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OUTSOURCING IN THE VIETNAMESE ENVIRONMENT
OUTSOURCING v viethamském oblasti

Souhrn

Pojeti outsourcing vzniklo jizipd rékolika stoleti. Tato tématika vSak neni
Zzadnou novinkou. S jejim definici s€novali vwdci uz od roku 1980. VSechny
operace outsourcing byli pouzivanyedevsim v americkych a anglickych
firmach.

V polovire 20. stoleti a po rozvoji inforndai techniky se vSechny operace

outsourcing vyvijelo v rozsahlémigi Proto se dostalo i do asiickych firméach.

Outsourcing MZeme povaZovat za velice rozumnou udalost, prgpgb@si pro
ekonomiku vyrazné vyvoje. Tim, Ze uniofe zandstan@ém vice pracovnich
mist a zlepSuje jim plat. To je taky jednimixadu, pré@ tato diplomova prace
bude zkoumat vSechny pohyby outsourcingu ve vSeemich v Asii a

konkretrgji pro Viethamskou socialistickou republiku.

Z teoretického a praktického pohledu tato diplomgrace bude popisovat
vyvoje outsourcingu, dale bude hledat vSechny vyhqates vSechny jeji zémy
pokud by nastaly. Ze zkSenosti mezinarodnich firem se bude snazit najit

vSechny zfisoby jak nejlépe serfigpisobovat viethamskym ekonomice.

Summary

The concept of outsourcing has been extensivellieddufor decades. This is not
a new concept, it was clearly defined since 198igsourcing operations were
applied mostly by companies in the United State iandnited Kingdom. In the

middle of 28" century and after the Information Technology retioh



Outsourcing operations have been increasing draailgtiand also widely

applied by Asian companies.

Outsourcing has been a welcome development as nefibed developing
economies by increasing employment and income lefveforkers. This is also a
reason for this thesis to go to research outsogirgperations in Asian countries,

particularly in Viethamese environment.

On the basis of literature research and empirgsearch, the thesis will describe
the process of outsourcing, find out common besdfibm outsourcing, any

changes if any in outsourcing trend and give oatessuggestions for application
of outsourcing to Vietnam situation from experienoé international companies

in developed countries.
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1. Introduction

In this thesis outsourcing refers to the outsogr@h new product development
and business activities for developing new prod(gteds and/or service) and
business process outsourcing, where all or theveing part of the new product
development process is purchased externally acuprtth a contract from

organizational units separate from the outsouréimg. This definition implies

that the activity shall be an innovative part oé thew product development
process, the activity shall earlier have been cotatlinternally, and the activity

shall be purchased in a contractual agreement ket organizations.

The focus of the thesis is the outsourcing of #aty in the new product
development process, where an activity is a para @rocess, with a limited
scope, starting with an input and delivering ampautThe unit to be outsourced
is therefore the effort and competence needed \elole the substance from an
input to an output. This is important to understaasl most research on
outsourcing deals with outsourcing of the productod the products (artifacts)
and not the effort or work as in this thesis. Irs timtroduction | will show that
there is a need of more research on outsourcingprotiuct development
activities, especially in the Vietnamese environmparticularly in scale of

several Vietham-based companies.

In the automotive industry 75% of the product depetent hours for a new
Toyota are undertaken by suppliers (The Econoni®98). Toyota is a
multinational company and supplier involvement iwell-known phenomenon.
However, not only in multinationals but also in med-size firms, as many as
67% outsourced their product development activi{ifsndquist and Chibba,
2004). Medium-size firms in manufacturing indudrien Vietnam have

difficulties staying competitive today. They oftdack resources due, for
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example, to higher costs in comparison with conbpestiabroad or higher costs
compared to larger firms. Therefore it is hard foedium-size firms to perform
competitive product development on their own. Toréase resources, to share
risks or to lower costs, many firms choose to dwmltate with other firms or
organizations in product development. This collation can be in the form of,
for example, partnership, joint ventures, networ&sgearch contracts or alliances.
Outsourcing is one of many ways to reach the goatew product development.
Firms use outsourcing of new product developmeut lausiness processes to
lower costs, to cut peaks in new product develogra#fiorts, or to get access to

resources which did not previously exist within timen.

New product development is a knowledge-intensive/ig that requires a lot of
ability to handle insecurities and which is velgpendent on the individuals
involved in the process. That makes it differenbnir production, which
(especially when producing standard items in lessgale) is easier to control,
monitor and to evaluate costs of. Therefore, soomsiderations connected with

knowledge acquisition and insecurity need to beesikid.

Cost reduction has been the dominant motive fosauting (e.g. Ford et al.,
1993), and outsourcing of new product developmant lze a method to reduce
costs for new product development. If, for examg@efirm can find product
development competence with an external partnarcaeaper price, the in-house
product development department could be smallercasts could be saved on
salaries and appliances. A present example ofpitesiomenon is development
of new software products that is today frequentlysourced to, for example,

Indian companies while in-house software departsmkatome less common.



1.1 Aliterature review of the research
Outsourcing of new product development and busipessess is an area with

little research. When | started this approach igot only a few hits directly
addressing this search phrase. However, in ordeobtain a picture of the
research in the area a more detailed literatureweeghould be conducted. The
purpose of the literature review is mainly to geguantitative picture of how
much work is conducted and published, but of coulhgedata base has also
contributed many interesting articles that | hagsedimore actively during the
process. The literature review was conducted dutiveg spring of 2009, but
complementary articles have been selected froneréifit sources of database.
The search for articles was performed in the follgndatabases:

» ABI-inform (Scholarly journals)

« Emerald Science Direct

» |EEE (Journals not proceedings)

» SAGE publications

Database “outsourcing” Outsourcing + product
development
ABI inform 2823 39
Emerald 507 19
Science Direct 599 23
IEEE 145 8
SAGE 1577 9

Table 1: Number of hits in the literature review
Source: Jonas Runquist/Outsourcing of new prodaeelbpment 2007

As shown in Table 1, only a small number of theck$ on outsourcing deal
with outsourcing of product development. In the gkrof databases presented

above, only 1.7% of the articles on outsourcing afecluded outsourcing of
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product development. In the hits presented in tdbléor example, all articles
dealing with outsourcing of production and a prdddevelopment aspect are
included. But for the present purpose, that iin a quantitative measure of the

number of articles in the field, the result works.

In the research of the thesis many of articlestirgjato outsourcing of new
product development was addressed. Most of artiglese selected from
different journals which are listed in the tablddve in the area of technology

management and close areas.

Journal name No.
International Journal of Technology Management 6
IEEE Transactions on Engineering Management 4

International Journal of Operations and Producitamagement 3

Strategic Decision 3

Table 2.Journals where most articles on outsourahgroduct development are
published.
Source: Jonas Runquist/Outsourcing of new prodaeelbpment 2007

1.2 Research questions
The summary of above discussion on outsourcingusfnigss process and new

product development could be suggested with segeegtions:

Q 1: What factors affect the decision to outsowrdmisiness process in medium
sized or large sized firms in Vietham?

Q 2: What factors affect the choice of outsourcpaytner when a business

process is outsourced in medium or large sizedsfimVietnam?



1.3 Outline of the thesis

Chapter 1 presents a brief introduction to outsourcing ofwn@roduct
development and business process, initially mestidm new product
development and cost reduction. It also refershiliterature review showing
some different sources of database. It is endetthdypart of Research questions
including 2 raised questions for research and ansgie

Chapter 2 presents objectives and methodology of the the#ere the
methodology consists of literature study, intengeamd validation.

Chapter 3 presents the history of outsourcing, defining outsing, a table
describing organizational modes, define outsourguagtner. There are also
comparisons between outsourcing and contractinggoatcing and insourcing,
outsourcing and offshoring, four various approadiesutsourcing including a
model of five maturity levels. Additionally six tbeetical perspectives are
discussed and included by models for each theory.

Chapter 4 presents reasons for outsourcing, the processitsborcing and the
model of process describing 6 steps of outsourding.followed by the critical
considerations on deciding outsourcing. Additiopdhere are 2 case studies
referring to interviews with two companies: Hanjghipping Vietnam and
Samsung vina Electronics. This chapter is endedRégonnection to research
guestions where some questions raised in thechiggbter will be answered.
Chapter 5 presents the implications and recommendationsutsoarcing in the
Vietnamese environment. But this is started withrext outsourcing situation in
Vietnam and SWOT analysis of outsourcing for Vietna

Chapter 6 addresses the conclusion of the thesis. This bellfollowed by
bibliography.
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2. Objectives of thesis and methodology

2.1 Objectives of the thesis
The thesis basically describes the process of orwgsm in general for both

business processes and new product developmentedium and large sized
firms. The thesis objectives are also related fmeeted effects and contributions

from outsourcing activities.

The target groups of the research are both sidéseobutsourcing context — the
outsourcer as well as the partner. The partneravbale an interest in knowing
how outsourcers make their decision(s) to outsoarwk how they choose their
partner(s). The results will enable the partnerb&iter understand why the
decision to outsource is made, what factors infteetine decision and how they
do so. Results can be used in negotiation or maikedf new product

development services to potential customers.

