnamese software development industry and Danish IT companies. In December 2009 there were 10 Danish IT companies in Vietnam (now there are 14 companies). I contacted 10 companies and got acceptance to interview 6 companies. The number of companies is too few to conduct a study using quantitative method. Quantitative method would be conducted when we need to verify if hypotheses are true or to measure a phenomenon by mathematic models with statistic numbers. Besides, referring to the main research question, this study is more descriptive of the current reality of the Vietnamese software development industry rather than a prediction of its future or a generation of a science truth of a phenomenon.  Therefore the qualitative method has been chosen. The research will be made based on dialogues, interviews with unstructured questions so that I could gain a deeper knowledge about the Vietnamese software development industry and a deeper understanding of the knowledge transfer process. The analysis will be made by extracting the evidence from the dialogues, interviews and re-organizing the data to make a consistent story. 
Choice of case study

During my interviews with six Danish IT companies, it turned out that three companies were too young in the Vietnam market, their directors had too little knowledge and understanding about Vietnam and there was not much to tell about their companies. So there are only two case companies: two joint-ventures.  The two joint-ventures could be considered successful in Vietnam as they have been in Vietnam around three years or more, they faced many barriers and difficulties but still they achieved their goals and are expanding their organization and market. It would be useful and interesting to study these companies to get an explanation about their success. Yin (2009)
 defined a case study is an empirical inquiry that investigates a contemporary phenomenon in depth and within its real-life context, especially when the boundaries between phenomenon and context are not clearly evident. He stated that the choice of choosing case study research depends very much on the research question and it is most appropriately applied when the study question starts with ‘‘how’’ and ‘‘why’’ and researchers have limited influence over events. Further, case study research would help the researcher to remain the comprehensive and meaningful characteristics of real-life events – in this research this is the knowledge transfer process made between Danish IT companies and Vietnamese partners/staffs. As the main study question started with ‘‘how’’ and considering the above discussion, I decided to apply case study for my research.
There are three types of case studies for research purpose. These are (1) explanatory or causal case studies (2) descriptive case studies (3) exploratory case studies (Yin, 2009). I will apply explanatory or causal case study because I want to explain the reasons or the backgrounds on the basis of which the Danish and Vietnamese IT directors make their decisions during the knowledge transfer process. I apply the embedded multiple–case design with literal replication logic. The two joint-ventures have predictably similar results. I will write the real identities of the case and individuals because these companies are known among Danish business society in Vietnam with their successful achievements. There are many articles about them. When mentioning their real identities, the readers would have the opportunity to recollect or recall all information about or related to the case so that it would help them in reading and understanding this case. It will be easier to review and check the case with footnotes and citations and receiving external comments. The case study will be divided into four stages of knowledge transfer process (Szulanski, G. 2000). The resource-based theory and transaction cost theory will be used for analyzing and discussion. I will present these theories in Chapter 3 and discuss my choice of theory.

Data Collections

Both primary and secondary data is used in this study. Primary data are the ones that I collect via emails, dialogues, interviews, discussions or observations. Secondary data are the data that have already been collected by others, i.e. newspapers, articles, journals, books and statistics.
In order to analyze the Vietnamese software development industry and Danish IT companies’ resources and to explain and understand the situation, it is not enough only to study these factors themselves or in isolation. We must put them in the context of their environment, so an open system will be used (Arbnor, & Bjerke, 1997, p. 112). 
Dialogues /Interviews

During my fieldtrip study I made interviews and had dialogues and discussions with Danish directors with open-ended and unstructured questions about Vietnam IT industry and their knowledge transfer process, with Vietnamese directors and staffs about management and cultural differences issues. Please see Annex 1 for detail questionnaires. I also have direct observation of their offices and working environments. I recorded all these data in my voice recorder and camera and made an interview summary for each company. I also collected many documents, reports from World Bank, ADB, VINASA, Vietnam Economic Times and many news websites.

Methodological Framework For The Study
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CHAPTER 3: LITERATURE REVIEW

3.1 Introduction

The purpose of this chapter is to establish a theoretical framework in relation to my problem formulation and my methodology, which will help me in further analyzing. This chapter will comprise 3 parts. First, at the macro level, Oval model will be presented in order to understand how I analyse the Vietnamese software development industry. I will discuss why I use this Oval model instead of Porter’s five forces in analyzing this industry. Second, in micro level, transaction cost and resource-based theory will be applied to analyse the motivation of Danish IT companies to come to Vietnam and how Danish IT companies transfer knowledge to local partners. Hofstede model and Hans Gullestrup model will be presented in order to help researcher understand how much cultural differences and social systems influence the knowledge transfer process in Vietnam. 
3.2 Oval Model

Carmel (2003)
 has designed a research model specialized for studying new software exporting nations. This model includes eight factors that were empirically analysed and summarized from the successful nations in software exporting. The eight factors are:

(1) Government vision and policy, including funding and tax benefits 

(2) Human capital, including national orientation and tradition, quantity, composition, language skills, managerial skills 

(3) Wages 

(4) Quality of life, because talented professionals have tendency to live and work in desirable locations 

(5) Linkages between individuals, firms, nations 

(6) Technological infrastructure 

(7) Capital from domestic and foreign resources 

(8) Industry characteristics including clustering effects, number of firms and their sizes, associations to support industry, common vision and branding. Figure 3.1 will show the illustration of the Oval model.
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Figure 3.1: Oval model

There are many discussions and arguments about the appropriateness of applying Porter’s Five Forces in analyzing IT industry in the developing countries. Heeks (2006)
 considered researchers who without questioning apply Porter’s Five Forces in analyzing IT industry in the developing countries to be naïve. He argued that Porter’s model has too many factors and loses the focus in specific IT industry and in the developing countries. He suggested some modifications regarding the role of the government, upgrading and innovation and international linkage.  Porter et al. (2001)
 developed the High Tech Indicator model which included four factors: technological infrastructure, production capacity, socioeconomic factors and national orientation. This model is based on empirical research of 33 software export nations during 1990s. Heeks and Nicholson (2002)
 developed Software Export Success Model which included five factors: International Market Demand for Software, International linkages and trust, National software industry characteristics, National Software-Related Infrastructure, National Software Vision/Strategy. This model is based on an empirical research of Tier 1 nations (India, Ireland and Israel) and Tier 2 nations (Russia, the Philippines and China). These two models have been structured based on Porter’s Five Forces Model and models of national and software industry critical success factors. They have many overlaps such as national vision, technology infrastructure, capital availability, industry characteristics. However Software Export Success Model has additional factors to highlight the importance of international market demand and international linkages. Oval model is an adaptation and enhancement from Software Export Success Model. It excludes international market demand with an argument that currently the supply is much lower than the demand, so the opportunity is obviously there in a long run. Therefore it is not necessary to include this factor. Furthermore two factors that were added to the Oval model are wages and quality of life. 

Knowledge and knowledge transfer, which is the focus of this thesis, are emphasized in several factors of these three models. Technical knowledge and knowledge transfer in technological infrastructure, knowledge and knowledge transfer in human resource, international linkage would help overcome the lack of knowledge or help to transfer knowledge. These factors will help Oval model to describe the current Vietnamese software development industry as well as show on the macro level how important knowledge and knowledge transfer is for the competitive advantage of Vietnam in the global IT outsource industry. 
Carmel (2003) classified software export nations into four groups. Tier 1 nations that have mature software export industry include U.S., U.K, Germany and recently India, Ireland and Israel. Tier 2 are transition nations that have fast growth to maturity and have size equal to Tier 1 including China and Russia. Tier 3 are mostly emerging nations whose revenue in software export is around hundreds of millions of dollars and have around one hundred firms focusing on software exporting. Tier 4 are nations in the infant stage of software exporting. In 2009 Vietnam software export industry reached the revenue USD 880 million
 and there are around 3000 small-size firms
 focus on IT services. Therefore we may posit Vietnam as Tier 3 nation and Vietnam is trying to reach higher position in the global software export industry. Vietnam is in the stage that all Tier 1 and Tier 2 nations have gone through. In another words, Vietnam is sharing the same past with these countries. Can Vietnam share the same future? It depends very much on how much Vietnam learns from the success of the leading nations. The Oval model could help us to see somehow Vietnam’s chosen path to their future.

With the above literature background and based on the primary information I collected during field trip study, I will apply the Oval model because it identifies specific factors that are really relevant to the success of software development industry in the developing countries, in this case the software development industry in Vietnam. 

3.3 Transaction Cost Theory

In economics, a transaction cost is a cost incurred in making an economic exchange or cost to participate a market. According to Williamson
, the determinants of transaction costs are three dimensions: frequency of the transaction, conditions of asset specificity, degree and type of uncertainty, and two behavioral assumptions: bounded rationality, and opportunistic behavior. In modern economies transaction costs have become more and more important than production costs. Transaction costs can be divided into four separate costs related to transacting: (1) search and information costs, (2) contracting/bargaining costs, (3) monitoring costs, and (4) enforcement costs (Williamson, 1985). Transaction costs increase when economists increase their investments in specific assets because economists must safeguard against the hazards of opportunism or as defined by Williamson, (1985) as ’’self-interest seeking with guile’’. Due to bounded rationality, economic actors would experience various uncertainties during transacting process and contracting implementation. Together with opportunism, the uncertainties would be more serious and costly to economists. Klein (1988)
 suggested that firms’ reputation could help to limit uncertainty and opportunism behaviour but Williamson (1993a)
 argued that firms’ reputations are limited, especially when the contractual parties lack a long-term business relationship.
Asset specificity refers to ‘the degree to which an asset can be redeployed to alternative uses and by alternative users without sacrifice of productive value’ (Williamson, 1989: 142). In software development, specific investments could be the human capital required from both contractual parties. The value of such investment depends very much on what stage of contracting implementation they are and also the demand of the market for such human capital. 
Uncertainty can be under many forms. In software development, even though contractual responsibilities, concept, job description, design, deadline and costs are stated clearly, many unforeseen situations still happen due to bounded rationality. This kind of uncertainty would increase the costs and the deploy timing. The opportunism party may take this uncertainty for their own advantage during contract negotiation and implementation. 

There are several criticisms about transaction cost theory regarding its presumptions. Ghoshan and Moran (1996)
 argue that transaction cost theory is bad for practice because it could not recognize the difference of organizational advantages when the firms handle problem in an illogical way. Moreover the assumption about human nature and requirement for success make the competition between firms predictable and would always give the stronger the success. 

Transaction cost theory is applied popularly to analyse a firm’s economic activity, particular in joint-venture firms. Hennart (1988)
 argue that, in the perspective of transaction cost theory, equity joint-venture is the first-best strategy. The purpose of this study is to investigate and explain the decisions taken since Danish IT companies decide to enter Vietnam market until now as well as their motivation for forming a joint-venture. That is why I choose transaction cost theory. Transaction cost theory will be used to analyse the motivation of Danish IT companies to choose Vietnam as an outsourcing location and how they can manage their transaction costs when operating and transfer knowledge in Vietnam.

3.4 Resource-based theory

Resource-based theory perceives a company as a ‘‘collection of productive resources’’
. This theory emphasizes on the company’s resources and explains how these can affect their competitive performance. Resource-based theory states that competitive advantage is most productively sought by an examination of companies’ existing resources and core competencies, an assessment of their profit potential, and the possible selection of strategies (Grant, 1996)
. Companies create value by utilizing their resources through integrating additional activities. Barney (1991)
 argued that sustained competitive advantage derives from the resources and capabilities a company controls that are valuable, rare, imperfectly imitable, and not substitutable. These resources and capabilities can be viewed as bundles of tangible and intangible assets. Tangible assets could be machineries, estate, stock, material. Intangible assets could be tacit knowledge, experiences, patents, reputation and goodwill, organizational routines, skills and competencies.

