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Abstract
Since 1986, when Vietnam started to implement its open-door policies, the barriers
that traditionally segmented local business opportunities and local firms from their
international counterparts have been being dismantled. Thus, the degree of
internationalization of the Vietnamese economy has been steadily increasing,
especially after the official normalization of relations with the United States in
1994, membership in the Association of Southeast Asian Nations in 1995,
membership in the Asia-Pacific Economic Co-operation Forum in 1998, and
membership in the World Trade Organization in 2007. Swept into this international
economic integration process, Vietnamese small and medium-sized enterprises
(SMEs) have been increasingly active in the international market. However, how
and why these firms internationalize is not known. This phenomenon cannot be
explained by the existing internationalization theories, most of which have been
developed from studies on firms from developed economies, because their
underlying assumptions about national economic and institutional development do
not hold in this newly-opened developing country.
Driven by this gap in current research, the study at hand was designed to contribute
to internationalization research by providing an understanding of the nature of the
internationalization process of Vietnamese SMEs as a business strategy in both
theoretical and empirical aspects. A practical contribution of this study is the
insightful information provided, which can assist the Vietnamese government and
international organizations in making more informed decisions when designing
their SME-support programs. At the same time, this study serves SME managers in
their quest to learn how other SMEs internationalize.

xi

1.0 Introduction

1.1

Research context

Small and medium-sized enterprises (SMEs) play an overwhelmingly important
role in Vietnam. They account for 99% of all business establishments nationwide
(ASMED 2006), provide 77.3% of all employment in the labor market, and make
significant contributions to the national output and state budget (Hall 2002; Asasen
and Asasen 2003). Therefore, they constitute the backbone of the Vietnamese
economy, and their development reflects the well-being of Vietnam.
Since 1986, when Vietnam started to implement its open-door policies, the barriers
that traditionally segmented local business opportunities and local firms from their
international counterparts have been being dismantled. Thus, the degree of
internationalization of the Vietnamese economy has accelerated (Dutta 1995),
especially since the country normalized relations with the United States, which led
to a bilateral trade agreement1 and membership in the Association of Southeast
Asian Nations2, the Asia-Pacific Economic Co-operation Forum3, and the World
Trade Organization4.

1

The bilateral trade agreement between Vietnam and the United States went into force in December 2001.
Under the deal, the United States will significantly reduce its tariffs on most imports from Vietnam. In return,
Vietnam agreed to undertake a wide range of market-liberalization measures, including extending mostfavored nation status treatment to U.S. exports, reducing tariffs on goods, easing barriers to U.S. services,
committing to protecting certain intellectual property rights, and providing additional inducements, and
protections for inward foreign direct investment. More information is available from the US-Vietnam Trade
Council at http://www.usvtc.org.
2

Vietnam became a member of the Association of Southeast Asian Nations (ASEAN) in 1995. With 10
member countries, ASEAN aims at accelerating economic growth, social progress and cultural development
in the region and promoting regional peace and stability through abiding respect for justice and the rule of
law in the relationship among countries in the region and adherence to the principles of the United Nations
Charter. More information is available at http://www.aseansec.org.
3

Vietnam became a member of the Asia-Pacific Economic Co-operation Forum (APEC) in 1998. APEC is
the premier forum for facilitating economic growth, cooperation, trade, and investment in the Asia-Pacific
region. Since APEC’s establishment, the region has consistently been the most economically dynamic part of

1

Swept up in this trend toward increased liberalization of the exchange of goods and
capital to and from Vietnam, Vietnamese SMEs can now access much larger
international markets. In fact, the number of exporting and importing SMEs
recorded by the end of October 2004 accounted for 80.6% and 84.2% respectively
of the total number of enterprises participating in import-export activities in
Vietnam (ASMED 2006). Accustomed to relatively unsophisticated local demand
due to the country’s low national income level and the legacy of a closed economy,
Vietnamese SMEs that choose to venture abroad must upgrade their skills and
activities to accommodate customers with more sophisticated demands. Even when
Vietnamese SMEs choose to operate domestically, they cannot avoid competition
with the foreign firms exporting to or operating in Vietnam, which also generally
enjoy more competitive advantages. In other words, the increased opening of
national borders to international trade and investment translates into fiercer
competition, which compels Vietnamese SMEs to adapt.
Because of the importance of SMEs in Vietnam, the Vietnamese government and
international organizations have made great effort to promote Vietnamese SME
competitiveness in the international market. In order to provide supports that best
suit these firms, it is essential to understand how they internationalize. Furthermore,
SMEs which intend to internationalize also need to learn from the successful as well
as unsuccessful experiences of those who have already done so in order to better
develop their own internationalization strategies. Therefore, research in this area is
indeed necessary.

1.2

Previous research

In spite of the fact that the internationalization phenomenon can affect companies of
all sizes in almost all countries in the world, most of the early studies on

the world. APEC’s 21 member economies account for more than a third of the world's population, over 50%
of world GDP, and more than 41% of world trade. More information is available at
http://www.apecsec.org.sg.
4

Vietnam became a member of the World Trade Organization (WTO) in January 2007. With 151 members,
the WTO is the only international organization dealing with the global rules of trade between nations. Its
main function is to ensure that trade flows as smoothly, predictably, and freely as possible. More information
is available at http://www.wto.org.