For the outsourcing firm, the results will be oferest to show the benefits and
risks and to create an awareness of a decisionctratresult in outsourcing

action, another form of collaboration, or an in-Bewaction.

A framework for Managers dealing with outsourcing pew product

development is suggested as practical implicatibreen the thesis. The
developed decision framework will be useful asacpecal concept for managers,
for future research aiming to investigate relatibesveen outsourcing firms and

outsourcing partners.
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2.2 Method of study

2.2.1 Literature study
| have started my research with a literature stadyoutsourcing. | have read

relevant books, publications and articles in ortiergain a more in-depth
knowledge of these subjects. The literature studyides the foundation for my
research and is the basis for the introductory t&apnd the interviews which

took place later on during my research.

2.2.2 Interviews
Subsequently | have interviewed a relevant selectd outsourcers, service

providers in order to examine their opinion abdw tefinition of the problem
and the different questions of my research. | hased oral interviews with open
questions because this method provides the opptyrtinreach consensus with
the interviewee about the terms used. Next to dp&in questions provide the
interviewees with much space for their own explematand clarification.
Although | do not have chances to directly intenwidem, just do via telephone
interview, this gave the interviewee the possipild have a look on their current
business situation as well as have good awarefiessy/achanges in outsourcing
trend.

| have used the results of the literature studg, ititerviews and my personal
vision to understand more about outsourcing in ww evay based on models

from many authors and help to provide an answequgstions of my research.

2.2.3 Validation
The research was tested by validation interviewsfopmed with two

outsourcers’ representatives. The selected outsmurare Hanjin Shiping
Vietnam company (interviewee: Mr. Minh Nguyen Comnggistics Manager)

and Samsung Vina Electronics company (intervievivde:Phong Le Vu Hoai,

12



Assistant Purchasing Manager). The results of vhiglation are described in
two case studies of chapter 4 regarding to pointi@ivs of interviewees about
the outsourcing situation in their companies, peattcriteria for choosing

partners...
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3. Theoretical study

The following chapter aims to define the most int@nt concepts of the thesis.
Several concepts will be discussed and defineditm fa basis for the thesis:
“outsourcing”, “outsourcing on new product develagnti, “business process
outsourcing”, “outsourcing partner’... Also the chaptwill include the

approaches to outsourcing and finally mention eéghrspectives of outsourcing.

3.1 The history of outsourcing
Outsourcing, defined as the “purchase of an exligrpeoduced goods or service

that was previously internally produced” (Lacitydadirscheim, 1993, p. 74), is
an activity much older than the terminology. Outemg is not a new
phenomenon but it has been developed since thosisdiy@ars, starting with the
production and marketing of food, tools and différeousehold supplies. If we
go back far enough in history, every person or famrovided all resources
needed for the family or tribe by itself. Peoplehgaed fruits and nuts, hunted
their own game, grew their own wheat, skinned leator personal usage and
gathered fuel for heat. Soon, villages began tceldgy and people started to
specialize in one area. One person proved to becedly skilled in the arts of
leather while another learned how to work metals.sAch, they began to barter
with each other for goods and services instead aKimg their own product for
every necessity. Eventually money was inventedingpldy the trade process.
The result was that each person or family outs@usmene of their activities to
other professionals instead of producing their omeeds internally as was
previously the case.

During the industrial revolution, there were no eleyped external markets.
Therefore organizations, out of necessity, producedouse a wide range of
activities upstream or downstream. Only a few firmisany, during the 1800s

and in the early 1900s outsourced parts of theicgsses; they were totally
14



vertically integrated organizations. This meang thay produced or mined raw
materials (steel, wood, or rubber), converted thhaw material to finished
products in plants owned by the firm, and then g&dpall the finished goods on
firm-owned trucks to firm-owned retail stores foarketing. They owned their
own insurance companies, did their own taxes, eyeplotheir own legal
services, and had their own architects to consttheir buildings without
assistance from other firms (Piore and Sabel, 1990)s means that they

actually outsourced very few activities.

Development of special services led to increasedracting, which is a form of
outsourcing. The first wave of outsourcing beganirduthe second industrial
revolution in the late 19 century, and started gnewth of services such as
insurance companies, tax consultancies, accounsimyices, lawyers, and
engineering services, and others. The companie®rpeng this work were

normally located in the same region, often the saihe as their customers

(Piore and Sabel, 1990). In essence, this wasa dbtocal outsourcing.

The next development step came with outsourcingufaaturing of low-tech
items such as toys, metal parts, shoes, and cohetrugoods and later, more
high-tech manufactured items like complex mechanasmponents and
consumer electronics. Manufacturing was the fiypetof activity that begun to
move to a longer-distance location in search ofelowroductions costs. As
logistics and transportation improved through befitgrastructure and the
increasing use of computer technology, the costasfsportation decreased, and
abroad manufacturing increased as a phenomenotiheAdame time education,
competence and skills improved drastically in loag® countries, offering the
possibility to provide more and more advanced pctida services in the low-

wage countries.
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More recently, outsourcing has moved also to intaagctivities or knowledge-
intensive activities such as information technologyoduct development or
R&D. Outsourcing this type of activities is necegsa order to gather enough
knowledge and handle the insecurities of a rapmianging world (Quinn,
2000). Reasons for this can be explained by twooméactors: (1) the
outsourcing of production has led to a knowledgeceatration with the
suppliers, and therefore it is a natural causeabb@a to find the technology
expertise among the suppliers; and (2) the highscok being world-class in
every field of technology has led to a need of segkechnology competence in

centers of excellence such as universities, inestar small R&D firms.

3.2 Defining outsourcing
Outsourcing is a relatively new term. In Merriam#gter's Online Abridged

Dictionary (http://webster.com/home.htm) | found e thfollowing entry:

outsourcing (1982) is “The practice of subcontragtmanufacturing work to
outside and especially foreign or nonunion comgnidhough the term is
relatively new in the English language, the phenmwneof outsourcing has been

around for a rather long time, as indicated ingtevious section.

It is possible to find many different definition$ the term outsourcing. Ellram
and Maltz (1995) define outsourcing simply as “nmgvifunctions or activities
out of an organization”. Outsourcing could be a nset® expand an operation or
to rationalize an existing operation. For exampfejnsufficient production
capacity would stop expansion, outsourcing of potidn could be a way to
expand. Or if production costs are lower in anotbrgianization, outsourcing of
production could be a means to rationalize an iexysbperation. Major (1993)
suggests that outsourcing is a new term for arcoftept: to make an agreement

of external work. He suggests that if an exterraat gan produce the activity

16



more efficiently and at less cost, then the exiepaat should accomplish the

activity.

Renaud (1997) supported this perspective and steygbdbat “...firms have
always outsourced, in the sense that they purchasedces that they might
otherwise have provided themselves”. These ddafimtistress that an external
actor is accomplishing the activity. Further depeld definitions add that the
activity should also have been previously accorhplisinternally. Outsourcing
could therefore be defined as purchase of an eadtgnproduced good or service
that was previously internally produced (Lacity &rétheim, 1993; Reilly &
Tamkin, 1996).

Outsourcing is one of many organizational modeadoess external sources of
technology or knowledge. Examining organizationaldes such as acquisition,
joint venture, alliance or networking, it is diffit to discretely and distinctly
define outsourcing. Chiesa et al. (2000) discudsanuicing as a specific and
distinct form of interfirm collaboration. Based aarlier research (such as
Roberts & Berry, 1985; Quinn and Hilmer, 1994; Ghait 1996; Millson et al.,

1996), organizational forms of collaboration astdd (see Table 3).

Organizational mode Description

Acquisition A company acquires another company naeo to
access a technology (or technological competence)

of interest.

Merger A company merges with another one that Esese
a technology (or technological competence)| of
interest, and a new company emerges from the two

existing companies.

17



Licensing

A company acquires a license for a spe

technology.

cif

Joint venture

A company establishes a formal jeeriture with
equity involvement and a third corporation
created with a definite objective of technologi

innovation.

S

cal

Alliance

A company shares technological resouragth

other companies in order to achieve a comqnon
u

objective of technological innovation (witho

equity involvement).

t

Consortium

Several companies and public institwimm their

efforts in order to achieve a common objective of

technological innovation (without  equi

involvement).

Ly

Networking

A company establishes a network of refeghips,

in order to keep the place in a technolog

cal

discipline and to capture technological

opportunities and evolutionary trends.

Outsourcing

A company externalizes technologicalivdies

and, then, simply acquires the relative output.

Table 3. Typology of forms of inter-firm collabaoat, adopted from Chiesa et al.

(2000).