The main concept in resource-based perspective is resources that have been categorized in many different ways. There are fives fields of study in the resource-based view: human resource management, economics and finance, entrepreneurship, marketing and international business. Barney (1991) suggested that resources could be grouped into physical, human, and capital categories. Grant (1996) added to these financial, technological, and reputational resources. Miller and Shamsie (1996)
 classify all resources into two broad categories: property-based resources and knowledge-based resources. Property-based resources apply to a specific product or process. Knowledge-based resources often take the form of particular skills: technical, creative, and collaborative. Property-based resources allow a company to control the resources it needs to gain a competitive edge while knowledge-based resources typically are better designed to respond and adapt to the challenges facing an organization. Property-based resources will be of the greatest utility in stable or predictable environments, whereas knowledge-based resources will be most useful in uncertain, changing and unpredictable environments. 

There are several critiques about resource-based theory. Priem and Butler (2001)
 argued that resource-based theory is not qualified enough to be a theory due to the lack of empirical researches to build it. Besides, they denied the appropriateness to apply this theory for strategic management research. However in the same year Barney (2001)
 rejected all these critiques with detail discussion and argument. 

The resource-based theory will be used to analyse the internal factors of Danish IT companies to see what their competitive advantages and core competencies are and how they make use of their Initiation Stage, Implementation Stage, Ramp-up Stage and Integration Stage. 

Initiation stage is when the firms investigate the opportunity to transfer, to identify gap and the needed knowledge to fill in that gap and to decide whether or not to take this opportunity.

Implementation stage is the next stage after decision to transfer knowledge has been made. During this stage, knowledge is starting to be transferred between the source and the recipients. This stage requires a careful planning to avoid any problem with relation to communication, coordination and technical issues.

Ramp-up stage is the stage when the recipients start to apply their acquired knowledge into daily operation but ineffectively. The firms need to identify the number and seriousness of the problems, seeking solutions as soon as possible before these problems become the habit of bad practice. 

Integration stage is the stage when all problems are identified, fixed effectively and bring satisfying results. Then the new working process with new acquired knowledge will be in the routine. The possibility to maintain this routine depends very much on the firms’ discipline and the commitment of the recipient as well as ability to identify the new challenges.  

Following these four stages, case studies will be written in order to help the reader to follow easier the eventfulness of the knowledge transfer process. 

3.5 Knowledge Transfer Barriers

There are several models or framework for analyzing and evaluating knowledge transfer process such as Integrative Framework (Goh, 2002)
, Integrative Model (Rhodes et. al, 2008)
, Process Model (Liyanage et. al, 2009)
, Knowledge Sharing Culture Model (McNichols, 2010)
. These framework and models have many common points regarding knowledge transfer based on various empirical research studies. McNichols (2010) found that management support is the core of knowledge sharing culture. Rhodes et. al (2008) argue that absorption capacity, learning intention and integration capability in organizational learning have strong positive effects in the knowledge transfer process. Liyanage et. al (2009) emphasize the importance of communication and translation in the knowledge transfer process. 

I found Integrative Framework to be the most suitable framework for me to analyse the barriers of knowledge transfer. This framework shows a strong connection between effective knowledge transfer and competitive advantage. It provides useful details as a guideline with open system that allows me to add more elements. Based on the finding of the above-mentioned models and factors identified during my field trip, I can add more elements to analyse knowledge transfer barriers in Vietnam in a more proper way. Below is the figure illustrating the Integrative Framework.

Figure 3.2: An integrative framework: factors influencing effective knowledge transfer
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As Barkema et.al found in their study that ‘‘Cultural distance is a prominent factor in foreign entry whenever this involves another firm, requiring the firm to engage in 'double layered acculturation’’
 . Many researches and survey also report a strong effect of culture differences to the success of a firm’s operations abroad (Tihany et.al
). Each country has a cultural identity and cultural differences distinguish societies from each other in terms of norms, values, rules and actual behaviours. Refer to Prof. Geert Hofstede, Emeritus Professor, Maastricht University ‘‘Culture is more often a source of conflict than of synergy. Cultural differences are a nuisance at best and often a disaster." So it is necessary to analyse the culture differences and the social systems between Vietnam and Denmark, and how these affect knowledge transfer. I will apply Hofstede 5D model
 and Gullestrup Static Culture model
 in some cases to explain the reaction and decision of Danish and Vietnamese directors during the knowledge transfer process. However I will not focus my analyses on cultural difference aspect but more openly to the managerial perspective. 

Referring to my findings during my interviews in Vietnam, I would like to add two factors in the framework which are Languages Skills and Cultural Differences. Interviewees stated these new elements as strong influencing elements to the effectiveness of the knowledge transfer process.

Below is Figure 3.3 illustrating the relation between research questions and theories to be applied.

Figure 3.3. Relation between research questions and theories
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CHAPTER 4: VIETNAMESE SOFTWARE DEVELOPMENT INDUSTRY
In order to answer the first sub-question, I would like to investigate the Vietnamese software development industry to find what characterizes this industry. In this chapter, firstly I will make Vietnam market overview and introduction about the Vietnam Information and Communication Technology Industry. Then I will apply Oval model to analyse the Vietnamese software development industry. The information collected for the analyzing is both primary data from my interviews and mostly secondary data from various resources such as reports and researches from World Bank, Asian Development Bank (ADB), Vietnam Ministry of Planning and Investment (MPI), Vietnam Software Association (VINASA), Danish Embassy in Hanoi, etc. and various local and international newspapers. 

4.1. Market Overview

Vietnam Economic Overview

It has been 24 years since Doi Moi – economic reform in Vietnam in 1986. Vietnam has achieved significant economic developments. Starting from a very low beginning with a very weak economy, Vietnam is recognized as one of the fastest developing economies with annual growth of real gross domestic product (GDP) averaging 7,1% between 1990 and 2009
. Even during global finance crisis, Vietnam still can keep their high GDP growth 6,2% in 2008 and 5,3% in 2009 and 5,8% in the first quarter of 2010. This growth rate is below China’s 8,7 percent and India’s 7,4 percent, but above other large economies in the region, including Indonesia (4,5 percent) and the Philippines (0,9 percent), Malaysia (1,7 percent), Cambodia (2,0 percent) and Thailand (2,3 percent)
. The value of foreign direct investment (FDI), which ranged between $1,3 billion and $1,8 billion in 2002–2006, increased to $9,2 billion in 2007 and $10 billion in 2008 and fell to $7,4 billion in 2009 due to global crisis and now up to $9,1 billion in the first seven months of 2010
. The inflation in 2008 was 19,9 percent but fell to 6,5 percent in 2009 and rose again to 9,6 percent in 2010 and the government is trying to control it in a lower percentage.

Currently Vietnam has around 350,000 companies, in which more than 90 percent are small and medium enterprises (an SME has less than VND10 billion or less than 300 employees)
. Before 1996, there were only 8,235 SMEs registered in Hanoi and HCMC
. The reason for this booming is the government has recognized the important role of SMEs and strongly support starting in 1997 with the establishment of law system and supporting policy. SMEs have been considered a very dynamic force to the economic development of Vietnam. SMEs have a total capital of around US$85 billion, contribute approx. 40 percent to GDP and create 50 percent of all new jobs. According to the General Statistics Office (GSO, 2004), SMEs contributed around 45% of GDP in 1995, and by 2001 this portion had increased to 53%. State enterprises, the non-state sector and foreign invested companies accounted for respectively 30.6%, 8.8% and 13.8%
.

International Investment Capital

During period 1993 – 2009, Vietnam has received around USD 56.4 billion in ODA (Official Development Assistance) commitment but Vietnam could disburse only around USD 26.2 billion due to various reasons mainly from Vietnam side such as complicated and unclear procedure, bureaucracy, ect. On average, Vietnam needs up to 8.6 years to complete disbursement for an ODA-funded project. It takes from one and a half years to two years for a project to start after approval. Vietnam disbursed $9.81 billion in ODA between 2006 and 2009, accounting for 41% of total pledged ODA. The figure is forecast to rise to $12.96 billion by end-December this year.
  
Below is the table presenting the ODA amounts during period 1993 – 2009. 

 Figure 4.1: ODA in period 1993 - 2009 
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Since its resumption of development assistance to Vietnam in 1992, Japan has always been the largest donor to Vietnam. Japan’s commitments to Vietnam reached JPY1,586 billion so far (around USD 18.4 billion). The 2009 commitment to over JPY145.6 billion reached the record level
. Japanese ODA has been largely disbursed for the nation’s major infrastructure projects. ADB is the third largest donor with the total ODA up to now is USD 8 billion
. World Bank is the third largest donor with the total ODA up to now is USD 5 billion.

ODA has contributed a significant investment source to social-economic development. In period 2001-2005, ODA has contributed 11% of Vietnam’s investment and 17% of government investment. Japanese ODA accounted for 28.8% of total committed ODA and 36.2% of disbursed ODA
. ODA investment were contributed to several major industries such as transportation, power generation, education, urban infrastructure and therefore helped to increase the infrastructure condition and attract FDI. Below is the Figure 4.2 illustrating the ODA disbursement by type. 

Figure 4.2: ODA Disbursement by Type – 2005
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Thanks to the support from ODA funds, the development has been made in many aspects of the economy, including poverty reduction, human resources development, transfer of technical, managerial and institutional experiences, and institutional capacity. 

For the last nearly two decades, only state- owned enterprises get the privilege to access ODA capital. Now, from 2010 private businesses can access ODA capital as well, and this move is considered a breakthrough in using the important capital source for investment and development.

According to international practices, a developing country classified as having middle-income status (GDP per capita of over USD 1,000) receives less preferential ODA funding sources. By 2009, GDP per capita of Vietnam reached USD1.052
. We may put Vietnam to the middle-income developing country and therefore Vietnam is moving to commercial loans after 2010. 

Vietnamese ICT Industry

Referring to the latest report by Communication and Information Ministry, the total revenue of ICT industry is USD 6.2 billion in 2009 in which the total revenue of software industry is USD 880 million, increase 16%
 compared to the previous year in 2008 (USD 680 million). ICT industry substantially contributed to the country’s GDP with 6.7 per cent overall in 2009 compared with 3.5 per cent in 2000
. 

In 2009 Vietnam ranks in the top 10 attractive nations for software outsourcing in the world, by the US-based AT Kearney consulting group
. Vietnam is attractive because of its low labour cost. However, the quality and availability of human resources is not as good as some of its neighbouring countries. Of the top ten countries, seven come from Asia including India, China, Malaysia, Thailand, Indonesia and the Philippines. Vietnam, Egypt and Jordan are on the list for the first time.