2

internationalization of the firm were based on large, mature corporations in
advanced economies (Dalli 1994; McDougall and Oviatt 1996). Since the 1990s,
research on SME internationalization has slowly increased, but the majority of
research studies in this field only focus on firms based in developed countries,
especially Nordic countries and the United States. Nonetheless, only 32 of all 216
countries and territories in the world are under the “developed” category, although
internationalization is not a phenomenon exclusive to firms from developed
countries. Moreover, the statistics report by the United Nations Conference on
Trade and Development for the 1980-2001 period (UNCTAD 2005) shows that the
share of developing countries in total world merchandise export, service export, and
outward stock of foreign direct investment (FDI) was about 28%, 21%, and 13%
respectively; and the share of the 10 ASEAN countries in merchandise export,
service export5, and FDI outward stock6 in developing countries was approximately
19%, 21%, and 11% respectively. Yet, export and foreign direct investment
constitute only part of the internationalization phenomenon. Once the act of
internationalization occurs, it involves two directions: inward for the host country’s
party and outward for the other party. No matter what direction it takes, it requires
firms in both countries to change and adapt their strategy, resources, structure and
organization to the new international environment. Nevertheless, most of the
existing studies only look at the outward internationalization of large firms from
opened and developed economies. Research works on other internationalization
directions are few and far between.
Furthermore, all research studies on SME internationalization share the view that
the existing theories cannot satisfactorily explain the internationalization process of
SMEs because the theories have been developed based on the assumptions about
large firms from developed economies. In addition, articles with empirical settings
in developing countries suggest that firms from these countries do not follow the
process implemented by firms from developed countries because they are framed in

5

The figures do not include the service export of Brunei Darussalam, Cambodia, during 1980-1991, and
Vietnam during 1980-1996 because there is no available data. Therefore, the actual number is larger than
what has been recorded.

6

The figures do not include the FDI outward stock of Myanmar, Vietnam, Brunei during 1980-1990,
Cambodia during 1980-1992, Indonesia during 1980-1993, and Laos 1980-1990 because there is no available
data. Therefore, the actual number is larger than what has been recorded.

3

very different national economic and institutional development stages (Lau 1992;
Zafarullah et al. 1998).
Despite the fact that Vietnamese SMEs have been increasingly engaging in the
international market and that Vietnam’s export-led success has been frequently
mentioned in popular presses and academic publications for the last decade,
research on Vietnamese SME internationalization is virtually non-existent.
Therefore, there is a strong need for exploratory research in this untouched area.

1.3

Research objectives

This study was driven by the lack of research on the internationalization process of
Vietnamese SMEs, which have been increasingly active in the international market
and whose success or failure determines the economic health of Vietnam.
Therefore, it was designed to make a contribution to existing research by providing
a deeper understanding of the nature of the Vietnamese SME internationalization
process as a business strategy in both theoretical and empirical aspects (table 1-1).
A practical contribution of this paper is its provision of insightful information to
assist the Vietnamese government and international organizations in making more
informed decisions in designing SME support programs. At the same time, this
paper serves SME managers in their quest to learn how other SMEs internationalize
so that they can develop appropriate internationalization strategies for their
businesses.
Since the central problem in international business is the process of making
decisions in the context of acquiring and managing resources for an organization
(Weisfelder 2001), this dissertation adopts a micro-level perspective, focusing on
how Vietnamese SMEs initiate, develop and sustain their international business.
Moreover, it relies on three basic assumptions stemming from the research context
of Vietnamese SMEs: (1) SMEs must contend with institutional constraints as well
as limited resources but can respond to changes more easily due to their smallness;
(2) they have no control over external conditions because of their low bargaining
power, but their external environment can change over time; and (3) their decision
makers are not perfectly-informed, value-maximizing managers; rather, they are
change agents who must deal with multi-dimensional goals and make decisions
4

with restricted information and limited knowledge in an unstable environment
where alternatives are not neatly laid out.
Table 1-1: Research problem statement
Research problem

Goals

What is the nature of the
- To give voice to an unexplored problem
internationalization process of - To advance a theory
Vietnamese SMEs?
- To find out what lessons Vietnamese SME
managers and policy makers can learn to facilitate
their internationalization endeavors
Research questions

Objectives

1. Why do Vietnamese SMEs - To understand what motivates these firms to
choose to internationalize?
internationalize
2. How do they
internationalize?

- To uncover their internationalization strategies
- To learn about their internationalization strategy
development

1.4

Definitions

The research problem stated in this project has three important concepts:
internationalization, process, and SMEs. Each of these concepts has been
understood differently in various research works; thus, I find it necessary to define
these key concepts at the outset of the research process to ensure the consistency
and validity of the research findings. The following sections delineate how each of
these concepts should be understood and the rationales for adopting such a view.
1.4.1 Definition of internationalization
There have been many efforts to synthesize internationalization literature in an
attempt to define the concept of internationalization (Welch and Luostarinen 1993a;
Aaby and Slater 1989; Johanson and Vahlne 1990; Johanson and Vahlne 1992;
Melin 1992; Andersen 1993; etc). One view considers internationalization a pattern
5