Source: Jonas Runquist/Outsourcing of new prodagetbpment 2007

Chiesa et al. (2000) categorize some of the masinoan organizational modes

of collaboration and classify the different formasbd on “level of integration”,

which is an issue separated into six variablesd§zet al., 2000):

* Impact on the firm, i.e. on its organizational stwue, financial position

and human resources;

18



* Time horizon, i.e. the period of time in which theationship with the
external sources of technology is planned to go on;

» Level of control over activities, i.e. the possilyiright of the company to
define the way in which the output is to be achieaad the resources to
be used for this aim;

 Level of control over results (output), in terms e@foperty and
exploitation rights;

« Start-up time and costs needed for selecting ththgrs, defining their
relative contribution, determining the game rules;

» Level of reversibility, i.e. the extent to whichetltharacteristics of the
relationship can be modified and the easiness tandtn the
collaboration.

These variables form, according to Chiesa et &0@®, a very clear pattern,
where the different organizational modes of coltation have a very distinct
position in the dimension “Level of Integration”.olever, it is possible to
evaluate in a specific case which organizationatlenof collaboration would be

the most appropriate under given circumstances.

Outsourcing defined as when “a company externalizeenological activities
and, then, simply acquires the relative output”ascording to all variables,
detected as the extreme form on each variable oparation. The definition
implies that the firms/institutes in cooperatiore avell separated and formally
connected by contract to acquire “a definite outputhis distinction is

important, as many studies using the term outsogrecefer to any kind of

external sourcing.

Definitions of outsourcing therefore contain thpeets:

1 Transferring activities to an external part,

19



2 which was previously accomplished internally,
3 under prearranged performance measures (cordtaatwmeement) and time

schedule, and under a cost agreement.

3.3 Definition of outsourcing of new product development
Outsourcing of new product development refers te® development of new

products (goods or service), where all or the imtioe part of the new product
development process is purchased externally acoprdd a contract with
organizational units separate from the outsouréirmg. This is a definition used
in the collection of the empirical material andie analysis of the present study,

and its objective is not to be an overall validinigibn of outsourcing.

3.4 What is an outsourcing partner?
If outsourcing is defined as purchase of an extgrmoduced good or service

that was previously internally produced (Lacity aH@schheim, 1993), this
means that a purchase operation between two pantiss take place. One party
is buying the service of conducting a new produsteopment activity and the
other party is selling the same service. In thesih the term “Outsourcing firm”
refers to the firm buying the service, while themé‘outsourcing partner” refers
to the firm that is supplying the same service.@dmng to the definition used in
this thesis, a contractually regulated agreemeall ble set up between the two

parties.

3.5 Outsourcing vs. contracting and Insourcing
Outsourcing takes place when an organization temgssthe ownership of a

business process to a supplier. The key to thatioslship is the transfer of
control. This differentiates outsourcing from othieusiness relationships in
which the buyer retains control of the processletermines how to do the work.

In outsourcing, the buyer does not instruct thepBapon how to perform the
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task but, instead, focuses on communicating whsatlt® it wants to buy; it

leaves the process of accomplishing those resuttetsupplier.

Outsourcing differs from contracting in that whem @ganization contracts out
for a good or service, the buyer still controls ffrecess. In outsourcing, the
buyer transfers control of the process to the sepplhe buyer tells the supplier
what results it wants the supplier to achieve, thet supplier decides how to
accomplish those results. In outsourcing, the sepplas expertise in a certain
process (such as software development), and itthasomies of scale. If the

buyer were to dictate to the supplier how to do jtte (as in contracting), the

buyer would be destroying an important aspect thakes outsourcing work —

the value that is created by using the supplieqg®®ise and economies of scale.
Telling the supplier how to do the job also elimesmaccountability on the part

of the supplier, this accountability is importamtain outsourcing relationship.

Outsourcing vs. Insourcing

Outsourcing differs from insourcing in that the gligr replaces the need for the
buyer to maintain an internal staff of software @lepers by providing a group of
skilled and trained individuals to perform softwatevelopment work on the
buyer's site under the day-to-day supervision efldbiyer's program managers.
The buyer benefits from this relationship by mamtay a smaller workforce,
and then quickly adding or subtracting softwareeligpers based on business
needs. The supplier benefits from this relatiomshy gaining expertise in
different business processes, and economies af soalpread costs over larger

contracts.

3.6 Outsourcing vs. offshoring
Outsourcing and offshoring are used interchangeiabpublic discourse despite

important technical differences. Outsourcing ineslv contracting with a
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supplier, which may or may not involve some degreeffshoring. Offshoring is
the transfer of an organizational function to aeotltountry, regardless of

whether the work is outsourced or stays withingame corporation/company.

3.7 The various approaches to outsourcing
It is important to understand the various approat¢beutsourcing so that we can

choose the most appropriate approach. The broagaats of outsourcing can
be listed as below:

1. Application software outsourcing

2. IT Infrastructure outsourcing

3. Business Process Outsourcing

4

. Manufacturing outsourcing

3.7.1 Application software outsourcing
This may be the most sophisticated and skilledgoateof outsourcing and has

been popular over the last two decades. The raadbat software development
has helped firms become more efficient and prodachly reducing time and
expenditure. At the first time, Western Europe @mwderica companies carried
on development of application software internaipon later the demand for
software resources became huge. While in developmuptries like China and
India, a lot of software engineers and computeergists were available. They
were cheaper than their counterparts in Europefandrica were. Outsourcing

to these countries was the smartest solution.

In the framework of application software outsoug;ithe companies that want to
outsource, have to decide on the various optioaishtive evolved over a period.
Companies can outsource either their complete soéhapplication needs or just
a part of their needs to the vendor. They may egsart to outsourcing as means

of strengthening the software resources alreatlyeat disposal. Most companies
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usually rely on their own resources to develop erghte software, while they

outsource the maintenance of the traditionally us#tvare to vendors.

Another choice the outsourcer can make is the imtadf the vendor. The
outsourcer and the vendor may work from the samenjge or at a place not so

far from the outsourcer. Usually it is a combinated both these options.

The software outsourcing firms have to provide aietg of services like
maintenance and enhancement of the older softwlaresloping new ones, and

quality assurance testing.

3.7.2 IT Infrastructure outsourcing
This involves operating a network connecting vasigites of a company. The

outsourcer will be responsible for relevant sofevand hardware components,
their installation and maintenance, data commuiticatdata storage and
recovery, security, internet connection, printefaptops... Commonly, IT
infrastructure outsourcing companies are locatedsbare (near the client

company's location).

3.7.3 Business Process OQutsourcing
Perhaps this is the broadest form of outsourcinglmost relies on information

technology. A variety of activities are commonlyfpemed in Business Process
Outsourcing as below:

* Processing of tax transactions, checking tax claims

» Accounting bills (receivables and payable billing)

e Customer support

* Telemarketing

* Maedical transcription

* Market research and analyses
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* Language translations
* Warehousing
 Keeping track of human resources- their recruitmeraining, and

payment.

3.7.4 Manufacturing outsourcing
Perhaps this is the oldest and traditional formoofsourcing. Manufacturing

outsourcing relates to the production of semi-fiet or finished goods. They are
done either on shore or offshore. We can easilyttsgtebig companies in U.S.A
depend on companies located in other countries clmmponents used in
manufacturing certain goods. They may outsource rtfaufacture of such
components or even set up their own factoriesheratountries for this purpose.
http://www.roseindia.net/services/outsourcing/vasi@approaches-
outsourcing.shtm{30.03.2009)

3.8 Theoretical perspectives
The outsourcing of new product development has lescribed through a

number of theories such as transaction cost themypurce-based theory,
resource dependence theory, knowledge-based thageycy cost theory, and
institutional theory. Four perspectives were anadyby Jonas Rundquist in the
paper “World class or good enough: the choice ofnga when outsourcing new
product development in medium sized firms” (Swed2606). This section

include shorter summaries of these four perspestiared adds an analysis of the

two new perspectives (Agency cost theory and instihal theory).

3.8.1 Transaction cost theory
Transaction cost theory (TCT) has been developéddcibtate an analysis of the

“comparative costs of planning, adapting, and nooimt task completion under
alternative governance structures” (Williamson 1,9852). The unit of analysis

in TCT is a transaction, which “occurs when a gawodservice is transferred
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across a technologically separate interface” (Aftison 1985, p. 1). Transaction
costs arise for pre-transaction reasons (draftrggotiating, and safeguarding
agreements between the parties to a transactiah)past-transaction reasons
(bad adoption, haggling, establishment, operatioaad bonding costs).
Managers must compare the sum of production amddrdion costs associated
with executing a transaction within their firms the sum of production and
transaction costs associated with executing thasaaion in the market

(outsourcing).

Williamson (1985) discussed two human and thredrenmental factors that

lead to higher transactions costs. The two humetofga are:

1. Bounded rationality: Humans are not likely to hdke abilities to consider
every possible outcome associated with a transactio

2. Opportunism: Humans will act to increase their aeti-interests.

Williamson'’s three environmental factors are:

1. Uncertainty: Uncertainty makes the problems theteabecause of bounded
rationality and opportunism worse.

2. Small numbers trading: If only few players existainrmarketplace, a partner
to a transaction may have problems in influencimg ather partners to the
transaction by threatening a withdrawal of the dewal use of an alternative
firm in the marketplace.