The Garner report in 2008, 2009 and 2010 that announces the Top 10 Asia nations in software development shows a similar result that Vietnam’s main strength is low cost
. This report appraised 10 elements related to software development including language skill, government support, human resource, infrastructure, education system, costs, economic and political stability, similarity in culture, globalization ability, security and private rights protection. Vietnam has only one standing advantage: cheap costs. The rest were classified as medium (human resource, education system, costs, economic and political stability, similarity in culture, globalization ability,) or poor level (language skill, government support, infrastructure, security and private rights protection). Vietnam was considered on the lowest of the list, below the Philippines, Thailand and Pakistan. 
Brown & Wilson
 have a different perspective in software development when they published a report of 25 top cities with the highest risks in software outsourcing, and both Hanoi and Hochiminh city are named on the list. Hanoi ranked 22 and Hochiminh city rank 17. The reason to be on this list is these cities have unstable telecommunication networks, high pollution, unclear and non-strict law systems, low number of police/population, etc.
There are 7 IT parks in Vietnam in which more than 30 thousand IT workers with 279 local IT firms and 220 FDI IT firms. Hanoi has 1 IT park: Hanoi Hi-tech center. Hochiminh city has 4 IT parks: SSP, Quang Trung Hi-tech park, E-town and Hi-tech center in National University; Danang has 1 and Cantho has 1 Hi-tech park. There are also many hi-tech parks are still under construction and development such as Lang – Hoa Lac Hi-tech park (Hanoi), Saigon Hi-tech park (HCMC), Binh Duong Hi-tech park (Binh Duong)
.

International technology firms have been establishing their local branch in Vietnam since early 1990s. Hewlett-Packard (HP), Apple, Fujitsu, Intel, Siemens and Acer are heavy players in the hardware sector. Microsoft, Oracle, IBM, France Telecom, Novell and Cisco System are giant software and telecommunication firms. In May 2010 HP builds software development research centre in Saigon High-tech Park (SHTP)
. Borsch is going to set up a software and engineering centre in HCM City in the third quarter of this year 2010
. 

International Long-term Investment

There are several programs supporting the business and technology-related investment in Vietnam such as Swiss Business Hubs (Switzerland)
, DANIDA (Denmark)
, FINNIDA (Finland)
, UNIDO (the European Union and United Nations Industrial Development Organization)
, GTZ (the German Technical Cooperation)
. These organizations have supporting and promoting programs for SMEs, and they also provide financial investment.
Vietnam – Denmark ICT Collaboration

ICT Club 

In April 2009, Danish-Vietnamese ICT club was launched in order to improve the cooperation within the ICT sector by focusing on networking, knowledge-sharing, outsourcing, employment, investment, partnerships, import and export, as well as other forms of collaboration between the Danish and Vietnamese companies that are active in Vietnam. In 2010 more than 26 Danish and Vietnamese companies are members of the club. After the launching of this club, a website for B2B partners which was designed by two members of ICT club – Smart OSC and E-softflow was launched in order to create a forum for both Danish and Vietnamese companies. Website address is www.b2bvietdan.com 

B2B Program

There are 14 Danish IT companies which have formed joint-ventures with Vietnamese IT companies with the support from the B2B program. Several more Danish IT companies are in the pilot phase. Most of these joint-ventures were formed since 2007.

4.2 Vietnamese software development industry
The following part is the analyses of the Vietnamese software development industry following Oval model.

(1) Government vision and policy, including funding and tax benefits 

Vietnamese government recently approved the planning on human resource development for information and communication technology industry up to 2015, and orientations towards 2020. The budget of this plan from 2009-2015 is VND 900 billion. This plan shows the ambition for Vietnamese IT workers to go to international market by putting a target that 30% of IT graduated students will be qualified in both technical and foreign language skill to work abroad. Besides, from now until 2015, there will be new 250,000 IT workers of which 50% have college and university education and 5% have master qualification. This plan also emphasizes the importance of teaching and learning IT in English and other foreign languages; and applying internet, e-learning and digital library during education process. Therefore it encourages local and international investors to invest on high quality IT training with the same privilege policy with software development companies.
Vietnamese government will support IT firms to build working process based on CMMI 3 (CMMI - Capability Maturity Model Integration certification) with the support of USD 15,000/firm for consultancy and USD 10,000/firm for evaluation fee. Besides, the government will support 50%-70% education fee for each firm’s staff members who want to get higher education and qualification. 

Government wants to build up a database of Vietnamese IT experts locally and internationally in order to attract more Vietnamese IT experts to work and research in Vietnam.

Government also offer a favourable tax holiday and tax exemption for software development firms such as 50% of applicable business income tax for the first 3 years, 0% VAT exemption for local software services. Software development firms can also receive tax incentives in business income tax with the two preferential rates of 10% and 20% are available for 15 years and 10 years respectively, starting from the commencement of operating activities
.  

(2) Human capital, including national orientation and tradition, quantity, composition, language skills, managerial skills 

Referring to the Vietnam ICT White Book 2009, in 2008 Vietnam had 57,000 IT workers who work in the software development industry with average revenue is USD 12,000 per person. In 2008 there are 271 universities and colleges that offer ICT training with the number of enrolment is 50,050 students. This is a big development compared to the figures in 2006 and 2007 with 192 (2006) and 219 (2007) universities and colleges with 30,350 (2006) and 39,990 (2007) enrolled ICT students.

According to the ICT report by Danish embassy, in 2009 there were around 62,000 ICT students enrolled in one of the 234 universities and colleges that offer ICT education and the number of students applying increases around 25-30% every year. With more than 15,000 university graduates each year, and another 10,000 college graduates, the IT labour force is increasing every year but still not enough to meet the demand from only local IT companies. However, the qualification, English language skills, team work, and professional working attitudes are very poor among graduated IT students or in another words, it does not reach international level. It is said that a software company can select max 20% of applicants from the first round and fire 10% after the probationary period. Regarding IT test exam report by Information Technology Professionals Examination Council (ITPEC) implemented in 7 countries (Japan, Malaysia, Mongolia, Thailand, Myanmar, Philippines and Vietnam), graduation rate of Japanese students is 70 – 80% while Vietnamese students is below 3%
. 

There are many local universities and colleges that offer IT training but according to Thomas (Esoftflow’s Director) who visited and checked many local universities and colleges, ‘‘only FPT University knows what they are doing’’. The rest are using out-of-date training programs for students with poor English language training and poor practice conditions. All Danish and Vietnamese IT directors that I interviewed complain that they have to retrain 100% graduate students before sending them to production department. Beside local IT training centres, there are many foreign IT training centres such as Aptech Vietnam (India), NIIT (India), RMIT Vietnam (Australia) that offer high quality IT training with international standard and obviously a very high cost to many Vietnamese students.  
(3) Wages 

The salaries of IT professionals are considered relatively high compared to the salary in other professions in Vietnam. Referring to the Vietnam ICT White Book 2009, average salary in the software development is USD 3,600/year. Presently the monthly salary can be expected to range between USD 250-300 for newcomers, USD 400-500 for the more experienced, and USD 550-900 for the best people (Danish Embassy ICT Report).

Below is the table comparing wages between Vietnam and other IT nations in 2003 and in 2009. 
Figure 4.3: Wages for software professionals/year (in USD)

	Countries
	2003

	2009


	USA
	63,000
	95,000-112,000

	Japan
	44,000
	74,000

	Russia
	7,500
	

	Philippines
	6,500-10,000
	

	India
	5,000-8,000
	

	China
	5,000-9,000
	

	Indonesia
	5,000
	

	Ukraine
	5,000
	

	Vietnam
	1,400-6,000
	3,000-10,800

	Denmark
	73,320
	94,000


Danish IT workers have the highest average salary, higher than American and Japanese IT workers. Vietnam IT workers have the lowest average salary.
(4) Quality of life, because talented professionals have tendency to live and work in desirable locations 

Hanoi and Hochiminh city are the two biggest cities in Vietnam. Provincial people are fascinated by these two cities because of its attractive city life, good infrastructure, the availability of goods, services, education and employment. Most of the IT workers in Vietnam are working and living in these two cities. Hochiminh city is more popular than Hanoi because of its lifestyle when people refer it to a ‘‘promising city’’, where there is more freedom to openly thinking differently than in Hanoi where people are more conservative. 

(5) Linkages between individuals, firms, nations 

There are many Vietkieu (Vietnamese who live overseas) who are working in IT industry in the U.S, especially in the Silicon Valley in San Francisco Bay area which is considered as the leading hub of hi-tech innovation and development. These Vietkieu are the best linkage between Vietnam and the U.S. IT firms because in one hand, in terms of culture, they understand both languages and cultures. In another hand they have U.S. education standard and have a deep professional knowledge in IT. However this linkage has not performed its effectiveness as much as it should be. The main reason behind is the barrier created after the war between the communist party - the winner and the southern people who worked for the southern former government – the loser. Almost Vietkieu who live in the U.S are boat refugees. A lot of them still hate current Vietnamese government very much and try to stop Vietkieu from doing business with Vietnam. Vietnamese government tries to attract Vietkieu to come back to Vietnam to do business or to invest. However there are still many different policies applied for local Vietnamese and Vietkieu. There is still not equally treatment in Vietnam between local people and Vietkieu.

Besides, American feels deep inside they owe Vietnam after what they had done during the Vietnam War. Therefore Americans are so eager to encourage the business between the two nations. France dominated Vietnam for nearly a century, China dominated Vietnam for nearly a thousand years and Japan and Korea also dominated Vietnam early in the 20th century. These countries found a familiarity with Vietnam with historical ties and close cultural connections. Therefore there are lot French, Japanese, Korean and Chinese companies having business and investment in Vietnam. U.S. and Japan are the two biggest markets for Vietnam ICT.

Vietnam Software Association (VINASA) is a business association for software firms established in 2002 in order to support Vietnamese software firms. The association has 193 members in which Hanoi has 107 members and Hochiminh city has 54 members. VINASA successfully creates a business forum and opportunities for their members as well as supports them in improving management skills. VINASA has joined The Asian-Oceanian Computing Industry Organization (ASOCIO)
, The World Information Technology and Services Alliance (WITSA)
 in order to increase the international connection among global ICT markets. VINASA actively participates in the management board of the national ICT committee and helps the government to plan development strategy for Vietnam ICT.

Hochiminh City Computer Association (HCA)
 was established in 1988 and has 235 members whose locations are in Hochiminh city. It has similar activities and functions like VINASA but geographically focuses in Hochiminh city and the south of Vietnam. 

These two organizations give strong support to ICT firms in Vietnam, both in management improvement and business promotion.
(6) Technological infrastructure 

Vietnam telecommunication and internet infrastructure has been strongly improved thanks to the ODA funds. There are increasing numbers of telecommunication subscribers, mainly subscribers for fixed phone lines, mobile phones and Internet. Internet broadband has been strongly developed in last recent years, especially since 2006 with the booming of ADSL broadband Internet. International internet connection capacity has reached 64.6 GBPS in the beginning of 2010. The bandwidth now meets requirements of new services such as on-line video and games (Danish Embassy). According to the report of Point-Topic, in 2009, Vietnam was in Top 10 Fastest Broadband Growth Nations with the annual growth nearly 50%.
From 2000 to 2010 the growth rate of internet users is 12,034.5%, and today more than 27.1% of the more than 89 million Vietnamese are online
. In 2009 refer to Internet World Stats, in terms of users, Vietnam is listed in Top 20 Internet Nations in the world (19th rank) and Top 10 Internet Nations in Asia (7th rank) 
. 

Vietnams has more than 120 million mobile phone subscribers. Installation/subscription and monthly internet fees have gone down dramatically due to fierce competitions among service providers. The installation fee is around USD 25, monthly fee from USD 22–85, and fee per Mega Byte from USD 0.25-0.28 cent (Danish Embassy in Hanoi). 


Among Internet service providers, VNPT dominates the leading position followed by FPT, Viettel and other smaller providers EVN, Telecom, SPT, and CMC Telecom. 

(7) Capital from domestic and foreign resources 

The new government decision that allows private sector to borrow ODA funds has created chances and motivations for the private sector to develop and go abroad. Besides ODA funds, there are many investment capital funds supporting the ICT sector such as IDG Venture Vietnam, Mekong Capital, DFJ VinaCapital, International Finance Corporation IFC. There are many foreign organizations also having support programs for ICT sector such as DANIDA (Denmark), FINNIDA (Finland), United Nations Industrial Development Organization (UNIDO), German Technical Cooperation (GTZ).
(8) Industry characteristics including clustering effects, number of firms and their sizes, associations to support industry, common vision and branding.