of foreign direct investment (Austria 2000; Dunning 1988; Dunning 2001). A
second view sees internationalization as a process of business evolution (Melin
1992; Johanson and Vahlne 1977). A third view also sees internationalization as a
process but argues that it does not always involve a predetermined progressive
development path and may include both outward and inward internationalization
directions (Welch and Luostarinen 1993a; Welch and Luostarinen 1993b). A fourth
view regards internationalization as the process by which firms increase their
awareness of both the direct and indirect influence of international transactions on
their future and transact with other countries (Beamish 1990).
Yet, the term internationalization is still subject to several interpretations in the
literature (Young 1987; Welch and Luostarinen 1993a; Munday and Hill 1991;
Lehtinen and Penttinen 1999). In 1999, Lehtinen and Penttinen conducted a
thorough analysis of the evolution of the internationalization concept since the
early 1960s to propose a holistic definition (Lehtinen and Penttinen 1999 p. 13):
“Internationalization of a firm concerns the relationships between the firm
and its international environment, derives its origin from the development
and utilization process of the personnel’s cognitive and attitudinal readiness
and is concretely manifested in the development and utilization process of
different international activities, primarily inward, outward, and cooperative
operations.”
This definition is probably the most useful because it not only integrates all of the
essential elements of the previous views but also provides a more operational basis
for research in this area. First, it refers to transition in a firm’s activities in the
international market as a result of some kind of development or evolutionary
process. Second, it recognizes both behavioral and economic components of the
internationalization process. Third, it is not restricted to outward operations but
includes inward and cooperative operations as well. And fourth, it allows two-way
interactions between the firm and its environment. In other words, it gives a
complete picture of the essential aspects of the internationalization phenomenon
including interconnected psychological and technical sub-processes. Therefore,
Lehtinen and Penttinen’s definition was chosen for this research.

6

1.4.2 Definition of process
The word process means a series of actions, changes, or functions to achieve a
result (American Heritage Dictionary 2000), but researchers of processes have
interpreted the term differently. The following presents the three commonly used
definitions of process that Van de Ven (1992, p. 169) identified after extensively
analyzing the meaning of process used in the literature of various disciplines.
One perspective views a process as a logic used to explain a causal relationship in a
variance theory, i.e., a process story is used to explain why an independent variable
exerts a causal influence on a dependent variable. This approach is criticized as
being highly restrictive and unrealistic in its assumptions about the order and
sequence in which events unfold in organizations (Van de Ven and Huber 1990).
A second meaning of process is a category of concepts that refer to actions of
individuals or organizations. These concepts are operationalized as constructs and
measured as fixed entities whose attributes can vary along numerical scales. Thus, it
is best used to measure whether, not how, a change occurs in a variable measured at
different points in time.
A third view interprets a process as a sequence of events that describes how things
change over time. A theory developed with this view of process consists of
statements that explain how and why a process unfolds over time. Thus, it is most
suitable in studying strategy formation, which deals with the behavioral interactions
of individuals, groups, and/or organizational units within or between firms (Hirsch
1991).
Since the objective of this research is to examine the process of Vietnamese SME
international development as a business strategy – an action involving top
management – the third definition is the most relevant and thus adopted in this
research.
1.4.3 Definition of SME
To date, a single, universally accepted definition of the term small and mediumsized enterprise (SME) still remains elusive among countries and blocs across the
world. Each country defines SME based on its economy’s characteristics and states
7

of technological development in order to devise programs to support these targeted
firms. Since there are “significant differences in aggregate income and its
distribution, in production structures and capabilities, and in industrial and
technological characteristics among economies” (Asasen and Asasen 2003), it is not
unexpected that the definition of SME will vary greatly from one country to
another. Some countries distinguish between small and medium-sized firms, while
others put them all into one category. Some use the capital investment criterion,
while others do not. That is also the case with assets and annual sales criteria.
Furthermore, the level of labor and capital intensity required by firms differs
noticeably among countries and across different sectors within a country. This is
because different countries give preference to different areas. A country with a
focus on labor-intensive industries such as the textile industry will not put as high a
capital investment benchmark to categorize a firm as an SME as does a country
with a focus on capital-intensive industries such as the automobile industry.
Because this research limits its scope to Vietnamese SMEs only, the official
definition by the Vietnamese government (Government Decree 90/2001/ND-CP
dated November 23, 2001) was adopted. The definition is stated as follows:
“SMEs are independent production and business establishments which make
business registration according to the current law provisions, each with
registered capital not exceeding VND 10 billion (equivalent to US$
621,774.547) or annual labor not exceeding 300 people. On the basis of the
concrete socio-economic situation of each branch or locality, in the course
of implementing the support measures and programs, both or either of the
above-mentioned criteria on capital and labor may be applied in a flexible
manner.”

1.5

Structure of this dissertation

After the introductory chapter, chapter two describes the research context of the
Vietnamese economy and Vietnamese SMEs to enable the reader to understand the

7

At the rate of VND 16,083/ US $1 according to United Nations Industrial Development Organization’s
official exchange rate at http://www.unido.org/regions.cfm?TY=R&RID=02 as of November 2007
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assumptions that must be taken into account in this study. Chapter three discusses
previous research findings and comments on their applicability in this research
context. The objective is to identify research gaps and put forth research questions.
Chapter four argues for the selection of the Straussian grounded theory approach
and describes how my research was conducted according to the guideline set forth
by contemporary Straussian grounded theorists. Chapter five discusses the empirical
findings of the research, which are the basis for the theory presented in chapter six.
The last chapter summarizes the key findings of this research project. It also points
out the implications of this study for both the research and practical arenas and
provides suggestions for future research.