3. Asset specificity: The value of an asset may beneoted with a particular
transaction that it supports. The partner who nassted in the asset will
incur a loss if the partner who has not investedhavaws from the
transaction. The threat of this partner acting oppustically leads to what

Williamson called the “hold-up” problem.
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Williamson (1981, 1985) argues that three dimerssioina transaction affect the
choice of governance structure for the transaction:

- asset specificity,

- uncertainty, and

- frequency.
As asset specificity and uncertainty increase,rigie of opportunism increases.
Thus, managers are more likely to choose an inéhnatisicture. As frequency
increases, the comparative advantage of using unaisg decreases because the
costs of hierarchical governance structures capdi@ from more instances of
the transaction. A summary of the transaction gesspective can be seen in

figure 1.

Specificity of the assets
created in the transaction

Ervimonmenrntal and | Transactions
relational uncertainty costs

Outsourcing
of NPD

Infrequency of
contracting

Figure 1. A Transaction Cost perspective of the outsogrdiecision

Source: Jonas Runquist/Outsourcing of new prodagetbpment 2007/Theoretical
perspectives.

3.8.2 Resource-based theory
The resource-based theory (RBT) of the firm weigbswith transaction cost

theory to account for the sourcing decisions magderiganizations. While TCT
focuses on the costs associated with conductingsdciions between two
separate units, the RBT concentrates on thoserfatitat enable firms to win
competitive advantages. The TCT and RBT were coetpampirically by

Poppo et al. (1995).
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Unless the resource is valuable, a competitive atdgge will not arise. By
definition, more valuable resources will generatgér returns. If the resource is
not rare, many competitors can obtain it. Thus,atheantages obtained by using

the resource will not be sustained. Strategic nessuare also difficult to imitate.

Factors like ambiguity, social complexity, and awéil history can make it harder
for a competitor to fully understand how a certsd of resources can lead to a
competitive advantage, thereby making it hardecdpy the resources. Finally,

strategic resources must be difficult to substitute

The value of different resources affects the boundacisions of a firm (Barney,
1999). Firms will want to retain in-house activetieghat make use of their
strategic resources (Grant, 1991). Where resouraes a lower strategic value,
however, firms will rather seek to outsource theagording to resource-based
theory. A resource-based perspective can be a wayuéstion the economic
value of outsourcing and to warn of a knowledgeirdr& summary of the

resource-based perspective can be seen in figure 2.

Hesource waluable to the

firm
RESOUrCE LINIgUENESS Importance
of filling _
| identified Outsourcing
Fesource non- resource of NPD
suhstitutanle gaps
Resource imperfectly

imitable

Figure 2. A Resource Based perspective of the owdsw decision

Source: Jonas Runquist/Outsourcing of new prodaeelbpment 2007/ Theoretical
perspectives.
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3.8.3 Resource dependence theory
Resource dependence theory (RDT) has its rootsniaracle by Emerson in

1962 where he discussed the connection betweenr@nedependence in forms
of social relationships (Emerson, 1962). Emersguexd that the dependence of
a firm B on firm A is directly comparable to thewper of firm A over firm B.
The theory of Emerson was later developed by Rfeffel Salancik (1978) to
analyze the relationship between organizationsthed external environment.
The three most basic structural characteristics tld environment are

concentration, munificence, and interconnectedness.

Concentration is the level of diffusion of authgriand power within the
environment. Munificence is the level of shortage availability of critical
resources. Interconnectedness is the configuratiah number of connections

between organizations.

The RDT acknowledges that a firm can make or owrhal resources required
for its operations. The firm is forced to acquinede resources from many other
actors and firms in its environment. Thereforeyecessful firm is a firm that can
satisfy the demands of its stakeholders such aelsblaers, employees, and
customers. To acquire this insight, the firm cawmade from three alternative
actions in order to deal with the demands of th@renment: it can (1) avoid
them, (2) comply with them or (3) try to modify then order to acquire a better
set of demands, which can be more easily fulfilR®T asserts that firms will
take actions to reduce their dependence on otites fand to reduce the risk that
iIs stemming from these dependencies. This meanseitier a make decision
(in-house) can be reached to take away dependermiethat, for example,
alternate suppliers can be contacted to have freesfochanging supplier if a

buy decision is made.
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The firm will try to reduce its dependence on thmvienment by constantly
balancing the two contradictory forces of certaiatyd autonomy (Davies et al.,
1992). A resource dependence perspective will edwaint to a certain degree
of dependence in an outsourcing contract. Thetstudor the firm to deal with
and to consider is (a) how much dependence thefimis bearable and (b) how
to minimize the dependence. A summary of a resodegeEndence perspective

can be seen in figure 3.

Environmental

concentration

Wunificence Cependenceof a Outsourcing
vital resource of NPD

Interconnectedness

Figure 3. A Resource Dependence perspective of the oetagutecision

Source: Jonas Runquist/Outsourcing of new prodagetbpment 2007/Theoretical
perspectives.

3.8.4 Knowledge-based theory

Knowledge-based theory (KBT) is a development offRBoth question whether
cost (TCT) is the most important factor to explatrategic sourcing decisions.
Empirical studies comparing TCT and KBT were coriddcby Poppo et al.
(1998). Using a knowledge-based theory, the thraections of a firm are
development, application, and integration of relateechnical knowledge
necessary to provide the strategic activities ofipction and/or services (Pisano,
1994; Nonaka, 1994; Grant, 1997). A firm may mofieatively acquire and
learn this technical knowledge by outsourcing (Taddl Trewhella, 1997; Lane
and Lubatkin, 1998). The perspective of knowledgeda theory suggests that
an unbounded pattern of organizational learning establish and enhance a
firm’s internal capacity by acquisition of exterrkaowledge. This capability can

also improve the competitiveness of a firm.
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The characteristics of the knowledge can affect db&sourcing decision, as
knowledge easier to transfer will support a positoutsourcing decision. The
choice of organizational mode for knowledge acdoisi is determined by

whether the optimal mode can maximize firm learr(ikggut and Zander, 1992;
Grant, 1996; Steensma and Corley, 2000). Conctetelrm should carefully

evaluate its internal and external organizationahditions, choose the best
knowledge-acquisition mode (outsource or develepaunse), and increase the
performance of knowledge acquisition through itsarméng pattern. The

conditions for learning include at least: (1) theu@cteristics of knowledge itself,
(2) the firms’ characteristics, and (3) the orgatianal learning condition in the
process of knowledge acquisition (Hamel, 1991; B@ri999). A summary of a

knowledge based perspective can be seen in figure 4

Diversity of specialized

knowledge

Strategic value of . Employment of QOutsourcing
specialized knowledge | critical knowledge of NPD
Organizational capacity of

knowledge integration

Figure 4. A Knowledge Based perspective of theoowmtsng decision
Source: Jonas Runquist/Outsourcing of new prodwstetbpment 2007/Theoretical
perspectives

3.8.5 Agency cost theory
Agency cost theory (ACT) expands on one aspect®@f,Tas it deals with the

different perspectives of risk that the firm (pipel) and the outsourcing partner
(agent) have. Agency cost theory was discussedfamded by Jensen and
Meckling (1976), Mitnick (1975), and Ross (1973heTtheory investigates the
effective contract regulation on the relationshgiween principals (the partners
who receive inquiries or services) and agents [§dréners who provide inquiries

or services). Jensen and Meckling (1976) definedagent relationship as a
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contract relationship which is associated with aneotment of an agent to

service deliveries to a principal.

The theory differentiates between outcome-basedracts and behavior-based
contracts. If the firm distrusts the outsourcingrtipar, then the extent of
monitoring required will be greater for the firmathit would be if the firm could

wholly trust the partner to deliver quality in g@odnd service. The firm has two
main choices: a contract which stipulates paymgntelsults (an outcome-based
contract), or a contract which states that thengarshould do certain things at
stipulated times, or spend a specified amountnaé tbn specific functions. If one
cannot trust a partner to deliver a good or sergiceording to agreement, an
outcome-based contract then can ensure that &t tleasdetailed actions are
conducted. On the partner’s side, a behavior-baeattact at least allows them
to claim that they did spend a specific amountairk on the activity, even if the
outcome could not be achieved as originally inteindgency cost theory helps
to distinguish the most productive and fairest mdtlof minimizing risks for

both firm and outsourcing partner.

ACT argues that the key issue of management ihioose an efficient type of
contract: an outcome-based contract versus a bmHaased contract, to govern
the relationship between principals and agentse(thiardt, 1988). Agency costs,
caused by discrepancies between benefits of patwipnd those of agents,
consist of three parts:

- the monitoring cost of the principal,

- the residual cost of the principal, and

- the bonding costs of the agent.
The principal’'s monitoring costs come out when im@pal monitors an agent’s

performance. The principal’s residual costs arenred when a principal buys a
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function from an agent with a limited ability. Tlagent's bonding occurs when
an agent commits to service deliveries for a ppakbut fails in fulfilling the

contract. Overall, five factors (Eisenhardt, 19B8pact agency cost: uncertainty,
risk aversion, programmability, measurability, dadgth. Uncertainty is affected
by economic, technological and political environserRisk aversion is the
agent’s and principal’'s perception of risk-takirfgrogrammability is to what
extent an agent’s behavior can be predicted. Mabsity refers to the extent to
which the result can be evaluated. Length referght time duration of a

contract.