Referring to the ICT report by Danish Embassy in Hanoi, most software enterprises are small and there are only about 20 enterprises with more than 100-500 employees. There are 460,000 employees working in the ICT sector in which around 130,000 are employed in the telecommunication sector, 110,000 in the hardware sector, 130,000 in the IT application sector and 90,000 in the software and digital content sector. In terms of certificate achievement, only about 20 enterprises have obtained international quality management certificates such as CMMI-5, CMM-4 or 3 and more than 40 enterprises have been certified with ISO 9001 and ISO 27001
.
In 2009 Vinasa had done a survey with the participation of 145 software development firms including 19 FDI or joint-venture firms
.  The result shows that most of software development firms are small size and were established in the last 10 years. There are few companies that have more than 1000 workers, and less than 5 percent of companies have annual revenue of over US$1 million
. 82% have legal capital below VND 25 billion in which 65% companies have capital below VND 8 billion. There are only 24 companies (17% of total companies) established before 2000. There are 57 companies (39% of total companies) having international quality certificates of which there are 5 companies have CMMI 5. There are 5 most popular international professional certificates that Vietnamese software development companies gain are: 
1. Java SE

2. Microsoft Certified Application Developer (MCAD)

3. Java EE

4. Oracle Database: SQL Certified Expert

5. Microsoft Certified Professional Developer (MCPD)

Regarding services that software development companies supply, the three most popular services among software services are web application, tailor-made solutions, and IT consultancy. 60% of companies supply these services and 50% of companies supply software development outsourcing. 

The Top 3 leaders in exporting software are CSC, FPT and TMA accounting for 55% of total export value. Top 6 leaders are CSC, FPT, GCS, Harvey Nash, Pyramid Consulting VN, and TMA accounting for over 95% of total export value. Most outsourcing projects are relating to Web Services, Saas, Virtual, Cloud, and Mobile phone based (Iphone, Android…)

   

FPT Corporation, the largest software firm of Viet Nam, gained 56 per cent of its revenue from Japan, while many other Vietnamese software firms had all of their respective revenues from that market
. However, even though Vietnam is the third largest outsource nation of Japan, the revenue for Vietnam is only 0.5% of Japan’s total spending (USD 3.9 billion) in 2008 while China got 80% of the spending and India got 15%
. 

Due to Vietnamese law, firms are not allowed to import second-hand IT equipment. This would create difficulties for firms who want to import professional equipment with cheap price to lower investment costs.

4.3. Conclusion

With its own efforts and strong support from the government for the last ten years, Vietnam ICT industry has put their footprint on the international ICT map. However, the ranking is still low due to the various matters regarding unstable IT infrastructure, non-strict laws, unskilled workforce, and poor language skills. The demand for software outsourcing is enormous, but Vietnam could not get large contracts or implement outsourcing contracts effectively due to its poor professional skills and management, small sizes of operations as well as the shortage and low quality of human resources. Vietnam government is aware of these problems. Firstly the government puts their focus on training professional IT workers at an international level. The financial support from The Government Human Resource Development Plan would help firms to improve the professional skills of their staff and move to an international level in both knowledge and management. Secondly the gate for private sector to access ODA funds has also been opened besides many foreign financial funds. This could encourage software development companies to expand their operations and give them chances to acquire new IT knowledge and access customers. Poor professional skills and low quality of human resources are major issues. It highlights the lack of professional and practical knowledge as well as the importance of knowledge transfer in this industry. The analyzing of this chapter has answered the first sub question ‘‘What characterizes the Vietnamese software development industry?’’

CHAPTER 5: KNOWLEDGE TRANSFER IN DANISH IT FIRMS IN VIETNAM – CASE STUDIES

5.1. Introduction

In order to answer the second sub-question about how foreign investors transfer knowledge to their Vietnamese partners, three case studies will be presented in this chapter including Esoftflow and SmartOSC. These case studies are written following four stages of knowledge transfer process. Resource-based theory and transaction cost theory will be applied in analyzing Danish IT companies’ motivation to establish business in Vietnam. Information collected is both primary data from my interviews and secondary data from various resources such as company websites, Linked In, Danish embassy, news, etc. 

5.2. ESOFTFLOW

Esoftflow was established in 2006 in the form of a joint-venture between Esoftsystems (Denmark) who owns 75% of shares and Vietnam Graphics (Vietnam) who owns 25% of shares. The company is located in Hanoi, and is part of the Business-to-Business Programme supported by the Danish government. Their main customers are from Denmark, Sweden, US and Japan. The motivation for Esoftsystems to establish their business in Vietnam is to take advantage of the time difference between Europe and Asia to shorten the delivery time for customers in Europe and the U.S. Photographers make photos in Denmark during daytime in Denmark, then they send images to Vietnam to edit, then Vietnam office edits photos and sends edited photos to Denmark by the next morning. The Vietnam outsourcing centre was established not because of cheap labour in Vietnam but in order to provide better service to customer. Therefore any costs occurring here are additional costs to Esoftsystem. Parent company Esoftsystem were established in 2000 and they had no international experience at all at the time they invested in Vietnam. They focus on the real-estate sector with visual presentation. Esoftsystem has around 30-40% market share in Denmark. Esoftflow gets 70% of its revenue from Esoftsystems. 
Thomas Frisenberg is managing director of Esoftflow. He has an educational background from Copenhagen Business School and Handelshögskolan in Stockholm and spent around 3 years in a traineeship in Danish embassies and international companies in Vietnam, Latvia, Laos, Germany respectively. He has been working in Vietnam for around 10 years, worked for UNODC as consultant for 6 months, 4 years with Danida on a privatization of state-owned enterprise project, 2 years in Hanoi and Saigon for International Labour Organization and now Esoftflow for more than 3 years. His main area is in private sector and business development
. He set up the whole Esoftflow company from the beginning. 

Đỗ Thành Đông is vice managing director of Esoftflow. He was studying mechanical engineering and working several years in Czech Republic. He establishes Hanoi Marketing Design – the first company in Vietnam specialized in TV commercials. A very famous Electrolux TV commercial in Vietnam ‘‘Bao nhiêu năm vẫn chạy tốt’’ (Still running well after many years) is one of their product. Later he establishes Vietnam Graphic specialized in branding with logo design, graphic design, image and data processing, print and promotion items. 

Initiation Stage: is the stage when firms find an opportunity to transfer knowledge and to decide whether or not to pursue it, meaning finding both a gap and knowledge to address that gap.

Esoftsystem wanted to accelerate their delivery time with more stable quality. Danish photographers do not want to work late to retouch photos they took on that day. Besides, the quality of images varies from photographer to photographer because the way they retouch photos is different. Therefore Esoftsystem was looking for a solution in Asia, not East Europe where they could make use of both time difference and good quality work. The first country coming up in their mind was Thailand. They came to Thailand, China, the Philippines and tested all internet capacity with all internet providers there and none of them met their requirements. Then they met people from Danish Chamber of Commerce to get some consultancy and learnt about B2B program. If they participated B2B program in Vietnam they could get financial support, so that is why they chose Vietnam as their outsource destination. 

Esoftsystem had never been abroad and they thought it would be a good idea to have a local partner. Then they came to Vietnam and interviewed a number of companies both in Hanoi and HCMC. They found some chemistry between them and the owner of Vietnam Graphics, and then they made a joint-venture. Esoftsystem owns 75% and Vietnamese partner owns 25%. 

At that time the internet connection was not good. It was technically impossible to transfer images from Denmark to Vietnam and vice versa. Esoftsystem was very much aware of challenges they were facing: internet infrastructure was not mature enough to meet their technical requirement, Vietnamese partner had around 14 staff and they needed to retrain these staff as well as recruit new staff and train them. Esoftsystem was also very much aware of their advantages that the new company Esoftflow would have loyal customers from the very beginning and this customer resource is unique and stable, which comes from parent company Esoftsystem. Esoftsystem has around 30-40 % market share in Denmark. Besides, Esoftsystem knows exactly what they want from Vietnamese staff and they have good knowledge regarding presentation of images that could be transferred to local staff in order to make the work done successfully. They had checked all prices of costs and expenses and considered it much cheaper compared to Denmark.

Implementation Stage: is the stage when the exchange of information, knowledge and resources occurs between the source and the recipient.

It took Esoftflow one year to set up the company with office renting, staff recruitment and training, set up servers… and at the same time looking at the internet to see how they can find out the way to transfer bigger files. After one year spending a lot of time and money on negotiations, with a lot of people involved including Danish Embassy, Ministry of Communication…Esoftflow got a tailor-made solution that they could not get in Thailand, China or the Philippines. In Vietnam they do not provide insurance for internet stability. Therefore Esoftflow limits their risk by using several internet providers and assigns specific function for each line.

Esoftflow let their Vietnamese partner take care of all administration issues relating to Vietnamese authorities. In this way, they can save a lot of time and money from dealing with bureaucracy in Vietnam and focus on their professional work. 

Esoftflow uses various channel to recruit new staff such as contact head hunter companies, advertising on newspapers. But they find the most effective way is through their local staff channel. These people understand their job, know the job requirement and once they recommend somebody, it meets the requirement. It is popular in the company to have groups of friends come from the same class, the same university or the same province. The friendship or common connection among them helps the work go smoother. Thomas notices that people from provinces have higher work loyalty than people from the city.

From the beginning of the joint-venture, Esoftflow had a Danish expert come to Vietnam to train local staff for two weeks. ‘‘We were so young, just graduate students, full of enthusiasms. Firstly Danish expert explains to us the benefits we may get from the training, how it affects to our future career. He drew a beautiful picture of our future and we were all so happy about it. Then the training began’’. said Hiểu. This explanation helps to motivate Vietnamese staff to fully participate the training. Normally if local staff applies their knowledge and working skills from what they learnt from university, it takes four times longer than the new technology to work on the same layout. The new technology and working skills saves them 70% time to work. Danish expert trained them in ten days and the rest four days were for practising on computer. Later, local staff tried to explore the new tools and study themselves from the training documents. They faced problem in reading technical documents in English but they overcame it because of Thomas’s support. He explained, supported them and made sure that his staff understood his answer properly. 

According to local staff, it is more difficult to learn explicit knowledge than tacit knowledge. The main reason is because of the characteristic of the image processing work and limited English skills. It is hard for them to understand document in English. But they learnt very fast how to use tools to work on images and what are the best practices from Danish experts. Esoftsystem sent Esoftflow training documents in video/movie or made training online or hold video conference so that local staff can see how tools to be used and they can practice themselves without understanding English voiceover 100%. All the trainings made by Danish experts were recorded under video/movie mode and local staff can see it again and practice with it anytime. ‘‘The most difference after having training is our working skills but not our expertise knowledge improved a lot,’’. said Hiểu, Esoftflow staff.

Esoftflow started to work with floor-plan drawing from the beginning because the size of the file is smaller and it is possible to send by email. Local staff had problem in reading draft floor plans drawn by different Danes with different symbols. There were lot misunderstandings occurred and time wasted. Finally Vietnamese staff decided to make a standard symbol list that they wanted the Danes to conform with in order to solve an unnecessary problem. After getting tailor-made internet solution, they began to work with photos. They did not have many staff at that time, so they began slowly with photos, increasing number of photographers send photos to them and meanwhile recruiting more new staff. They took step-by-step and during the second year of the joint-venture, all production in Esoftsystem was transferred to Esoftflow in Vietnam. 