9

2.0 The research context

2.1

Vietnam’s economic development

2.1.1 War-ravaged economy: before 1975
Vietnam as it is today (appendix A) took shape under Emperor Gia Long in the
early 19th century after centuries of ever-shifting territories and zones of authorities.
Half a century later the country was attacked by France, and by the end of the
century it was completely colonialized. Although the French authorities contributed
to some of the country’s most important public works, its ruthless rule, with heavy
taxation and aggressive resource exploitation, did nothing to help Vietnam and
actually exhausted the country. In 1945, the Vietnamese people began their
uprisings against the French colonial rule. Vietnam at that time was suffering from a
heavy legacy of massive poverty, illiteracy, as well as the danger of foreign
invasion, while most of the rest of world suffered the ravages of the Second World
War.
After the Democratic Republic of Vietnam was founded on September 2, 1945, the
country continued its salvation war until a peace agreement was reached at the 1954
Geneva Conference, which, however, divided the country into two parts. The two
halves then followed different economic systems: a socialist economy in the North
and a capitalist economy in the South. In the North, the economic system took after
the model of its closest allies, namely, the Soviet Union and China, which provided
most of its economic and military aid. All means of production were nationalized
and the government distributed goods and services to the people through the use of
coupons. The government held monopoly power in almost all trading activities,
particularly in foreign trade. All state-owned enterprises (SOEs) operated via plans
determined administratively and imposed by line ministries, and the government
was completely in charge of allocating resources and determining market
instruments such as prices, interest rates, exchange rates, etc. An austere,
10

disciplined socialism with a regard for social hierarchy and community obligation
was the norm in the North. Meanwhile, the South implemented a quasi-capitalist
consumer economic model which was sustained by heavy aid from America, whose
aim was to contain communism in Southeast Asia. The southerners gradually
became caught up in the trappings of American popular culture, which emphasized
individualism and consumerism. In short, the distinctive institutional frameworks
led the two halves to increasingly different business mentalities and economic
development paths.
2.1.2 Centrally planned economy: 1975-1985
After the Paris Peace Agreements of 1973 and a subsequent cut in American aid, the
Southern regime fell in 1975; Vietnam was reunited; and the Socialist Republic of
Vietnam was born in 1976. Although peace was achieved, the country suffered
under an extremely impoverished economy, a result of the escalated war that killed
millions of people and almost destroyed the country’s entire infrastructure. To make
matters worse, the new government failed to steer the economy toward recovery as
it prioritized heavy industry and focused on the Cach mang Quan he San xuat
(Revolution of the Relations of Production), which dictated a policy calling for the
national economy to be highly centralized, with two main forms of ownership: the
entire-people ownership (the state ownership) and the collective ownership. The
economic model of the North was now forcefully imposed throughout the country.
This resulted in a top-down economy dominated by large firms producing few
consumer goods (McMillan and Woodruff 2002).
In 1979, China invaded Vietnam, marking the end of economic ties between the two
countries. This caused Vietnam to establish even closer ties with the Soviet Union
and its allies in the Council for Mutual Economic Assistance (generally known as
Comecon). Similar to the Soviet Union’s economic model, this mechanism
disregarded people’s personal interests, negated all elements of a market economy,
and destroyed all momentum for economic development. It made economic
organizations inactive and inefficient in their operations, which led to complete
reliance on the State. As a result, the entire national economy remained inert for a
long time. Its annual growth rate stopped at 0.4% while the population grew more
than 2.3% per year, causing severe shortages in essential consumer goods and trade
deficit, with imports at four to five times the level of exports (Consulate General of
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Vietnam in San Francisco 2006). Inflation rose from 30-50% annually in the early
1980s to 587.2% and then 774.7% in 1985 and 1986 respectively (Consulate
General of Vietnam in San Francisco 2006). Consequently, the country fell in to a
serious crisis.
2.1.3 Transitional economy: 1986-present
The domestic economic crisis with hyperinflation, a huge fiscal deficit, poor
incentives for production, and stagnant income per capita, the disintegration of the
socialist system in the Soviet Union and East European countries, and the
undeniable failure of the Soviet economic model in Europe obviously compelled the
Vietnamese leadership to abandon its orthodox socialist strategies. A document
released by the Vietnamese Sixth Party Congress (CPV 1987, p. 71) acknowledged
that “bureaucratically centralized management mechanism based on state subsidies .
. . far from creating a driving force for development, has weakened the socialist
economy, …, put a brake on production, lowered labor productivity, product quality
and economic efficiency, put distribution and circulation in a state of chaos, and
given rise to numerous negative manifestations in [Vietnamese] society.” In the
meantime, other East Asian countries had achieved outstanding successes on their
pursuit of a market economy and integration into the world economy, which had
been experiencing a fast growing trend of regionalization and globalization.
Vietnam was confronted with massive internal tension between its determination to
maintain a socialist ideology and the pressure for a market economy which was
basically a capitalist model. Moreover, it could not obtain large-scale financial
assistance because it had been politically estranged from the West (World Bank
1999). Fortunately, it received considerable technical assistance and policy advice
financed by Nordic countries and the United Nations Development Program
(UNDP).
In December 1986 the Communist Party of Vietnam, the sole and ruling political
party in Vietnam, launched the doi moi (renovation) process for a so-called Kinh te
Thi truong Theo Dinh huong Xa hoi chu nghia (Socialist-oriented Market
Economy). The fundamental schemes of this process were “set out to:
− eliminate the state-subsidized mechanism,
− diversify the ownership of publicly owned assets,
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− encourage and stimulate the development of private organizations,
individuals, and economic sectors,
− make the best use of potential resources for the development of production
and commodity exchange,
− enact policies for the integration of Vietnam into the world and regional
economies,
− speed up foreign trade activities and encourage foreign direct investment,
− combine administrative reform with the renovation of economic policy,
− strengthen state management and macro regulation,
− and combine economic growth with general social development to stabilize
politics and maintain socialist targets.” (Bui 2000, p. 23)
By the early 1990s, remarkable policy improvements had been made. It was only
then that considerable amounts of financial assistance began to flow into Vietnam in
a sustained way (World Bank 1999); however, the country no longer enjoyed
economic aid from the Soviet bloc, which had collapsed in 1991. Since then,
Vietnam has enjoyed striking economic progress. Its GDP real growth rate reached
a record-high level of 9.5% in 1995 and is now among the highest in the world.
Business Monitor International (BMI 2007) forecasted that Vietnam’s GDP real
growth rate will reach 8.7% in 2009 and remain at 8.5% thereafter. Furthermore,
poverty in Vietnam was reduced to 29% in 2002 from 58% in 1993 (World Bank
2001a; UNDP in Vietnam 2005; World Bank 2007b). Phenomenal growth (table 21) has been seen in all three major sectors, i.e., agriculture, industry, and service
(figure 2-1), although the share of the agriculture sector to Vietnam’s GDP has been
decreasing (figure 2-2).
Table 2-1: GDP real growth rate from 1987 to 2007
1987

