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ABSTRACT

Vietnam has been advancing toward a market economy since 1986. Industrialization has progressed with
a high rate of growth. One of the factors of the economic growth of Vietnam has been FDI. Japanese
companies are among those that have a strong interest in Vietnam. Japanese companies are recently

taking note of Vietnam's IT and software industries. Now, however, interest is increasing in offshoring

as a means for developing in this sector.

INTRODUCTION

Vietnam has been advancing toward a market
economy since 1986. After the Asian currency
crisis in 1997, foreign direct investment (FDI)
decreased and the growth rate slowed down, but
since then, the country has followed a trend of
recovery and industrialization has progressed
with a high rate of growth.

One of the factors of the economic growth of
Vietnam has been FDI. Japanese companies are
among those thathave a strong interestin Vietnam.
Up untilnow, the manufacturing industry has been
at the center of Japanese companies’ investment
in Vietnam. However, Japanese companies are

recently taking note of Vietnam’s I'T and software
industries. Now, interest is increasing in offshor-
ing as a means for developing in this sector.

Inthis chapter, the Vietnamese IT and software
industries are surveyed, and the relations between
Japan and Vietnam that have led to offshoring
are considered.

RECENT ECONOMIC
DEVELOPMENT

Since its adoption of the Doi Moi policy in 1986,
Vietnam has promoted a market economy while
also maintaining a socialist system. Due to the
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effort of the Doi Moi policy, FDI increased up to
the first half of the 1990s, and high growth was
recorded. However, after the Asian currency crisis
0f 1997, FDI decreased again, and the growth rate
became slow. Since then, the present tendency
has been maintained and the growth rate in 2005
showed a high 8.4% rate of growth with the prog-
ress of industrialization. Domestic demand was
strong, and exports also remained strong.

While the manufacturing and service sectors
expanded, the share of agriculture in the economy
continued to decline (although it is still a major
sector in terms of employment). Exports of
electric goods continued to drive growth. Good
performance was recorded.

FDI has been one of the factors of economic
growth since 2000. Recently, with the increasing
risks posed by the worsening business environ-
ment in China, Vietnam, with its low labor costs
and stable political climate, is highly appreciated
by investors anxious to spread their risks. Invest-
ment is increasing mainly in the manufacturing
industry. Major investors are Japanese companies
related to computers, electrical parts, automobile
parts, motorbikes, and printers. Also, the Viet-
namese government has improved businesses
conditions for foreign firms.

IT and Software Industry in Vietnam

Vietnam enjoys an especially high estimate
among Japanese companies, whose direct invest-
ment in the country is increasing. In a medium-
term survey conducted by the Japan Bank for
International Cooperation (JBIC, 2005), Vietnam
was ranked fourth in the world as a promising site
for enterprise development (in approximately the
next 3 years). For the longer term (approximately
10 years), it was ranked third by Japanese com-
panies (Table 1).

Among the reasons given for this were the
cheap labor force, the country’s attractiveness as
a catcher for the risk, and its outstanding human
resources. On the other hand, problems still to
overcome include the insufficient infrastructure
and the inadequacies and lack of transparency in
the legal system.

Asforits external economicrelations, Vietnam
participates in such organizations of regional
integration as the Association of Southeast Asian
Nations (ASEAN), the ASEAN Free Trade Area
(AFTA), and the Asia Pacific Economic Coopera-
tion (APEC). Its affiliation with the World Trade
Organization (WTO)is expected to come aboutin
2006. Once Vietnamis affiliated with WTO, trade
liberalization and the opening of the domestic
market to foreign companies will be pursued.

Table 1. Promising countries and regions for overseas business operations over the medium and long

terms (Source: JBIC, 2005)

Rank Medium Term (next 3 years or so) Long Term (next 10 years or so)
1 China China
2 India India
3 Thailand Vietnam
4 Vietnam Russia
5 U.S.A. Thailand
6 Russia U.S.A.
7 South Korea Brazil
8 Indonesia Indonesia
9 Brazil South Korea
10 Taiwan Malaysia
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