Local staff plays an important role for the success of Esoftflow. They are the direct workers. They have to work directly and independently with Esoftsystems and their customers overseas. Esoftflow have a target not to lose more than 10% staff every year and hire around 10% staff with disabilities to work for them. In general, Esoftflow is happy with Vietnamese staff. ‘‘They are very good in technical or in terms of learning because no school in Vietnam teaches them to be floor-plan or photo editor’’. said Thomas. Their recruiting requirement is the new staff needs to know how to use certain software (Photoshop, Illustrator), they like photos and they want to work with computer. It takes at least 2 months for training until they are qualified to start working in production but it takes 6 months to practice with a lot of rejection until they can work independently. ‘‘We have a very strict quality control to keep stable quality and continuous quality training, soft-skill training in order to make us to be the best in the market’’. said Thomas. 

However, Esoftflow faced several problems with their local staff. ‘‘Vietnamese people do not have the self-motivate working spirit. They do not take initiative. If you do not tell them what to do, then they will sit back and do nothing. They are afraid to take responsibility. They only feel comfortable when you tell them exactly what they need to do or somebody guiding them. It is a problem because we work with so many photos and it needs to be very fast. It takes a long time to build their confidence. English is a major problem.’’. said Thomas. Besides, Danish is also an additional problem because a lot of work orders, emails and words on the floor plan are in Danish.

Besides, the logic of thinking between Danish project leaders in Denmark is different from Vietnamese IT workers. Danish people understand the order from customers because they understand Danish culture and way of thinking. They expect Vietnamese staff to work with self-motivation and understand the order in the same way. Vietnamese staff receives the order with their understanding about logic of thinking based on their Vietnamese culture. Danish and Vietnamese staff sees the same order or problem with different perspective, expectation and evaluation. Therefore they feel sometimes misunderstanding or frustration with each other because they can not understand each other. Poor English skills make the problem worse. Consequently the relationship between Danish staff and Vietnamese staff is not really good.

Ramp-up Stage: The ramp-up stage is a relatively brief window of opportunity to rectify unexpected problems where the recipient may begin to use new knowledge but ineffectively, ramping up gradually towards a satisfactory level of performance, often with external assistance.

In order to solve problems regarding initiative issue, Esoftflow decided to impose Danish working culture into organization. They try to apply management structure as flat as in Denmark. Thomas took the initiative. He has no own office. He shares office with administration staff. Everyday he comes to say hello or has friendly talk with all his staff, asks if there is any problem they need his help. This move makes the distance between the boss and staff smaller. Gradually local staff build their confidence and speak their mind freely without hesitation. They know that they are listened to and they have their own voice to contribute effectiveness and efficiency at work. In order to give staff better working conditions and because of working time 3 shifts/day 24 hours around clock, Esoftflow has their own kitchen to supply staff free meals everyday. They also hold birthday party for staff once every month with various out-door activities.

Esoftflow has an appraisal system based on all daily and weekly report. This system is transparent to all employees and posted in the bulletin board. They also have employee of the month to encourage people. The salary will be based on basic salary plus various attractive bonus policies and private insurance.

It is not easy to describe how an image should look like. It depends very much on one’s own experience. Vietnamese staff has never experienced the different lighting in autumn or winter in Europe, so how can they apply it on their work. In order to solve this problem, Esoftflow made templates of images with different lighting or hues so that once customers order the work, they just need to refer image quality to the attached template. The quality standard will be based on these templates too.

In order to solve the English language problem, Esoftflow offers English training. They also make template email in order for staff to use in more formal way. Besides, employees can take any additional training with financial support from the company. Esoftflow creates their own library with books in both English and Vietnamese for their staff to use. In order to solve Danish problem, they make a template of common words used by customers so that local staff can understand what it means. Esoftflow even makes several contests during free time for their local staff. Thomas makes a drawing and staff has to write down what it means in Danish and vice versa. The competition among working teams is such a joyful and useful game. Now local staff knows a lot Danish words.

Esoftflow develops their working process based on the working process from Esoftsystem and modifies it to suit with Vietnam context and working reality. Esoftflow has their own manual book which shows their working process with details steps and guidelines. They have specified guideline for each job position. This manual book which is continuously updated is the first thing all new staff needs to read. They have a training manager to take care of training new staff and enhanced training for current staff. Esoftflow is more independent in training staff and get less and less training and technical support from Esoftsystem.

In order to improve relationship and working cooperation between the Danish and Vietnamese staff, Esoftflow exchanges staff. They sent the Vietnamese production manager to Denmark to work for three months and they sent Danish or Swedish technical people to work in Vietnam for few months. There were around 2-3 times Vietnamese staff came to Denmark and around 5-6 times Danish expert came to Vietnam. Now they have a Swedish photographer to work on daily basis. The personal interaction with people from foreign offices has helped to improve the relationship between Danish and Vietnamese staff. They have better understanding about the way the other works and thinks. They become friendly and talk more openly to each other. This positive attitude has helped to improve working quality effectively.
Integration Stage: is the stage when satisfactory results are initially obtained, the use of new knowledge becomes gradually routinized. This progressive routinization is incipient in every recurring social pattern. Of course there will be new problem coming up but at least they start to get best practices in daily routine. 

From 14 staff when the joint-venture was formed, now Esoftflow have around 100 staff to work around clock 24h. They work 44h/week, 6 days/week. Monday morning is used for training. ‘Esoftflow did not fire any people during finance crisis. We have full time and part-time contracts so we can adjust the capacity and utilize all facilities. We did not lose many staff because they do not like to work in this working environment but very much personal reason like further study, get married, change career direction…’’ said Thomas.

Esoftsystem is still Esoftflow’s biggest customer, customer resource and the owner but Esoftflow wants to change from cost center to profit center and has more customers. They have had a profit from the very beginning in 2006, 2007 and revenue growth in 2008 is around 64%, 162% in 2009 in comparison with the revenue in 2007. Esoftflow does not intend to get customers in Vietnam. ‘‘We have looked in the local market, we made a market survey but we found there is no market for us here. The market is too small and not ready for our products and pricing.’’ said Thomas. Esoftflow extends their customers to other industry like fashion, car, design, images… from Norway, US (real-estate industry), Japan (fashion industry). Esoftflow finds new customers through Esoftsystem in Denmark. They also use sales representatives in other countries to find customers for them. Their local partner also tries to find new customers.
Conclusion

Esoftflow has successfully transferred explicit and tacit knowledge to their local staff. There are many reasons leading to this success. Firstly Esoftsystem – the parent company knows exactly what knowledge needs to be transferred. Therefore they have good training documents in paper and in images to make the training easier for local staff. Secondly Esoftflow has modified successfully the professional working process from Esoftsystem to suit with the Vietnam context. It makes the knowledge transfer process clearer and goes smoother. Thirdly Esoftflow has created their own knowledge base based on the training and experiences, written in a manual book for everybody to use and continuously updated. The knowledge sharing tools helps local staff to exchange knowledge among each other. Fourthly Esoftflow staff totally understands the benefits of knowledge transfer and actively participates training. Last but not least is the important role of Thomas and his management. He is a very good bridge between Denmark and Vietnam. He understands both countries, both cultures and people. He has successfully created a very positive working atmosphere in Esoftflow and imposed Danish working attitude to Vietnamese staff. When I interviewed with Thomas and his Vietnamese staff, I realized that they speak the same language with the same rhythm and are proud about their company Esoftflow. They understand the company’s works and direction properly and express the same corporate culture during their interviews.

5.3. SMARTOSC AND NETIMPLEMENTERS

SmartOSC is joint-venture formed in June 2006 between SmartOSC Corporation from Vietnam and Cosmos from Denmark. SmartOSC core competencies include E-design, web programming, E-marketing and E-shopping platform in fashion industry. Currently SmartOSC has 20 staff. 80% of their customers come from North America, 15% from Europe and 5% from Asia. They do not have local customers.

NetImplementers Vietnam is a joint venture formed in October 2009 between SmartOSC Corporation from Vietnam and NetImplementer Denmark from Denmark, which provides full E-commerce solutions based on Netsuite.  NetImplementers helps companies to manage their multi-national and multi-subsidiary business operations in real-time around the world. NetImplemeters' core focus is E-commerce. Based on NetSuite Inc. (NYSE: N), Software as Service Comprehensive Web-based solution for midsize businesses with integrates Accounting/ERP, CRM, E-commerce and partner collaboration capabilities. NetImplementers provides cost efficient global implementation services in a "clouded" set-up - Clouded Services
. Currently NetImplementers Vietnam has 50 staff and Boozt is their only customer. 

The above two joint-venture companies have the same Danish and Vietnamese partners with 60% owned by Danish partner and 40% owned by Vietnamese partner (SmartOSC) and 58.2% owned by Danish partner and 41.8% owned by Vietnamese partner (NetImplementer Vietnam). They share the same administration and management board but have separate production departments. 
Lars Munch Johansen – managing director and co-founder of SmartOSC and Netimplementers Vietnam. He has an educational background from Stanford University, Copenhagen Business School, Copenhagen University College of Engineering and Officer Academy. He has 22 years working experience in IT and consulting industry. He is the co-founder of at least nine IT and consulting companies in which five were sold. His core competence is setting up technology and business process outsourcing companies, growing them and taking them to the international markets. He has set-up outsourcing in Pakistan, Ukraine, India and now Vietnam. Currently he is the chairman and co-founder of Boozt Fashion, NetImplementers Global AB, Mocca Coffee, Billigere Byg, CodeGroup A/S, Cosmo CPH A/S
. 

Nguyen Chi Hieu – CEO and co-founder of SmartOSC and Netimplementers Vietnam. He has an education background from University of Technology, Sydney and University of Sydney with focus on finance. He was working as lecturer in universities and also in capital market industry before setting up his own company with his friend Nguyen Thai Son
.

Nguyen Thai Son – chief marketing and co-founder of SmartOSC and Netimplementers Vietnam. He has an educational background from Universidad Autónoma de Madrid and University of Havana with a focus on language and marketing. He was working in channel marketing in IBM for one year and in ministry of trade and industry for nearly three years before setting up his own company with his friend Nguyen Chi Hieu
.

Initiation Stage: is the stage when firms find an opportunity to transfer knowledge and to decide whether or not to pursue it, meaning finding both a gap and knowledge to address that gap.

In 2006 Lars was looking for a new IT outsourcing location. He has ever outsourced to Pakistan, Ukraine and India but the competition is too tough in these countries. He wanted to find a new outsourcing location in Asia. Then DANIDA approached him and introduced him to B2B program in Vietnam. B2B program is only implemented in few Asian countries such as Vietnam, Bangladesh and Indonesia
.  ‘‘Danida and B2B program is the main reason for us to come to Vietnam. Without their initiation, we may end in another country’’ said Lars. To him, Vietnam is just an outsourcing location in Asia. The thing attracted him is he will get financial support from B2B program which is several million Danish krone if he forms a joint-venture with a Vietnamese partner.  To an experienced businessman like Lars, it is good enough to set up a new operation without being afraid to get high risk in investment. After meeting around 20 local companies for the first trip in Vietnam, Lars met Hieu and Son and found a good chemistry between them. Hieu and Son are working in e-commercial field. One of the things that attracted Lars besides the common interest is both Hieu and Son have been studying and living abroad, so they understand more about western culture ‘‘and they understand how customers look like’’ added Lars. 