1988

1989

1990

1991

1992

1993

1994

1995

1996

1997

3.9% 5.0% 8.5% 5.1% 6.0% 8.6% 8.1% 8.8% 9.5% 9.3% 8.2%

1998

1999

2000

2001

2002

2003

2004

2005

2006

2007

2008est.

5.76% 4.77% 6.79% 6.89% 7.08% 7.34% 7.79% 8.43% 8.17% 8.48% 8.50%
(Compiled from Chong 2002, UNCTAD 2007, GSO 2007, and ADB 2007)
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Figure 2-1: Growth in major sectors from 1986 to 2005
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Figure 2-2: Sectoral share of GDP from 1986 to 2005
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Among the most significant institutional changes was the implementation of proagricultural development policies. De-collectivization and a “contract system” were
the mode of agricultural reform (Vu 1994), causing steady decline in employment in
collectives from 55% in 1989 to 27% in 1999 (Le 2003). The widespread transfer of
agricultural assets to non-state actors during the de-collectivization process clearly
provided incentives to farmers to optimize their productivity and boost total output.
Thus, within just a few short years, the country impressively transformed itself from
a net food importer to the world’s third-largest rice exporter in 1989 (Bui 2000) and
the world’s second-largest rice exporter in 1997 (Minot and Goletti 2000). The total
output value of the whole agricultural sector has achieved an annual increase of
5.6% on average (Vo 2004). Considering that the Vietnamese economy had always
been dependent on agriculture, this striking progress made the agricultural sector
the potential and actual source of significant savings surpluses (Montes 1995), even
though the percentage of the population engaged in the agricultural sector has been
steadily declining over the past decade (figure 2-3).
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Figure 2-3: Employed population by kind of economic activity8
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Another important change was the application of market mechanisms together with
the exercising of trade liberalization and the renovation of the financial system.
Between 1986 and 1991, the government administered a series of market-oriented
shock treatments to the economy such as liberalizing the price of consumer goods,
eliminating the state subsidy for goods, formulating and implementing the policy of
the positive effective interest rate, floating the exchange rate, and selling off stateowned enterprises (Bui 2000). Nevertheless, the process of privatization of stateowned enterprises was too lengthy and cumbersome (Amin and Webster 1998), and
the role of state-owned enterprises continued to be dominant (Dutta 1995). Since
1990, the trading right of businesses in Vietnam has been increasingly expanded,
thanks to a series of renovations, namely, the elimination of the state monopoly in
distributing goods and services, the authorization for the enterprises of various
economic sectors to engage in trade (at first domestic trade and now foreign trade
too), and the cancellation of all restrictions on the circulation of goods (Vo 2004).
One notable result is that the banking system of Vietnam today is no longer a
system of state-owned banks almost without trading character. Rather, state-owned

8

Excluding security and defense forces
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banks, which are increasingly shifting to a currency trading operation, now co-exist
with joint-stock banks, affiliates of foreign banks, joint-venture banks, and people’s
credit funds. The government has also set up policy-based banks for making
preferential loans and gradually put an end to bank loans made on the order of
authorities at various levels (Vo 2004). Moreover, mobilizing investment capital has
become easier thanks to the development of Vietnamese securities markets since the
inauguration of securities trading centers in Ho Chi Minh City in 2000 and in Hanoi
in 2005. As of December 2005, the total value of listed securities and registered
transactions reached VND 44.6 trillion (equivalent to US$ 2.8 billion9), and
Vietnam’s securities market has attracted more than 29,000 active traders in
Vietnam and abroad (Vietnam News 2006). Today, Vietnam’s securities growth
ranks 24th worldwide, with an annual average growth of 43% over the last five years
(VNECONOMY 2007).
The third important change was the policy development for a multi-sectoral
economy, beginning with the official sanction of the private sector in 1986 and then
the promulgation of the Company Law and Law on Private Enterprise in 1990. In
the context of a country where private enterprises used to be considered the
“enemy” (Han and Baumgarte 2000), these institutional changes unsurprisingly led
to the robust growth of private firms despite an almost total absence of formal
institutions to facilitate business (McMillan and Woodruff 2002). At the beginning,
the private sector consisted mainly of household or family businesses and small
individual enterprises. Now, other forms of business have emerged: individual
proprietorship, joint-stock company, joint-venture with foreign investors, limited
liability company, and full-fledged (stock-issuing) corporation. Of these, limited
liability companies account for 57% of private enterprises in Vietnam and more
than 70% of national output (World Bank 2003).
Since 2000, the new Enterprise Law, which was approved in 1999 to replace the
Company Law and Law on Private Enterprise, has made it easier and faster for
businesses to register by clarifying procedures, eliminating certain difficult
requirements, and requiring relevant agencies to process paperwork within a more
reasonable timeframe. As a result, the number of new business registration jumped
dramatically (figure 2-4). In just four years from 2000 to 2003, the number reached