Improved contract management can reduce the agersty for both outsourcing
firm and partners, and increase the chances foryalecision. When uncertainty
is high, risk aversion is high, outcome measurgbié low, programmability is

low, and length of relationship is short, then agenosts for the outsourcing
contract costs will increase due to higher moniigrcosts and bonding costs.
Higher contract costs increase the probabilityafoiegative outsourcing decision.

A summary of an agency cost perspective can beisdejure 5.

Economic, technological
and political uncertainty

The principal's perception
of risktaking.

Outsourcing
of NFD

Can the agents behavior
e predicted

Agency costs

¥

To what extent the result
con be measured

How long binding the
contract brings

Figure 5. An Agency Cost perspective of the outsogrdecision
Source: Jonas Runquist/Outsourcing of new produwtelbpment 2007/theoretical
perspectives
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3.8.6 Institutional theory
Institutional theory focuses on how external foréesd organizational actions

DiMaggio and Powell, 1983). Institutional theoryeke to explain homogeneity
of organizational forms and practices. According itestitutional theory,

organizational environments “...are characterizedhayelaboration of rules and
requirements to which individual organizations muasnhform if they are to
receive support and legitimacy...” (Scott and Meya83). As a result, values
and beliefs external to the organization play apdrtant role in determining the

internal norms of the organization.

Applied to the outsourcing context, institutionbéodry pinpoints to what extent
outsourcing practices should reflect the particigamique characteristics versus
mimicking industry best practices. This means fogyson the contingency

factors that give the necessary balance betweeustinds best practices and
participants’ unique characteristics. A practiceample is presented by Loh and
Venkatraman (1992), describing how information-egst outsourcing became
legitimated as a best practice after the Kodak-I&angement on outsourcing

was presented.

DiMaggio and Powell (1983) suggested four instind that influence the
organization: suppliers, customers and competitmnsl, regulatory bodies. The
first three institutions are part of the supply iohaccording to Kondra and
Hinings (1998), closer contacts between institigitead to stronger conformity.
This means that the closer and more trustful thstitutions, the more
conformity. Regulatory bodies affect the industnytivo ways; with their rules

and with their presentation of the rules.

Trade agreements between countries or economionggand a stable political

situation in the country of the partner firm, as@mples of institutional factors
33



that increase the probability for a positive outstg decision. A summary of a

institutional perspective can be seen in figure 6.

Intellectual rights
properties

Trade agreements | Puolitical and
| institutional influence

Outsourcing
of NPD

Changes inthe legal
systern

Figure 6. An Institutional perspective of the owisting decision

Source: Jonas Runquist/Outsourcing of new produwtelbpment 2007/theoretical
perspectives
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4. OQutsourcing: Practical criteria for selecting outsourcing

4.1 Reasons for outsourcing
Different firms have different specific businesstuations that call for

outsourcing. Some organizations take to outsourgisagbecause they are hard
pressed for time, or because they believe outsagyircan save them money.
Careful planning and assessment of one’s requiresreme absolute musts for
any organization before it goes for outsourcingreHare some of the ‘right

reasons’ for which a business may consider outsagirc

Reengineering at Lower Risk

When a firm goes for reengineering, it is lookingrhprove crucial performance
aspects like cost, quality, speed and services.edemfocusing on efficiency can
take away resources and attention from the coraéss needs. If on the other
hand these functions are ignored, they result ior gooductivity. Outsourcing
these non-core functions to a specialist can thugglihe best of two worlds
together for the company.

Access to Latest Technologies

There are many outsourcing vendors today that tnuas world class
technologies, systems and people. These vendoesdanmed expertise working
with many clients facing different challenges. Bytspurcing work to such
vendors, a firm can access their facilities andeetge without having to
purchase them. Here is a clear case for comparativaentage. The personnel the

firm transfers to the vendor also benefit withtb# training.

Cash Flow
When an organization outsources work, it oftensstle assets associated with

the transferred work to the vendor. This could beigment, facilities, vehicles
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or licenses. The vendor uses these assets to maregervices for the client. As
an evident, this transfer can bring money to thentl depending on the value of
the assets thus sold. The sale often happens fak talue, which could be

higher than the market value.

Redirect Resources

By outsourcing, an organization can focus its reses on the most crucial

aspects of the business at the time. This in tdds areater value to the most
essential of the business activities. This could bodding better customer

relations, revamping the market strategy or anglhirat needs more attention in

the current phase of the company’s growth.

Outsource Difficult Functions

This one reason is easy to misunderstand. This mmamean that outsourcing is
a way to shirk off management responsibilities. Wiaefirm finds a particular
area difficult to manage or out of control at thement, it should first of all
analyze the situation and identify the causes. @utsng is not an option when
the organization cannot identify the requiremestace it cannot state clearly

what is needed.

Focuson Core Business
A company can outsource its operational aspectntexpert in the concerned

area and give more attention to the core business.

Free up Capital Funds
Many organizations have trouble deciding which sréeey should invest more
in. Different departments and functions often \oe rhore resources allocated to

them. With outsourcing, the company does not havpurchase infrastructure
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for non-core functions. Thus it has more capitatsatisposal. Outsourcing also
benefits the overall financial measurements of fthm as it does not have to

show return on equity on capital investments, in-nore functions.

Bring Down Operational Costs

When a company tries to carry out all its actigti@-house, it incurs higher
expenditure- on everything from research and deweémt to marketing and
deployment. These higher costs have to be theregass to the customer. The
outsourcing vendor can often do the work for a miaeter cost based on either
economy of scale or other advantages. This inreances the buyer’s costs and

facilitates competitive advantage.

Lower Risk

Investments are always risky for an organizatioapi& changes in the market,
competition, legal regulations, financial situatiaand technology can all
influence where the organization needs to focugdsources. It can be quite
tricky to keep pace with these changes. Tying ugh \&n outsourcing vendor
who has already made the investment could thushéebést bet. The shared

investment thus reduces the risk for the indiviciaahpany.

Lack In-House Resources

Sometimes an organization may not have at its dapithe necessary resources
for a particular function. Building the requiredsoairces from the scratch takes
considerable time and money while the same funatem be performed more
easily by outsourcing. A start-up organization,eavrdivision, expansion into a
new geographical territory etc are such cases.
(http://www.roseindia.net/services/outsourcing/whysource.shtml

(31.03.2009)
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4.2 The process of outsourcing
Because the sourcing process encompasses manyediffactivities and

responsibilities it has to be planned with care.dmler to make it more

controllable the sourcing process is often divideddifferent phases. These
phases can be planned to the level of a few wéldis.use of phases makes it
possible to divide and describe the different raes responsibilities that are
important for a successful sourcing deal. Many atiaacy firms and service

providers use their own phasing model to descritee dourcing process. The
taxonomy study Group of the PON (Platform OutsomygdNederland) has used

these models to create an integrated model: theisgdife cycle.

Feadback

Transition

Figure 7: Sourcing Life Cycle, PON
Source: Mark Van Liefland, Radboud University Niee,Digital Architecture in the
context of outsourcing/2007

Decision-making

Before an organization decides to outsource onenore services it has to
formulate a sourcing strategy. By means of thiategy the organization should
examine which services can be outsourced and camsit advantages and
disadvantages of this decision. There are manyréifit types of relationships
between an outsourcer and one or more service e An organization can

decide to outsource the entire business proceb®(fisourcing) or it can decide
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to outsource part of the business process (seéestmvrcing). An organization
can outsource to a single service provider (sisglecing) or use more than one
service provider (multiple sourcing). Furthermoneoaiganization has to decide if
the services will be provided by one or more seryoviders that are located in
the same region as the outsourcer (nearshorirdgjfeaent region (offshoring) or

even in multiple regions (global sourcing).

Selection

When an organization has formulated its sourcingtejy and decides that
outsourcing is preferable it should select one aremservice providers. The
selection of service providers is often dividedhree successive iterations; the
Request for Information (RFI), the Request for g (RFP) and the Request
for a Best and Final Offer (BAFO). In the RFI phaise organization approaches
potential service providers to inquire into theitlwgness, their ability and their
proven experience to take on the service in quest®y means of this
information a first selection of potential suppiies made. It is common to select
up to five providers after the RFI phase. In thePRihase these providers are
asked to hand in a proposal and an offer for tlwigioning of the services.
After this phase it is common that the two besviser providers are asked to
make a definitive, final offer. This offer is uséal make the final choice for a
service provider. Before the contract is signechlqudarties will perform a Due
Diligence examination. This examination is usedh®yservice provider to verify
the quality and the value of the portfolio of sees, assets and employees of the
outsourcer. The outsourcer uses the Due Diligencegetify the quality and
durability of the service provider. Reference @ste often used by both parties

during the Due Diligence.
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At the heart of every outsourcing deal is a contraicagreement that defines
how the client and the supplier will work togethdhis is a legally binding
document and is core to the governance of theioaktiip. There are three
significant dates that each party signs up to tbetract signature date, the
effective date when the contract terms become ectand a service

commencement date when the supplier will take tweservices.