One challenge that Lars addressed from the beginning is the infrastructure. It was not stable and the band width was limited. Vietnam IT infrastructure was very bad compared to many countries Lars ever worked. The labour cost is cheap but it was not the reason to attract him. ‘‘If the labour cost is cheap but it takes five times longer than normal to have the work done, it means it costs five times more and it is not cheap any more.’’ Lars said. ‘‘Pakistan used to be expensive, but now it is significantly lower than in Vietnam. Two years ago it was extremely expensive to outsource in India. Now it is not expensive any more.’’ added Lars. He is aware of the poor quality of human resource in Vietnam but he believes that it has a potential to develop. Besides he believes in his long-term knowledge and experience in IT field and in setting up and running IT firms that would help him with the new joint-venture in Vietnam. His own companies like Boozt Fashion, NetImplementers Global AB are the stable customer sources for the new joint-venture.

During the first 4 years of the joint-venture, Lars came to Vietnam around 4-5 times and stayed around a week each time. Lars has weekly meeting online with Hieu and Son to get report about all projects Vietnam office is working with. He let Hieu and Son to be fully in charge of daily operations in Vietnam. ‘‘My partners are also people who work for me. When you outsource in another location, you can not be there everyday, you need to trust them and work together with them. Mascot applies this trust model successfully in Vietnam.’’ said Lars. In February 2010 Lars decided to stay and work in Vietnam for 4 months in order to have a better understanding about the way people think and work here. And he also wants to make a strategic plan for the development of the companies.
Implementation Stage: is the stage when the exchange of information, knowledge and resources occurs between the source and the recipient.

The first three years there was only SmartOSC with around 20 staff. NetImplementer Vietnam was just established recently in 2009. It took SmartOSC 2 years to set up offices, equipments and organization.

Son went to Denmark to work with people in the headquarter for 3 months so that he could have a better understanding as an insider of how people work and do things in Denmark. A Danish IT expert – Frank ​– and later an American expert were also sent to Hanoi to work for a few months in order to transfer knowledge as well as to have a better understanding of the way people work there. They sit together with local programmers and work in detail. ‘‘Vietnamese staff enjoys working with foreigner. Firstly they can practice their English. Secondly they can learn both hard skills – professional skills and soft skills – communication skills’’ Son said. The companies try to have more often exchange staff with difference positions so that they can experience more international working environment and standard. ‘‘Once you have people to work in two different locations, you should mix them up. This rule applies for any work in distance. The more time you spend, the more you know, the better the work is.’’ Lars said.

They have training document for every single position in the company. They assign a staff to take care of a new employee during the first two months of traineeship, and then they have evaluation after training period and monthly evaluation later. They supply continuous training to staff. They have compulsory English classes for all staff and program management training as well. They are Microsoft Partner, therefore they also send their staff there for training. These trainings help very much employees to gain explicit knowledge. However it is not easy with tacit knowledge which is something you need to experience yourselves. ‘‘One day it drove me mad because of a repeating mistake for a simple practice. At the end of the day, I found out that the man who is working on it does not have credit card and never do any transaction online’’ said Lars.

Lars is aware of cultural differences and shows respect to it. ‘‘In the emerging countries like Vietnam and Pakistan, we may pay people lower but it does not mean we are the tale of the dog to do whatever people want. This culture is a proud culture. People here are very stubborn but each party needs to deal with each other in a respectful way’’ said Lars. He accepts to adapt Vietnamese culture into the organization culture in a certain level that makes the work run effectively and efficiently. However, Lars has a problem with delivery time. ‘‘In the place where I come from, once we agree to deliver something, we deliver on time. That is the significant expectation and if we can not, we communicate back. Here they do not. They do not want to lose their face’’. said Lars. ‘‘They can manage their staff in Vietnamese way. I have no problem. But if they work with customer, they have to work with customer’s way or the company will die. The employee and the customer are always the two different things that you need to serve’’ said Lars.

Ramp-up Stage: The ramp-up stage is a relatively brief window of opportunity to rectify unexpected problems where the recipient may begin to use new knowledge but ineffectively, ramping up gradually towards a satisfactory level of performance, often with external assistance.
The shortage of good IT workers is always a big issue, especially when the companies want to grow fast. The companies believe that the best way to get new skilled staff is through the staff’s friends. These people understand exactly what the requirement for the job is and once they recommend someone, the new candidate will absolutely be capable to do the job. Besides, the friendship between them or the social connection between them would create a positive working atmosphere. Therefore they launch a campaign ‘‘Refer a friend’’ in order to attract more new skilled staff. After screening all CV, the company will invite candidates to come and make a test which is developed by experienced IT managers. There are various tests for each position. If candidate can pass the test, then they will come for an interview. The test is to check explicit knowledge and the interview is to check tacit knowledge.

SmartOSC develops their own working process without any support from Danish partner. They also have their own guidelines for each job. These working process and guidelines are continuously updated after they finish a new project or apply a new technology.
Hieu and Son agree that it is not good enough to apply purely Danish management style or Vietnamese management style but a mixture of two styles – many disciplines need to be respected but an open environment created to encourage people to work innovatively and creatively. They tried to keep management structure as flat as the parent company in Malmo. ‘‘Vietnamese do the work but they do not talk. That’s where we got problem with communication’’ Hieu said. ‘‘We have to create a close relationship with them, have a good bonus and promotion system so that they do feel confident to speak up their mind’’. They have a salary system in which including basic salary, performance salary and various bonuses. In order to improve and manage delivery time, they have timing report system to keep track of working time of the employee. Additionally, they develop a work order system based on an existing system so that customer can login and order the work and the system will show who works on it and how much time spent for the work. This will reflect to employee’s performance salary. Therefore this system helps very much to improve delivery time. 

The company creates a brotherhood working environment where everybody is brother and sister, where people feel they are living in a big family. Hieu is talking with his staff everyday and his staff can approach him anytime. ‘‘If you don’t treat them nice, they will leave you. If you live with them like a family, they will stay with you no matter how much you pay them. It’s an investment in the loyalty.’’ said Hieu. ‘‘High technical skill is not everything. Teamwork spirit is more important’’, added Mai Thanh, SmartOSC staff. This friendly working atmosphere makes staff more open to work and cooperate positively with each other. SmartOSC and Netimplementer Vietnam share an internal blog http://our.smartosc.com and also a Facebook group SmartOSC where the companies have internal news and forum for staff to share not only technical issues but also life issues. Staffs are allowed to have 60 min lunch break with a chance to take a power nap in a quite place in the company. After realizing the need for staff to have Saturday off, management board decided that staff will work only five working days with a shorter lunch break. It means that they have more time for resting after a hardworking week, more time for family and social relationships. This decision makes their staff so happy and encourages staff to make use of their time better during working hours. The companies also hold various outdoor activities for their staff to make a better social network among them. If you ever read ‘‘Nghĩa tình anh em nhà SMART’’
 (SMART Brotherhood) on their blog written by a staff, you will feel a very SmartOSC culture that they have successfully created as a company culture.
Integration Stage: is the stage when satisfactory results are initially obtained, the use of new knowledge becomes gradually routinized. This progressive routinization is incipient in every recurring social pattern. Of course there will be new problem coming up but at least they start to get best practices in daily routine.

At the time I made the interview in February 2010, SmartOSC had 26 staff. Now after 6 months SmartOSC has 20 staff and Netimplementer Vietnam has 50 staff. And the companies plan to have around 200-300 staff in the next two years. All good and experienced staff from SmartOSC are promoted to management level in Netimplementer Vietnam. During finance crisis, the companies faced financial difficulties because of decreased orders. However they tried to hold on and not to fire any staff. The first reason is from the culture point of view not to make people lose face. But the most important reason is they understand that it is not easy to find a good staff like they are having, especially the competition to get good IT staff among IT companies is very huge. They have spent a lot of time and money in training their staff and they do not want to fire staff for a short term crisis. They believed that the financial crisis would be over soon.

The speed to launch a new website now is every two weeks compare to 3 months before. SmartOSC revenue in 2006 was USD 56,400, increased to USD 125,500 in 2007, increased to USD 256,000 in 2008, increased to USD 485,600 in 2009 with the average annual growth around 100%. ‘‘Now we have process. Now we have organization and people know what it is about’’ said Lars. In the coming year, the companies plan to make huge changes focusing on Fair Evaluation – Better work – Better life. They will launch a new performance system. They plan to exchange staff with Denmark more often. Besides they will provide premium health care and insurance to their staff as additional incentive. Education and facilities will get more investment. CSR activities will be implemented in order to show support to the society and they will implement green office program. 

Conclusion

SmartOSC and NetImplmenters are specialized in E-commerce and their ambition is to be the first mover in this market to lead the trend in the world. There are many reasons behind their remarkable success. Firstly Vietnamese management and staff show a high professional level in designing their own working process, recruitment and training documents. Their staff admit that the working process is well defined and clear to work with. The knowledge base are updated continuously and filed in system so that all staff can access easily and utilize it. Secondly the Vietnamese management team also successfully create a corporate culture to the company which has a very brotherhood spirit. It helps the work to go smoothly. Thirdly SmartOSC and NetImplementer Vietnam independently and actively take initiative in managing successfully a big part of the value chain of the online services including production, marketing and a part of sales. Fourthly is the background of Vietnamese management team. Many of them have ever studied and lived abroad for several years and the experiences they obtained during this period help them to be a good bridge between West and East. Last but not least is Lars. He shows high trust to his Vietnamese partners and only interferes with the management team if there is a problem related to customers. His experiences over many years help him to understand that showing respect to local culture and letting local people manage local people is the best option, especially when he can not be there on a daily basis. He only has to support them if he finds some gaps in management that need to be eliminated.

5.4. Conclusion of Chapter 5

There are several similarities that lead to the success of Esoftflow and SmartOSC. Firstly is the management team who are the good bridge between Vietnam and Denmark. They are good in organizing the company, motivate employees and give appropriate support and training. Secondly is the local staff who understand clearly the benefits of the training and therefore actively participate the knowledge transfer process. Thirdly are the effective methods of training and transfer knowledge as well as the way knowledge is filed in system for later use or sharing. Fourthly is the unique corporate culture that these companies have successfully created to make the working environment as friendly, innovative and creative as possible. Through the illustration of two case studies, the second sub-question has been answered. 

CHAPTER 6: KNOWLEDGE TRANSFER BARRIERS

In order to answer the third sub-question, to find out what barriers influence the process of knowledge transfer in the Vietnamese software development industry, the Integrative Framework will be applied to analyse the knowledge transfer barriers. Beside all the elements from this framework, I would like to add two more elements which are Language Skills and Cultural Differences. I found these two elements as outstanding issues during my interviews. Information collected is primary data from my interviews and observation. 

6.1. Leadership

Leadership + High trust + Problem seeking/solving => Collaboration

Cultural understanding, creditability, capabilities, and personal visits are important factors in gaining the initial trust of a client, while cultural understanding, communication strategies, contract conformance, and timely delivery are vital factors in maintaining that trust (Nguyen et. al, 2006)
.
ESOFTFLOW

Thomas Frisenberg (Esoftflow Director) gives a strong impression about his knowledge and personality. He is an experienced business man with a good heart. He takes a good care of his staff by establishing a good working environment and atmosphere. His staff can approach him anytime for support or discussion. He helps them to solve problems or to find a best solution. ‘‘Management people create opportunities for us to develop our skills. The only pressure is to be on time.’’ said Nam, Esoftflow staff. ‘‘I feel there is no distance between director and staff. One of the things I like most here is everybody has the right to speak up their mind and or can say No to a bad solution or can give suggestion to make things better’’ added Nam, Esoftflow staff. Local staff understands that they are listened to and they are eager to contribute to the success of the company. Thomas Frisenberg understands both cultures and be a good bridge between Denmark and Vietnam. He appreciates all people who work for him, no matter where they come from, also handicapped staff. Thomas Frisenberg is the heart and soul of Esoftflow. Many local staff call him ‘‘brother’’. They trust him. There is a very high satisfaction rate among Esoftflow’s employees. They feel very happy to work with the company and they are satisfied with their salary, bonus and ‘‘wonderful working conditions’’ said Nam, Esoftflow staff. ‘‘The most important thing to us is the good working environment, income is the second thing’’ said Hiểu, Esoftflow staff. From the beginning they felt a bit pressure about delivering on time but now they get used to it. The only thing they may not like is to work at night shift but the financial compensation is too attractive to refuse. These positive attitudes toward Esoftflow management team have a positive impact on the knowledge transfer process.