9

At the rate of VND 15,885/ US $1 according to United Nations Industrial Development Organization’s
official exchange rate at http://www.unido.org/regions.cfm?TY=R&RID=02 as of February 2006
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four times that of the 10-year period from 1990 to 1999 (Le 2004). Remarkably,
99.6% of the 160,752 new business registrations between 2000 and 2005 were
private enterprises (ASMED 2007).
In its Doing Business 2006 report, the World Bank (2005) ranked Vietnam among
the world's top reformers in enterprise registration, property registration, contract
enforcement, and bankruptcy regulation. In the Doing Business 2008 report (World
Bank 2007a), Vietnam’s Getting Credit ranking jumped to 48 from 80 in the
previous year, thanks to its remarkable credit policy reform, which allowed for
higher quality credit information and stronger legal rights for creditors. Although
Vietnamese SMEs think that the current macroeconomic conditions and social
climate are generally good, perhaps with the exception of corruption (Han and
Baumgarte 2000), foreign investors still believe that the improvements in the
judiciary and civil services since 1986 to have not gone far or fast enough. In
response, Vietnam is showing the world that it is doing its best to fully revise and
modernize almost every law affecting its commercial activities. Furthermore, the
Vietnamese government regularly seeks advice from the business community on
priorities for reform (World Bank 2003).

Figure 2-4: Number of new business registrations from 1991 to 2006
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2.2

Vietnam’s international economic integration

2.2.1 Internationalization process
When Vietnam started undertaking its renovation process, it understood that its
determination and effort to rebuild the country were not to be conditioned on the
availability of foreign aid; thus, it had to open up the economy and invite inflows of
foreign investments with the goal of accelerating economic growth. When the
Soviet Union collapsed in the early 1990s, Vietnam could no longer be a member of
the economic club of communist countries. This meant that searching for alternative
markets became a must. Thus, the processes of the marketization and
internationalization of the Vietnamese economy have been taking place in parallel.
In 1989, the SOE monopoly on international trade was broken because Vietnam
changed its inward-looking regime of trade and investment, with reliance on trade
with European socialist economies and isolation from non-socialist economies, to
an outward-looking system, with exports to a wide range of economies. However,
non-state-owned enterprises were not yet active in international trade because of
tariff and non-tariff barriers from the Vietnamese government. An example of such
non-tariff barriers is a requirement for export/import licenses which were extremely
difficult to obtain as firms were required to have an export/import contract in
advance, minimum working capital, appropriate skills, etc.
Ever since Vietnam became an official member of the Association of Southeast
Asian Nations (ASEAN) in 1995, signed a framework agreement with the European
Union (EU) on technical, commercial, and economic co-operation in 1995, became
an official member of Asia-Pacific Economic Co-operation Forum (APEC) in 1998,
and signed the Bilateral Trade Agreement with the United States in 2001, a
significantly increasing number of trade barriers have been being removed. As a
result, Vietnam’s engagement in the world economy has increased significantly. It
has enjoyed healthy inflows of foreign direct investment (FDI) and started to make
some outward FDI (figure 2-5 and figure 2-6). Its exports have grown much faster
than its GDP and have been, in fact, the highest in the dynamic East Asian region
and the world as a whole (Phan et al. 2003). Its balance of trade, however, has not
improved much; it still imports more than it exports. Nevertheless, the total value of
export and import in 2006 mounted over ten times that of 1986 (figure 2-7) when
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Vietnam started implementing its open-door policies. Its indices of both imports and
exports have risen steadily and steeply over the past 20 years (figure 2-8).
In 2007, Vietnam officially joined the World Trade Organization (WTO). Being a
member of this organization means its trade, investment, and industrial policy
instruments are greatly restricted by binding agreements. The Vietnamese
government is not allowed to increase tariffs and non-tariff barriers beyond the
moderate levels agreed to in the WTO accession protocol while it is forced to open
most services to international competition. In addition, it can no longer use
performance requirements for investment as it used to. In other words, the level of
international economic integration is expected to be much further increased.
Figure 2-5: Inward FDI
14000

Registered inward FDI

12000

FDI inflow

8000
6000
4000

(Compiled from GSO 2007)

20

2006

2005

2004

2003

2002

2001

2000

1999

1998

1997

1996

1995

1994

1993

1992

1991

1990

0

1989

2000

1988

Million US$

10000

Figure 2-6: Outward FDI
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Figure 2-7: Volume of exports and imports from 1986 to 2006
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2.2.2 International trade pattern
2.2.2.1 Product diversification