Transition

During this phase the desired provision of serviads be implemented. The

transition phase starts with the signing of an egeent of intention, the precursor
of the final contract. The transition phase is digd in two sub phases; the

transfer phase and the transformation phase.

During the transfer phase the actual provision efvises, including the
accompanying employees and resources, is trangféoréhe service provider.
During the transformation phase the provision alvises is adjusted to the
standards of the service provider in order to biefreim the specific knowledge
and scale of the provider. The taxonomy workgrotighe PON distinguishes
three types of transformation:

- An “as is” transition: the service provider contes the processes and

tooling of the outsourcer: no transformation taglkese.

- Integration of the processes and tooling to tiaadards of the service

provider: transformation at the service provideitie.

- Transformational outsourcing: transformation ¢ife tprocesses and

tooling in order to significantly improve the qusliof the provision of

services: transformation at both sides of the sogrdeal.
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Provision of services

The provision of services can continue for sevemsrs, depending on the
contract. During this phase the service providewjoles one or more services for
the outsourcer. The outsourcer will regularly asdbe provision of services in
order to determine whether the quality of the smwvimeets the agreements of
the contract. This assessment is supported by thelementation of a
consultation structure and regular reportages efdérvice provider. In some
cases the contract can be altered during the poovis services. Matters that can
lead to the altering of the contract are for examiphportant technological
changes or changes in the wishes and possibititidse outsourcer or the service

provider.

Termination

When the contract ends the outsourcing organizdtesito make an important
choice. The outsourcer can decide to renew theadnivith the current service
provider (resourcing), to transfer the contractataifferent service provider

(follow-up sourcing) or to bring the provision oérsices back within the own

organization (backsourcing). The outsourcer hasvduate the past outsourcing
period and the contract before making this deciskalow-up sourcing as well

as backsourcing requires a retransition.

4.3 Critical considerations on deciding outsourcing
Outsourcing work is an important business decisi@t can make or mar your

prospects. There are several questions and isseesompany needs to address
in the decision making process. Apart from intggand efficiency, the client
and the service provider should be able to estalalrs effective communication

system.
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In this section | would mention to some of the impot components that help
the company to take the right decisions. Next pwits be followed by the
analysis of two case studies of two multinationampanies: Samsung Vina
Electronics Co., Ltd. and Hanjin shipping Vietnano.CLtd. Both of these
companies are joint ventures between Korean anthafieese side. The analysis
of these two companies will focus on some certampdrtant components
contributing to the decision making process to autsing. The analysis is based
on the interviews with representatives or the pelisocharge of the companies
relating to outsourcing issue. Here are some impbrbpen questions or issues
from which the point of view of interviewees wilelreflected that help to take

the right decisions.

Reliability of the Vendor: The outsourcer needs to know how long the vendor
has been in the business, how many employees #ny énd how sound their
financial background is. In other words, the clishbuld have as complete a
picture as possible

Quality: The vendor should ideally be able to provide miees from previous/
current customers. They should also describe tlaitguassessment processes
followed within the company. It is helpful if theemdor has certifications like
ISO 9000, CMM etc from independent agencies.

Costs: Every outsourcer wants the outsourced work to dst effective. They
should check on the hidden costs from maintenanaming, infrastructure and
SO on.

Ability to Meet Deadlines. Take care that the company is entering a realistic
agreement with the vendor on deadlines and thaetines do not cause quality to
go down.

Data Security: This is an important concern in the current tinoésinternet

hacking. The company should check on the securgpsures the vendor has
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adopted, like firewalls, access control systemsa @acryption and so on. Also
have a clear picture of the security checking #edeor adopts in terms of human
resources- like pre-recruitment verification and+uisclosure agreements.

Risk Mitigation: Does the vendor have a thorough system of buscwgsuity/
disaster recovery? What are their risk mitigatioocedures? We should choose a
vendor who minimizes business risks with a propen.p

Employee Attrition: How well equipped is the vendor to handle employee
attrition? Do they have employees who are crosedd® Do they have enough
buffer capacity?

Vendor Transparency: How fair and transparent can the client expecteraor

to be? The invoicing has to be clearly segregatsgecially when time and
material are involved. This can be gauged only &kerences from previous
clients or current clients who have worked with Wieador long in enough.
Compliance with Laws and Regulations. Make sure that the vendor complies
with statutory laws and regulations. If this is nio¢ case, it is very well likely
that the client will be held responsible for thelations of the law. In the current
scenario, the client company will be morally, iftnegally, responsible for
violations especially with regard to the environtnand human resource factors.
Good and legally safe working practices are esslati the vendor.

Culture: Last but not least, it is important that the diemd the vendor are
culturally compatible. This is important for a communderstanding of work
ethics and smooth interaction. First impressioofien the best impression here -
analyze the vendor's initial communications and thill probably indicate how

hassle free your future relationship is going to be

4.4 Case study 1: interview with Samsung Vina Electronics Company
At Samsung vina | have spoken to Mr. Phong Le VaiHassistant purchasing

manager, the purchasing department, who is takarg of a list of service

providers for the company. | have got records @f ititerview and will report
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some important issues relating to daily outsourgingctices at Samsung vina
and the point of view of Mr. Phong about the conymioutsourcing activities as
follows:

[contact person: Phong Le Vu Hoai hoaiphong.le @sagsom]

Brief introduction of Samsung vina

Samsung vina is a joint venture specializing indoimng and trading electronic
parts such as fridge, Color TV, LCD, washing maehamd air conditioner. The
company totally has 600 workers where the Purclgagapartment has 70 staff.
Some of commodities that Samsung vina regularlgautes are cabinet, carton,

cushion, and speaker.

Issues of interview:
Reliability of the vendor
Samsung vina has consideration on this mattemrally choose big vendors

with large size and large number of employees.

Quality
Samsung vina do not need quality references frontlmes, but it is the Quality
Management team who will make evaluation beforadieg to work with any

vendor. Generally vendors have certificates on ISKM and environment.

Costs

Cost is one of key factors to consider a vendomsseng’s goal is to purchase
goods at lowest expenses, keep inventory at loleest, and reduce input costs
at lowest level. Also maintenance cost is mutuatreed by Samsung and

vendors.

44



Ability to meet deadline
All of vendors go for business with Samsung by cets. Thus in case of failure

to meet deadline, there will be a penalty to tlwating party.

Compliance with laws and regulations
Certainly all of vendors work in compliance withwiet and regulations of
Vietnam. In outsourcing deals, all terms and coodg are mutually agreed by

both parties and one will be fined if fails to ililits obligations.

Culture
Samsung pays attention to communication of ventefsre deciding to work
with them. In no doubt, Samsung normally chooseeorvendors who have the

same working and business culture.

4.5 Case study 2: interview with Hanjin Shipping Vietham Company
| have spoken to Mr. Minh Nguyen Cong, Logisticsridger in Hanjin shipping

Vietnam, who is in charge of negotiating and signagontracts of outsourcing
services. He well understands the importance ofcauting activities to the
performance and business effectiveness of the coynpde is willing to share
his point of view and vision on the outsourcing karith people for knowledge
and experience.

[contact person: Minh Nguyen Cong ncminh@sg.hacgim]

Brief introduction of Hanjin shipping Vietham

Hanjin Shipping Vietnam company is a joint ventbetween a Korean company
Hanjin and a Viethamese shipping company SGN startoperation in
Vietnamese market since 2004. The company witmtimaber of employees of
around 70 people is second ranked in the Vietnarsbg®ing market. Main

business activities of the company include provisid sea transport services,
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logistics services to customers around the workldlytbusiness operations of the
company are concerning to many other organizasoieh as customs office, sea
port administration office, container yard or ICIDl&énd container depot) service
providers and container repairing services. Theidtmg department consists of
around 10 people. Apart from the sales departntieatlogistics department has
an important role in outsourcing operations of twmpany. The Logistics

department is responsible for studying, examining deciding which vendor to

be chosen. So which of business processes doesriigany normally outsource
to service providers? They are some activitiestarus clearance, equipment

controlling, equipment cleaning and repairing...

Issues of interview:

Reliability of the vendor:

Before deciding to outsource a business activitgriother provider, the Hanijin

company conducts a selecting work where the lagisstaff will send service

proposal documents to service providers, the sempmtations then will be sent
to the Logistics department from providers. Throwgith quotations together
with some of necessary information relating to ploéential vendors collected by
the Logistics department themselves, there willadbsummary and a list of

expected vendors for the upper management’s refesesnd considerations. The
norms of reliability of the vendors from the compaare based on some
following criteria: how long has the vendor beenndobusiness? How large the

vendor’s business size is and how well is the véadmancial status?