SMARTOSC

Lars is a very experienced and successful businessman. He is nice, kind and very straight forward like many Danish people. During his 4 months’ stay in Vietnam, he tried to work and live together with his staff in order to understand them more. ‘‘My partners are also people who work for me. When you outsource in another location, you can not be there everyday, you need to trust them and work together with them’’ said Lars. His staff feels it is very cool when Lars can sit together with them in a street food shop and eat fried tofu with shrimp paste (a very strong smell and taste Vietnamese traditional food, something similar with Camembert cheese). They like him. It helps shorten any distance (if any) between Lars and his local staff.

Hiếu and Sơn are Vietnamese directors who take care of daily operations. ‘‘Many new staff does not know they are directors and can only find out after several months working here’’ said Mai Thanh, SmartOSC staff. These men melt themselves with others staff. They are not like normal Vietnamese directors who love to show off their power. They treat their staff like brothers and sisters in a family. They did not fire their staff for a short difficult period because they think about the consequences may affect their staff’s family. They have successfully created a corporate culture into the company where everybody can speak up to share their ideas, knowledge as well as problems or difficulties, both in professional work as well as private life. They hold their staff together by a virtual social-family string with many social activities. 

These leadership styles have positive impact on the company loyalty as well as willingness of the local staff to learn new knowledge.

6.2 Support structure

Organizational design

Esoftflow applies purely Danish flat management structure while SmartOSC, NetImplementer Vietnam apply the mixture of Danish – Vietnamese management structure. In these companies, employee is encouraged to speak up their mind, contribute their ideas and can approach all level of management anytime to get support. The flat management structure helps crossed-functional groups communicate horizontally. Each person can learn as well as share their knowledge with others without any obstacle. Their knowledge could not be hidden or lost or modified like in the hierarchical management structure. Therefore the knowledge transfer process can be accelerated and more effective.

Reward system

Esoftflow has a reward system based on various criteria such as contributing many good ideas, having fewest rejections of one’s work, working overtime… in order to encourage their employees to work harder. The Employee of the Month reward may sound ridiculous in Denmark while it is very desirable in Vietnam. The reason is that Vietnam belongs to high power distance culture and people try to be outstanding as much as possible. SmartOSC and NetImplementer Vietnam also have their own reward systems. They believe that these rewards both financially and mentally would help to retain their employees to work for them for long term and to encourage their employees to work harder, effectively and efficiently.

Available time

Normally Danish expert spends two weeks for training. How often the training made by Danish expert depends very much on the development of new projects or products. Beside these training, companies give local staff time to study themselves. Esoftflow spends every Monday morning for in-house training. SmartOSC often has in-house training for their staff as well as sending useful articles by internal news letter. There is always time for local staff to practice the new knowledge directly on the computer under the supervision of Danish expert to make sure they understand how to apply it. Normally the last two days of a two weeks training will be used for practising.

6.3. Knowledge recipient

Knowledge capacity

All Danish and Vietnamese directors think that their local staff have good knowledge capacity and big potential to develop. However the degree of how good is very much different between just graduate students (lowest and 100% need retraining) or two year experienced staff (retrain for a short period) or study-abroad staff with many years’ experiences (ready to work). And it also depends on the characteristic of the work. The lack of motivation may negatively affect the capacity to absorb knowledge.

Close relationship

Esoftflow and SmartOSC apply the same Vietnamese mode to create relationship and trust among Danish training experts and local staff. Before training begins, everybody is invited to a party in order to interact with each other, get to know each other’s background, personal interests, have fun together and therefore eliminate any virtual barriers and create a new friendship. This start will help the communication during the training time much easier and encourage local staff to participate actively in the training. In Esoftflow, Danish experts always explain the benefit of the new training to motivate local staff. ‘‘Danish experts are very friendly and professional. Danish expert always gives us new technology, new working skills whenever they come for training. The new knowledge helps us to improve our working efficiency and skills. We believe that whenever he comes, it means he gives us many benefits’’ said Hiểu, Esoftflow staff. Therefore Esoftflow local staff shows high willingness to learn and it helps the knowledge transfer process go smoothly and effectively.

There are groups of employees who come from the same university or same class or same village in Esoftflow. SmartOSC and NetImplementer have many small groups of friends. This relationship and friendly working atmosphere helps to maintain and strengthen their trust in each other. The collaboration between groups will positively affect the working process. It positively affects the exchange of explicit knowledge as well as tacit knowledge in application.

6.4 Types of knowledge

Tacit or explicit knowledge

Vietnamese employee is so eager to learn both hard skills – professional skills – and soft skills - communication skills and they can learn it fast. They start from a very low level of professional knowledge in image editing or web-design or e-commerce but together with companies’ training and support, they study themselves with various documents in both English and Vietnamese. There are different results in identifying which knowledge is more difficult to be transferred. Esoftflow staff who work in images processing finds it is easier for them to learn tacit knowledge than explicit knowledge due to the characteristic of their work. Their colleagues from SmartOSC who work on web design and e-commercial find explicit knowledge is easier to be transferred than tacit knowledge. People need to experience it themselves in order to create effective functions for their work. So the importance or difficulty of each type of knowledge depends very much on the characteristic of the work. 

Appropriate transfer

All the new knowledge is necessary for the new projects or products. The companies will put staff whose qualifications are at the same level in the same training. The classification of staff qualification helps the knowledge transfer be more effective. It avoids staff from learning again what they have known or put staff in a too high level compare to their qualification. 
Mechanism

The companies have designed appropriate methods of transfer. For the explicit knowledge, they have training documents in paper, books, reports, guidelines, and manuals to share the best practice data base… For the tacit knowledge, they have video training document, images temples (Esoftflow) or online training, personal intranet (SmartOSC) or meeting face-to-face, teamwork, chat room, ect. The practical visual training helps local staff to more easily understand the new knowledge and therefore more easily apply the learning to their work later.
6.5 Communication

Languages Skills

Poor English skill was identified by many Danish directors as a major big disadvantage during the knowledge transfer process. It limits Vietnamese employees from approaching explicit knowledge by reading and understanding technical documents. It makes a problem worse when communication is not smooth. It creates misunderstanding and unnecessary frustration between Vietnamese employees and Danish experts. It makes it harder to transfer the tacit knowledge when Vietnamese employees could not understand totally what Danish experts said.

Cultural Differences

Cultural differences slightly affect the effectiveness and efficiency of the work and the cooperation between two virtual working teams based in Vietnam and in Denmark as well as the knowledge transfer process between Danish expert and Vietnamese staff. 

Punctuality: It reflects on the punctuality of delivery. Danish people get used to be precisely on time and if they cannot deliver as promised, they inform customers beforehand. Vietnamese just say nothing. They do not want to lose their face when they say they cannot deliver on time. 

Face losing: it is so hard for local staff to say No or oppose the idea or suggestion of their boss. This characteristic comes from the traditional education where you should obey the order of the older people or the superior. You should not show you are clever than the older people. Otherwise, you will make them lose their face. 

Vietnamese takes criticism very personally because they feel they lose their face. The poor English skill makes things even worse when sometimes they misunderstood and it makes them even more angry. Vietnamese rarely accepts it is their fault if there is a problem. They do not want to lose their face. ‘‘There is a difference between Vietnamese and Danish people once they face problem. We will blame for someone or something else while Danish people say: we have a problem, how to solve it’’ said Hiểu, Esoftflow manager.

Quality Standard: Vietnamese employee and Danish experts look in the same work with different perspectives and expectation about quality. For example, when designing a website for a Danish customer, Vietnamese employees prefers to have many details and colourful images while Danish experts think simple is beautiful. 

Take initiative: when designing functions for a website, Danish experts with Danish culture, education, living experience background would expect Vietnamese employee to understand the logic of thinking in the same way, but it is not that easy. The work order needs to be very detail because local staff would not do more than what is asked or requested. 

6.6 Conclusion

Leadership and trust is found as a strong element that could impact to the motivation and willingness of local staff to receive new knowledge. Poor English skills are identified as the biggest barrier for knowledge transfer process. It limits the knowledge recipients’ gain from understanding transferred knowledge from both written documents and face-to-face training. It limits the communication between local staff and Danish experts and creates unnecessary misunderstanding and frustration. Cultural differences are identified as an additional barrier. It slows down the knowledge transfer process and makes things more complicated than it should be. The finding has answered the third sub-question. 

CHAPTER 7: CONCLUSION
7.1 Answers to the research questions and main question

The Vietnam IT infrastructure has been improved a lot but the stability and the limited bandwidth are still big concerns. The internet censorship and un-strict law regarding ICT industry are the barriers to create a healthy market for ICT firms. Vietnamese software development industry is a very young and fragmented industry. There are around 500 IT companies operating in Vietnam. Most software firms are small and were established in the last 10 years. There are only about 20 enterprises with more than 100-500 employees. The Top 3 leaders in exporting software are CSC, FPT and TMA accounting for 55% of total export value. Top 6 leaders are CSC, FPT, GCS, Harvey Nash, Pyramid Consulting VN, and TMA accounting for over 95% of total export value. The rest more than 400 software firms share around 5% of total export value. There are 57 companies having international quality certificates of which there are 5 companies have CMMI 5. The main export markets are Japan, North America and Europe.

There is a strong increasing demand for IT workers. However, the quality of graduate students is poor. Less than 3% of graduate students can pass international IT test exam. They lack both explicit and tacit knowledge. 100% of them need to be trained before being ready to work. Poor English skills and communication skills are another issue. The main reason is the out-of-date education programs. It is not easy to find IT workers in Vietnam with many years of experience. The average salary in the software development is USD 3,600/year in 2009 which is the lowest in Asia. 

Recently the Vietnamese government has established a national plan to focus on training IT workers with international standards and to support IT firms to gain international quality certificates. Besides, the gate to ODA funds is opened to the private sector to create opportunities for IT firms to access favourable investment funds and expand their operations. The analyzing results of Vietnamese software development industry have answered the first sub-question: What characterizes the Vietnamese software development industry?
The results analyzed from two case studies have answered the second sub-question: ‘‘How do foreign investors transfer knowledge to their Vietnamese partners?’’ There are many similarities between two joint-ventures that lead to the success of their companies in general and knowledge transfer process in particular. The first thing is their leadership style. They have created trust among their staff. Secondly they have successfully imposed a unique corporate culture to the company where there is no distance between management and staff, people have freedom to talk and are listened to, creativity is encouraged, everybody are friends or brothers and sisters. This friendly working environment and atmosphere helps to motivate employees to participate in training actively as well as to share knowledge among each other. Thirdly they have designed appropriate training documents and methods in order to transfer complicated information simply. They have saved all transferred knowledge or best practices in a good filing system that makes the knowledge sharing among employees easier. Fourthly is the active role of local staff in knowledge transfer process. Understanding benefits of training is the strongest motivation for local staff participating training and to make the knowledge transfer process successful.