Although Vietnam has dramatically boosted its export volume, it has not been able
to diversify its export structure. Its major export earnings have always been from
agricultural and mineral products (figures 2-9) although Vietnam has significantly
increased the number of commodities for export (table 2-2). In other words, the
share of contribution from the export of new products has been immaterial
compared to that of agricultural and mineral products. Between 1980 and 1994,
Vietnam’s export diversification index (table 2-2) – calculated by the United
Nations Conference on Trade and Development as the absolute deviation from the
world structure – almost doubled. This implies that Vietnam’s income from exports
became much more dependent on relatively few primary commodities. From 1995
to 2005, the index did not rise, but it was still much higher than that of other
developing countries and its neighboring countries (figure 2-11). This is not a good
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sign for Vietnam since unstable prices for its primary export commodities may
subject its economy to periods of serious trade shocks.
A similar picture is seen in Vietnam’s import structure (figures 2-10). The largest
shares of imports are in chemicals, technical manufactures, and other machineries,
which are the areas where an agrarian economy is expected to be import-dependent.
In fact, Vietnam’s import structure has deviated strongly from that of the world
(table 2-2) and is worse than that of other developing countries and its neighboring
countries (figure 2-12). Over the last several years, the situation has not improved
much for Vietnam (table 2-2).
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Figure 2-9: Changes in export structure from 1997 to 2005
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Figure 2-10: Changes in import structure from 1997 to 2005
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Table 2-2: Diversification indices of exports and imports from 1980 to 200510
Number of products

Diversification index

Export

Import

Export

Import

1980

84

166

0.482

0.405

1981

79

153

0.470

0.387

1982

69

166

0.464

0.432

1983

72

166

0.456

0.384

1984

75

173

0.464

0.438

1985

83

165

0.466

0.435

1986

85

169

0.499

0.429

1987

76

155

0.458

0.456

1988

100

190

0.535

0.574

1989

113

176

0.520

0.548

1990

118

185

0.578

0.560

1991

116

187

0.591

0.559

1992

162

187

0.675

0.541

1993

176

201

0.669

0.497

1994

182

210

0.710

0.484

1995

198

234

0.690

0.479

1996

204

235

0.684

0.478

1997

235

253

0.664

0.463

1998

150

237

0.561

0.455

1999

237

245

0.650

0.461

2000

200

239

0.569

0.459

2001

244

253

0.656

0.455

2002

247

253

0.665

0.436

2003

243

249

0.657

0.453

2005

235

251

0.692

0.421

(Compiled from UNCTAD 2005 and UNCTAD 2007)

10

The following should be taken into account when interpreting the table: (1) the number of products
includes only those products that are greater than $100,000 or more than 0.3 per cent of Vietnam’s total
exports/imports; (2) Data from 1980 to 1994 is at three-digit SITC Revision 2 level, while data from 1995 to
2005 is at three-digit SITC Revision 3 level; and (3) Data for 2004 is unavailable.
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Figure 2-11: Export diversification index of Vietnam compared to other countries11
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11

Data for 2004 is unavailable.
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Figure 2-12: Import diversification index of Vietnam compared to other countries12
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2.2.2.2 Market concentration

Vietnam’s exports tend to be controlled by relatively few firms, most of which are
SOEs. Despite the Vietnamese government’s attempts to deregulate the market and
remove barriers to enable all sectors of the economy to participate in international
trade, the degree of its export concentration was consistently high from 1980 to
2005 (table 2-3). It was much higher than that of other developing countries and its
neighboring countries, including China, whose economic model is what Vietnam
has been trying to emulate (figure 2-13). In other words, Vietnam has failed to
engage its private sector in its export success stories.
The degree of import concentration, however, is much lower. Between 1980 and
2005, Vietnam’s import concentration indices were consistently lower than half of
its export concentration indices (table 2-3). In fact, Vietnam’s market for imports is
more competitive than that of other countries in the region (figure 2-14).

12

Data for 2004 is unavailable.
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Table 2-3: Concentration indices of exports and imports from 1980 to 200513

1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994

Export

Import

0.188
0.216
0.179
0.200
0.189
0.185
0.176
0.333
0.303
0.212
0.217
0.292
0.311
0.251
0.242

0.070
0.094
0.106
0.090
0.070
0.089
0.065
0.081
0.132
0.129
0.209
0.247
0.222
0.165
0.131

1995
1996
1997
1998
1999
2000
2001
2002
2003
2005

Export

Import

0.211
0.211
0.203
0.210
0.221
0.251
0.225
0.219
0.211
0.229

0.096
0.096
0.095
0.106
0.092
0.123
0.104
0.133
0.087
0.091

(Compiled from UNCTAD 2005 and UNCTAD 2007)

13

The following should be taken into account when interpreting the table: (1) Data from 1980 to 1994 is at
three-digit SITC Revision 2 level, while data from 1995 to 2005 is at three-digit SITC Revision 3 level; and
(2) Data for 2004 is unavailable.
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Figure 2-13: Export concentration index of Vietnam compared to other countries14
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2001

Data for 2004 is unavailable.
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Figure 2-14: Import concentration index of Vietnam compared to other countries15
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2.2.2.3 Market diversification