In general, after analyzing the table of normshedf vendors, Hanjin company
chose the vendors with good establishment, relifibkencial status and those
with large size and experience will be a priorigiso the inter linkage and

geographical position of the vendors are criticathportant for making decision.
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Quality

This is one of key components for the company tkemaght decision on
choosing the eligible vendor. It would be helpfulvéndors manage to provide
certain certifications on quality like ISO or CMMowever, in the transportation
industry in Vietnam there are few logistics vendarso can meet the high
requirements from big shipping companies especidityn multinational
companies. Those vendors who have business withirHemmpany are mostly
operating on port administration, container cotitigland reparation, customs
service provision... they perform daily work based experience and work
habits. Thus there are few vendors who are cettibig international quality

organizations.

However, some of Hanjin’s vendors are internatibpnegrtified and can describe
their advanced work processes as well as providssdul proof of their previous
and current clients. Only the problem may occuthat their work processes

sometimes could not meet the expected schedule.

Costs

It is certain that Hanjin company consider the gesting to outsourcing work
as the most important factor. The costs may bettaming cost for staff,
maintenance cost... it is inevitable that the compaaye to allocate their
workforce to the outsourced work. At least 2 ont&fswill be appointed to the
Logistics department and be in charge of followung the daily work and
maintain working relationship with the vendor. Ha@e some these costs are
still low comparing with the cost arising from nootsourcing of this business

process.
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Ability to meet deadline

This criterion plays an important role for the Hangompany to decide the
vendor. Every outsourcer always wants the vendorsuly meet the work
deadline. In the field of transportation and logstespecially in Viethamese
environment, the matter of time is sometimes séable and may be overdue.
Hanjin also took this issue into consideration wtieir vendors but they still
failed to meet the deadline for sometimes. Althoughhave realistic agreement
on this, it is not easy to blame them about thisabse it is the general situation
in the field of logistics in Vietham. For exampléne port operator who has
responsibility to monitor the container equipmeat the company and keep
informed of the container status to the logistitafsin necessity. In case of
overloaded volume of cargo at the port causingslbe response of the port

officials to the logistics staff, they take thiscese as an absolution.

Compliance with laws and regulations

Before coming into an agreement with the selecesdlor, the company has well
studied the legal status of the vendor, their f@ldhusiness as well as their legal
background. The Hanjin company strictly regulateniiytual agreement that any
legal violations arising from the vendor will betpio their responsibility and

Hanjin will be exempted from such responsibility.

Culture.

Last but not least, this is also a factor to comsisklection of a vendor. It is
important that the outsourcer and the vendor alteirally compatible and have
working ethics. However, in Viethamese businessirenment the matter of
corruption and bribery is inevitable, especiallyonir Vietnam-originated
companies, this is not a strange issue if we tlihihat in other countries like

China, India, Russia... Although corruption and bnjbenay exist in business
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within Vietnamese companies, this matter is extitgnpeohibited in Hanijin
company, a Korean company with high discipline. Fitne outsourced work

between Hanjin and the vendors has been still dmhogbing.

4.6 Reconnection to research questions

Q 1. What factors affect the decision to outsource business process in
medium sized or large sized firms in Vietnam?

It seems like most medium-sized and large-sized pamies mainly seek
knowledge when making the decision to outsourcesaniess process. Research
on outsourcing in general was historically based tbe assumption of
outsourcing as a cost saver. This has changedtioverto a resource/knowledge
focus, but it seems even more important when outsug a business process or

a new product development.

The study of two above case studies and the figurése Exhibit 1, chapter 5,
together with some theories in the theoretical gestves of chapter 3 show that
the firms refer to costs as the main reason fasauting a business process. The
second is the high effectiveness or the qualityth@d production phase/the
outsourced work, which is a kind of competence alde as it refers to

integration of product knowledge or process knog&ed

Q 2: What factors affect the choice of outsourcingartner when a business
process is outsourced in medium or large sized firmin Vietnam?

The empirical findings indicate that the main argmts when choosing
outsourcing partner for business process outsagyirane nearby locations and
strong inter linkages between the firms. This is campletely in line with the
mainstream of literature, where expert knowledge tlod partner is often

emphasized as a motive to choose a certain partner.
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The medium-sized and large sized firms tend to sbdbeir outsourcing partners
in their inter-linked or geographically close aretss is well supported by the

two case studies in the chapter 4.
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5. Implications and recommendations for outsourcing in

Vietnam

5.1 Current outsourcing situation in Vietnam

5.1.1 Political, social and economic features of Vietnam

From a political standpoint, Vietham has enjoyeerothirty years of political
stability. The current government has been in plsioee the reunification of
Vietnam in 1975. Vietnam also has not experienced major conflicts or
tensions with its neighbors in almost thirty years.

From an economic standpoint, Vietham has a stramgy mbust economy.
Vietham's gross domestic product (GDP) growth hessaaged 7% over the past
five years (up to 2008, source CEIC). Vietham's GiBwth is the second
fastest in Asia (seeé’ietnam's Roaring Economy Is Set for World Stagéhe
New York Times).
(http:/mwww.nytimes.com/2006/10/25/business/worldbess/25vietnam.html?_r
=3&oref=slogin)(03.04.2009).

In 2008, foreign direct investment (FDI) in Vietnawas estimated to have
reached nearly USD 60 billion. This economic groatid investment compares
favorably with other outsourcing destinations. ABh®5% of the country is
ethnic Viethamese and over 80% of the populatios ha declared religion

making Vietnam none of social and religious codlic

5.1.2 Current outsourcing trend in Vietnam
Since after 1990s Vietham as well as some counfrles Philippines, Hong

Kong, India, Malaysia... started delivering outsodre®rvices. The trend was
started with manufacturing outsources from Japamna; the United State,
Taiwan... and it has been fast moving to informatiechnology outsourcing.
According to the evaluation of Ben Trowbridge, CBCan outsourcing advisory
firm predicting about outsourcing trend in 2008mg@nies will choose to locate

into new countries after careful evaluation, thetaimable and accepted locales
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for outsourcing will grow with Mexico, Vietnam anBulgaria among others
making new headway.
(http://www.outsourceit2philippines.com/news-outsmiOutsourcing-Tsunami-
will-be-the-Major-Outsourcing-Trend-in-2008.htm 02.2009

Labor costs in Vietham are relatively lower tharatthn other outsourcing
destinations For example, Vietnam's salaries are over 30% dgpensive for

both IT outsourcing (ITO) and business processanutsng (BPO) than India,

other Asian countries and Eastern European cosnfs@urce: neolT as reported
in Global Services, August 2006).

96% of Vietnam's population is literate, well edigchand technically savvy.
Vietnam has embarked upon business-friendly paliaied laws to attract foreign
investments, most notable are Vietnam's effortpragect intellectual property.

Vietnam has largely been in TRIP (WTO Trade Reladsgects of Intellectual

Property) compliance since 2002. As recently asstimamer of 2006, Vietnam

enacted legislation to come into full compliancéhwiRIP.

Examples of outsourcing companies in Vietnam: LegiGCorporationUS-led
software testing center in Vietham (sourcegiGear Expands Software Testing
FacilityinVietnan).
http://www.logigear.com/about_us/news/press_releap@prid=2{03.04.2009);
Intel Corporation (iduilding a $300 million chip assembly and testiagtory in
Vietnam's Ho Chi Minh City (sourcéntel invests in Vietham software
company); FPT Software (Viethnamese); Glass Egg (USA);eNidSA)...

5.2 SWOT analysis of outsourcing for Vietnam
In this section | would suggest a matrix of SWOTalgsis on factors of

strengths, weaknesses, opportunities and thregésdiag to internal as well as
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external relations in Vietnamese outsourcing emvitent, then we have a better

overview on the outsourcing environment in Vietnam.

Strengths Weaknesses

» Cheaper workforce than their * Poor developed infrastructure
Western counterparts (wage
difference of 70-80% compared fo
Western counterparts).

» Shortage of manpower at
management level

» Recently workers have shown|a
tendency not to pursue ITES
(Information Technology

 Low attrition rate than in th Enabled Service) as a full-time
West career

« Highly skilled, technically savvy
workforce

D

» Dedicated workforce aiming at » Political opposition from
making a long-term career in the  developed countries about
field. human rights.

* Round-the-clock advantage for
Western companies due to the
huge time difference.

« Lower response time with
efficient and effective service.

Opportunities Threats

» Cooperative relationships » The anti-outsourcing legislation
Vietnam-India between Nasscom in the US state of New Jersey.
and Vinasa (Vietnam software Three more states in the United
association) will enhance States are planning legislation
business cooperation on software  against outsourcing
services and IT. Connecticut, Missouri and

Wisconsin.

* Vietnamese software companigs
have chance to learn experience « Other ITES destinations such as
and key to success from Indian China, Philippines and South

Africa could have an edge on
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companies. the cost factor.