The case results have also answered sub-question 3: ‘‘What barriers influence the role of knowledge transfer in the Vietnamese software development industry?’’ Poor English skills are identified as the biggest disadvantage for Vietnamese employees to receive new knowledge. Cultural differences are another barrier to limit the improvement of working skills. It reflects on the punctuality, face-losing behaviors, quality standard and initiative taking.
There is a big development in the two joint-ventures in terms of number of staff, delivery speed, market and industry and revenue. Esoftflow started with 14 staff in 2006, in 2010 they have around 100 staff to work 24 hours per day. They can deliver work 3 times faster than before. Esoftflow extends their customers to other industries like fashion, car, design, images… from Norway, US (real-estate industry), Japan (fashion industry) and new customers from Denmark through Esoftsystem. They have had a profit from the very beginning in 2006, 2007 and revenue growth in 2008 is around 64%, 162% in 2009 in comparison with the revenue in 2007. SmartOSC started with 20 staff members in 2006 and now in 2010 they established one more company with a total of 70 staff members. The speed to launch a new website now is every two weeks compared to 3 months before. They extend their business fields including E-design, web programming, E-marketing, E-commerce and E-shopping platform in fashion industry. They extend their markets to Europe, North America, and Asia. SmartOSC revenue in 2006 was USD 56,400, increased to USD 125,500 in 2007, increased to USD 256,000 in 2008, increased to USD 485,600 in 2009 with the average annual growth around 100%. The results of successful transnational knowledge transfer processes have reflected on the company growth and company expansion. Argot and Ingram (2000) found that knowledge transfer is a basis for competitive advantage in firms. In the answer to sub-question one regarding the Vietnamese software development industry, we can see that knowledge transfer plays an important role in increasing the quality of IT human resources for the very young Vietnamese software development industry. Through the two case studies, we can see the positive impact of transnational knowledge transfer to the growth and expansion of the companies. If Vietnamese IT firms could generate transferred knowledge successfully from their foreign partners, it would help to increase the competitiveness of Vietnam in the global IT outsourcing industry.
With the answers to the three sub-questions, I believe that the main question: ‘‘How important is transnational knowledge transfer for the competitive advantage of the Vietnamese software industry within the global IT outsourcing industry?’’ has been answered. 
7.2 Reflections 

It was a joyful trip to develop my project. I found a topic for my master thesis during my traineeship in Logimatic. This is Danish IT company specialized in ERP (Enterprise Resource Planning) programming for the ship building industry. I had been writing three projects about this company, one regarding the Chinese market and two regarding the Vietnamese market and found interest in studying further the ICT market in Vietnam. The primary topic was ‘‘How can Vietnam compete against India in IT outsourcing from the perspective of Danish IT companies?’’. After several researches on the surface between two industries, I found it is not appropriate to compare Vietnam with India because Vietnam is nearly nothing in terms of professional, revenue, market share and history in comparison with India. So it would be ridiculous to say how Vietnam can compete against India. But which direction should I go? Cultural differences management? It could be in a chapter but not the whole project. I was working with it in the last three projects and I did not want to overdo it. Market entry modes?  I wrote about it before too and I wanted to write something new so that I could learn more. Development strategy? Management? Maybe. 

I came to Vietnam in February 2010 when I could not finalize what topic to focus on and what theories to apply. This trip had two purposes. Firstly I needed to interview Danish IT companies in Vietnam to collect information for my research. Secondly we visited my family in Vietnam during Lunar New Year in February 2010. I had not seen them for three years. I tried to find theories to back up my study during the time I was in Vietnam but it was not easy. The internet connection was really bad, extremely slow and unstable. And it was not easy to find a private place to work.  I was stuck between no found theories yet and pressure of available time left in Vietnam. Because of lacking theories to be the base of my research, I decided to interview with focus on the company history and how they managed their daily operation with a bit of focus on cultural differences.

I came back to Denmark in April 2010 and discussed my interviews as well as my problem with my supervisor Mrs. Susan Vonsild. After many discussions with her and based on my finding after interviews, I decided to narrow my scope of study into transnational knowledge transfer and its influence on the competitive advantage of the Vietnam ICT market within the global IT outsourcing industry. It was easier for me to find theories for my project after I had finalized my project topic – my problem formulation. Then I made additional interviews through Skype with Danish and Vietnamese managers to gain deeper understanding regarding the knowledge transfer process. 
During my spiral of learning process, a large part of the knowledge transfer theories have been confirmed in my case studies. Cantú et al.
 found that personal motivation and the opportunity to learn from other employees are critical to generate knowledge. Esoftflow and SmartOSC have successfully motivated their staff to actively participate in training as well as created opportunities and facilities for their employees to share knowledge and experiences. Therefore the transferred knowledge was applied effectively and efficiently. Flat management enables knowledge transfer (Nonaka, 1994)
 with horizontal communication among cross – functional teams and teamwork in the companies. Bartlett and Ghoshal (1993)
 suggest that a good reward system and horizontal communication could encourage the knowledge transfer process. Goh (2002) suggested that the best way to transfer tacit knowledge is through interpersonal means with unstructured process such as mentoring, teamwork, chat rooms, personal intranet, face-to-face conversation, group dialogue, personal reflection on experiences and lessons learned. The explicit knowledge can be best transferred through structure means such as manuals, patents, reports, documents, assessments and databases. We can see the same flat management structure in two case studies where the communication between management and staff goes smoothly without being blocked like in the hierarchical management. They have various bonuses and rewards for their local employees. Esoftflow and SmartOSC have an appropriate process and structure for transferring each type of knowledge so that it would help the knowledge to be transferred internally in the most effective way.

7.3 Suggestion to Danish IT companies

To Danish companies regarding Danish management appearance: There are two streams of ideas about Danish or Vietnamese management stationed in Vietnam. One suggestion from many Danish IT companies is to have Danish people in the outsourcing location in Vietnam at least in the initial stage in order to set up the company and the working process in the right way from the beginning. The first reason is because there are so many differences in the culture and the mindset; how things are understood and approached. Danish companies need someone here with their own kind of thinking who can then communicate with the local contacts. Another reason is because of customers. ‘‘My customer came to visit our office. They said you have a lot of good workers, a nice office. But Thomas, the reason we sign contract is because we know you are here to manage the operation’’ said Thomas. The appearance of Danish managers would gain trust and confidence from their international customers while Vietnam is still famous for its high risk in IT outsourcing. However, Rex A. Clausager, Celenia CEO, disagrees. He argues that Vietnamese employees will have stronger motivation to work harder if they see Vietnamese in the management board. Then they would have a chance to be promoted. If a Danish manager stays there, they would never stand a chance. Lars Munch Johansen (SmartOSC) agrees with his experience that local people manage local staffs better. However, he emphasizes the importance of a Danish expert appearance during the knowledge transfer process. 

There are several lessons that can be learned through this study. Gaining trust and showing respect among employees is also a very important issue that Danish managers should pay close attention to because ‘‘Vietnamese is a very proud culture’’ said Lars. Creating strong motivation for staff to acquire and generate knowledge is another important issue.

To Vietnamese managers there is an important concern regarding management structure and corporate culture. A mixed Danish - Vietnamese management style with flat management structure and transparent working and rewarding policy should be implemented in order to utilize the knowledge transfer process as well as to motivate local staff. A healthy corporate culture would create a good working environment and hence increase trust, loyalty and commitment for local staff to work for the company.

To IT educational institutes there is an important concern regarding studying program if Vietnam wants to export IT workers. They need to design up-to-date and practical IT education programs with international standard. Applying English/foreign language and/or having foreign teachers during teaching period is a must so that students will get used to an international working environment and international requirements. They also need to have a good collaboration with local and international IT companies so that they can catch up with the latest trends in the market as well as increase practical experiences for students during their internship. 

For Vietnamese policy makers it is necessary to issue favourable incentives policy for international IT education institutes and low income tax policy for IT foreign experts so that Vietnam can attract more international IT institutes and international IT experts to invest and to work in Vietnam. It would mean that Vietnam would have more IT education with international standard and better tuition fee for local students. A favourable tax policy for professional imported IT equipment needs to be implemented so that Vietnam IT workers can access the latest technology when working and studying. Establishing international working processes requirement for IT companies is necessary for Vietnam to succeed in the global market.

7.3 Limitation of the study

There are several limitations in my study. Firstly, the interviews were made mainly in Hanoi, one in Aalborg with connection to Ho Chi Minh City and no interviews in other cities, so the perceptions of Danish and Vietnamese IT directors are limited geographically and do not show a nationwide level. Secondly, Hanoi IT workers are very different from other big cities or provinces. For example: people in Hanoi do not speak English as well as people in Ho Chi Minh City, nor are there as many English speakers in Hanoi as in Ho Chi Minh City. This study could not show the proper picture of Vietnamese IT workers. Thirdly, Danish IT companies have a very young history in the Vietnamese market, the longest operating time is 3-4 years, so the quantity of valuable data is limited because young companies have not yet much to tell. And last but not least my knowledge in IT technical terms is very limited, therefore I could not analyze deeper regarding applied IT technology and software.

7.4 Suggestion for future study

I would suggest further study in Ho Chi Minh City and other provinces to see the difference in the quality of human resources. Besides, almost all Vietnamese management teams of these Danish IT companies have a background of studying and living abroad. A study about the influence of abroad experiences on the success of the company should be investigated. 
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ANNEX 1: QUESTIONNAIRES

1. Personal opinion about Vietnam ICT industry

· What do you think about ICT in VN in general and software outsourcing in particular? Now and its potential in the future. 

· What do you think about IT infrastructure in Vietnam? Price? Connection reliability? 

· What were the challenges or difficulties that you found when you decided to outsource in Vietnam? 

2. Motivation for doing business in Vietnam

· Your company has only 1 development centre in Vietnam, so why Vietnam, not other countries like India or China?

· What do you think about the wages in Vietnam compared to other countries like China or India?

· What do you think about Vietnamese IT workers and their working quality?

3. History about the company itself

· Can you tell me about the whole process from the first day your company started to come to Vietnam until now?

· What is the ownership type? Is it JV or strategic alliance? Why did you choose it?

· What is management structure in your company in Vietnam?

· How do you evaluate your company’s work in Vietnam until now?

· What do you think about B2B program or Danida’s requirement for getting their support?

· Do you have any advice to Danish IT company that would like to outsource in Vietnam?

4. Knowledge transfer process

· What do you think about the working quality in Vietnam?

· How did you find your local partner/employees?

· How do you train your employees to be a qualified employee?

· How do you manage your Vietnamese employees? And appraisal? 

· What kind of knowledge you find in your local staff? (explicit and tacit knowledge)

· What kind of knowledge does your staff not have? (explicit and tacit knowledge)

· What kind of knowledge is so difficult to transfer compared to the others?

· How do you transfer the needed knowledge to your staff or improve the available knowledge they have?

· How do you develop your working process? does it come from parent company or do you/the new joint-venture company develop it themselves?

· Do you have specific knowledge transfer process for each job title?

· Do you create a place where your Danish and Vietnamese staff can share knowledge? How?

· Do you have a guideline or manual books where all best practices were written down so that new comers can learn from it?

· How often do you exchange Danish and Vietnamese staff?

5. Knowledge transfer barriers

· What are the barriers during knowledge transfer process? knowledge itself? ability of person  transferring? ability of receiver? communication? trust?

· Do you have any problem regarding cultural differences when working with your Vietnamese employees? 
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