* Vietnam can be known as low-| ¢ Slowdown of demand
cost destination in software
outsourcing in the world.

5.3 Implications to outsourcing in Vietnam
Before suggesting some implications to outsourémgietnam environment |

would refer to 3 principle insights that have eneergrom the 2006 research
conducted by Duke and Booz Allen Hamilton and thesoaiated business and
policy implications:
1. Labor arbitrage is giving way to accessing talenthee primary driver of
next-generation offshoring.
2. Where you offshore depends on what you offshore
1. The obstacles to successful offshoring are incngésiinternal and

organizational.

Insight 1: Labor arbitrage is giving way to accessing talent .the primary
driver of next-generation offshoring.

If there is one thing that the critics and propdeesf offshoring can agree on,
it's the fact that most companies first considefstodring because they are
looking to lower costs, specifically labor costsosC reduction was the

predominant driver of offshoring in the 2004 an®@28urveys (see Figure 8).
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Growth Rate of Offshoring Drivers Over Time
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Figure 8.The key reasons offshoring has evolveah@ygost reduction

Source: Duke university/Archstone consulting offghiiesearch network 2004 and 2005
surveys: Duke university/Booz Allen Hamilton offshng research network 2006
survey.

The recent completed 2006 study reveals that compaare leveraging

offshoring strategically to create competitive attege. As a result, “access to
qualified personnel” has increased substantially dpproximately 75% in the

past two years) as a major driver of the decismroffshore. It means that
companies are placing more and more emphasis agisgualent as a decisive
factor in their offshoring decisions. A growing nlben of companies the world
over are drawing the qualified talent they neednflan increasingly global labor

pool.

Insight 2: Where you offshore depends on what youfishore

Companies are becoming more sophisticated in asgessd integrating a

variety of factors of selecting offshore locatiémcreasingly these factors include
availability of qualified labor, access to techrgjo clusters or academic
institutions, political stability, robustness irfriastructure, and the hospitality of

the local business environment. Figure 9, map$ofts markets according to the
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two most important factors that emerged from owlyses: relative cost of labor

and potential access to qualified talent.

Locatlons Mapped by Cost of Labor, Talent Avallabllity, and Nature of Work Offshored

High [ ]
0 Western Europe
O Australia
O Widdle East 0 Canada
Eastern E
Gt di astem Europe @
Lahor ;
O Aftica China
O @ Other Asia
O Mexico Latin America India
O Philippines
Low
Low High

Access To Qualified Talent

Q Virtually all offshore implementations in these O Offshore implementations In these countries are
countries are entirely for commaodity work focused equally on commodity and highend work

Offshore implementations in these countries 0 Offshore implementations in these countries
are focused largely on commaodity work are heavily skewed towards high-end work

Figure 9: shading of circles indicates degree tackwtnigh skilled work is currently
offshored to the specific country.

Source: Duke university/Booz Allen Hamilton offshy research network 2006
survey.

On the lower left are Mexico, Africa and Latin Ant&, where companies
offshore simple functions in order to reap the Wiéneof low labor costs.
Companies do not look to these markets to offshoghly skilled work. In
contrast, India’s placement in the lower right cates that it rates well on the
both dimensions: access to qualified talent anddost of labor. Canada, on the
other hand, rates well in terms of access to higidjled, English speaking,

geographically proximate talent, but it is no bamga

Although much of recent literature on offshoringtlights China as a favored
destination alongside India, our research confitimas$ India still perceived to be
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in a league of its own when it comes to attrachigh skilled offshored work. Its
talent pool is rated as both less expensive an& mpaalified than China’s by our

survey respondents (see Figure 9).

The most recent findings indicate that the Philggsi is emerging as a closer
competitor to India for contact centers and adraive and back-office
capabilities, although its smaller size naturallynstrains the growth of the

Philippines as a major offshoring market.

Insight 3: The obstacles to successful offshoringra increasingly internal
and organizational.

The survey sample provides a basis to also examimyesome companies have
not yet initiated offshoring strategies or why thewe decided not to offshore at
all. In the 2004 and 2005 surveys, concerns ablmiathieving desired service
quality and the ability to assure data securityeveited as the most important
perceived risks and the 2006 findings are provongd no exception. In contrast
to prior years, however, internal organizationahstoaints are also emerging as
very clear impediments to offshoring. Specificdliyperational efficiency”, “loss
of managerial control”, and “lack of acceptance agonternal clients have

emerged as hot issues — all increasing signifigantl

How do these insights translate into an action Dl&elow are the suggested

business and policy implications.

5.3.1 Implication 1: Develop a global workforce sourcing strategy now.
An effective global talent management strategytstaith knowledge of the new

worldwide labor and talent landscape with a smppdreach to making specific
decisions about where and when to locate key psesesnd people. It combines

the capacity to see the global big picture withdbdéity to translate it into action

57



in each individual labor market - and to do it ovand over again as

circumstances change.

Workforce deployment decisions, therefore, needate into account likely

trends in wage rates and availability of talentrotree medium and long term.
But that is not all, a country’s labor rates needé weighed against the skills,
productivity and education levels of its workforcthe transportation and
telecommunications infrastructure of its citiesg dine receptivity and stability of

its government, all of which influence relative quatitiveness.

5.3.2 Implication 2: Erase organizational boundaries
Work is now increasingly mobile, and managemeneguand practices are

mutating. No longer does the employee move todhs;jthe job moves to him in
Bangalore or Beijing or Budapest. Manager have dapt their practices and
beliefs to work effectively with employees who mhg 10 time zones away,
rather than expecting employees to adapt themsétvesfar-away manager’s

style or the organization’s long-standing culture.

Firms need to adopt new management processes gadizational structures to
incorporate effectively a larger offshore presenaad an increasingly
multinational workforce. Objectives such as collation between disparate
workforces, efficient information flows, properlelgégated decision rights, and
appropriate incentives will rise in importance agngicant organizations are
built offshore. Management and organizational pcastwill necessarily need to

adapt to address these priorities.

5.3.3 Implication 3: promote policies that cultivate innovation
Developing nation like Vietham should continue tmlge and business climate

and infrastructure that is more and more attradiveompanies that are at the

forefront of executing global innovation strategi®@se country should retain its
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labor cost advantage for the foreseeable futureebier, educating numbers of
scientists and technologists is essential, spawtiiagnext wave of competent,
capable, and hungry young engineers, software dpged, innovators, and

managers.

Innovation demands not only a trained corps ofrgges and engineers to fuel
the enterprise but a literate and numerate grouprtat. The government role is
to provide facts and analysis, not issue-specitiicp prescriptions, but it is
clear that government needs to partner with busimegreating the conditions
for future economic success. That means improvimg dverall standard of
education (particularly in science and math), enaging and supporting the
pursuit of higher education, establishing incergif@ innovation, and revisiting
immigration policies that have made it increasingifficult for foreign-born

engineers to study and contribute to countries adanced economies.

5.4 Recommendations
Differentiating from China will be a critical sus® factor for Vietnamese

companies. So far, China has not been taken aga wo@mpetitor for service
offshoring works. In addition, Vietham also needskeep up with China in

investment into infrastructure, English language brternet connections.

Vietnam needs to expand its qualified talent pndhe coming period by making
college education accessible to more people, empebigh-school graduates. A
larger pool will help to alleviate bidding up coeft labor by competing
offshoring and domestic demand, while keeping #cati mass to make the

country attractive.

Vietham needs to create a good environment foresadurage the development
of offshoring agents, especially ones led by Vietase overseas due to their
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connections and understanding of both sides. Thergment should step back
from the agent role and focus more on environmetggelopment issues, where

spillover is critical.

For companies, developing and retaining talentsaarémportant as keeping a
low cost to be successful in the long run. Softwhusinesses should form
regional associations to make better use of thee@uonwent's trade promotion

support programs, particularly trademark developgrpeograms.
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6. Conclusion

The thesis “Outsourcing in the Viethamese enviraminkas basically achieved
its main goals. Main goals of the thesis can beeaeeninded as describing the
process of outsourcing, helping the sides of th&saucing activity — the

outsourcer and the partner — understand what shioell@utsourced, how to
outsource and what factors affect the decision utsaurce. Furthermore, the
thesis aims at helping businesses in Vietham habett@r look on the current
outsourcing situation and recognize the strengtistsagportunities as well as be

aware of threats and weaknesses from such situation

In general, the thesis is seen to be successfolighr the research particularly
after the research questions have been raised raavieeed based on the facts,
figures and interviewed results. Resulted from gtusbme recommendations
have also been given to Viethamese businessesoxedngnent so as to improve

outsourcing activities in Vietham and make outsmgrceals more effective.

In sum, Vietnam should put an eye on investing imtfoastructure, improve
educational system making accessible to many peopmate good environment
for and encourage the development of offshoringhtageespecially ones led by
Viethamese overseas due to their connections addrstanding of both sides.
Software businesses should form regional assonmtio make better use of the
Government's trade promotion support programs, icodatly trademark

development programs.
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