Vietnam’s market diversification is limited. The major bulk of its exports go to very
few trading partners (figure 2-15), so Vietnamese exporters can be strongly affected
by these partner countries’ economic conditions as well as by the nature of the
diplomatic relationship with them. This can make Vietnam’s export-led economy
particularly vulnerable (Phan et al. 2003). Another remark is that the development
of its exports and imports does not follow psychic distance logic; rather, it appears
to depend on price factors and treaties that the Vietnamese government agrees to.
For example, its major export destinations are rich countries such as Japan and the
United States, neither of which is psychically close to Vietnam. Exports to the
United States have jumped dramatically since 2001 (figure 2-15), when the bilateral
trade agreement between Vietnam and the United States went into effect, whereas
the proportion of exports to countries in the region have varied insignificantly
(figure 2-16). Looking at Vietnam’s import sources, we can see that the share of

15

Data for 2004 is unavailable.
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import volumes from Singapore, Japan, and Korea have been quite stable, which
means imports from these countries have been increasing proportionally to the total
import growth of Vietnam. Imports from China, however, have risen quite fast since
China re-established full diplomatic ties with Vietnam in 1991, twelve years after
the war between the two countries ended (figure 2-17 and figure 2-18).
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Figure 2-15: Export volume to major partners
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Figure 2-16: Changes in export destinations from 1981 to 2006
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Figure 2-17: Import volume from major partners
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Figure 2-18: Import sources from 1981 to 2006
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2.3

Vietnamese SMEs

2.3.1 The role of SMEs
Up until the end of the centrally-planned economy period, the Vietnamese economy
was characterized by the dominance of large firms producing few consumer goods.
But today, small and medium-sized enterprises have grown considerably and played
an overwhelmingly important role in Vietnam. Accounting for over 99% of all
enterprises in Vietnam (ASMED 2007), they are the key to significant new
employment creation and renewed economic growth (Riedel and Tran 1997;
Webster 1999). In 1998, they provided 85% employment in the labor market (Hall
2002). In 2001, they contributed 53% of GDP (an impressive increase from 45% in
1995; Hansen et al. 2004). Given the ongoing SME support programs by both the
Vietnamese government and international organizations, it is reasonable to expect
that the number of SMEs will continue to grow, as will their contribution to the
Vietnamese economy.
2.3.2 Constraints to SMEs
Despite significant improvements in the business environment that have fostered
Vietnamese SME development, these firms still face numerous difficulties. Besides
the problems typical of SMEs, which have been well reported in the literature, such
as lack of managerial and marketing skills, lack of financial resources, and so on
(see Huang and Brown 1999 for a full list of typical constraints to SMEs),
Vietnamese SMEs are further constrained by external and internal factors grounded
in the unique institutional development of Vietnam. Such constraints are listed
below, but this is by no means an exhaustive list. It should be noted that the order of
items in this list is arbitrary.
2.3.2.1 Weak legal system

In Vietnam, criminal and civil laws are not separated and are often ambiguous. Its
business laws and policies have various conflicts and inconsistencies; consequently,
maintaining conformance with applicable regulations requires much time and
vigilance. Moreover, decrees and statements from the central government are rarely
specific enough. Hence, considerable authority for the interpretation of laws rests
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with the designated authorities. The matter becomes even worse when new laws and
policies, many of which do not supersede old ones, are promulgated.
Many regulations, especially tax and customs regulations, are designed to control
rather than facilitate firms’ development (Business Issues Bulletin 2005). Because
administrative infractions are criminalized and penalties for violations can be costly,
everyone is kept on edge. Managers have learned to take for granted the great
numbers of regulations that pertain to nearly all aspects of their businesses as well
as the fact that many are hard to find, vaguely formulated, variously interpreted,
frequently changed, and poorly communicated (Webster 1999).
The weak business laws and policies also make Vietnam among the worst countries
in terms of protecting investors (World Bank 2006). The country does not
adequately regulate the liability of directors and makes it difficult for shareholders
to bring suits. Moreover, insolvency is a long and expensive process, while
administrators are not required to file reports with creditors (both during and at the
end of the case) on transactions involving debtors and other decisions made in the
course of bankruptcy (World Bank 2003).
Legal enforcement, as acknowledged by the Vietnam Chamber of Commerce and
Industry, is the weakest link of Vietnam’s legal system (Business Issues Bulletin
2004) due to the fact that it rests more with the discretion of officials than with the
letter of the law (Webster 1999). Indeed, firms generally have little confidence in
the ability of Vietnam’s legal system to enforce contracts and resolve disputes;
consequently, they limit entry into contracts and formalized business relationships
(Business Issues Bulletin 2005). In the eyes of Vietnamese managers, courts are
inefficient as “they normally create problems” and “in Vietnam, no one believes
[Vietnam has] a good legal system” (World Bank 2003). As a result, only 9% of
business managers in Vietnam consider using courts to resolve disputes (World
Bank 2003). These are usually the cases of newly created private enterprises
without established supplier and customer networks or significant market power
(World Bank 2001b). That explains why Vietnamese SME managers prefer to make
deals with those they know well, rely on social networks for information about new
customers (Business Issues Bulletin 2005; World Bank 2003), and require payments
to be made in advance (World Bank 2003).
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2.3.2.2 Complex, opaque bureaucracy

According to the Vietnam Chamber of Commerce and Industry, the worst problems
in Vietnam’s business environment are administrative red tape, excessive
administrative procedures for business operations, arbitrary interventions of
governmental administrative bodies, government officials harassing and creating
difficulties, and lack of transparency and accountability of government
administrative agencies (Business Issues Bulletin 2004).
Furthermore, both state-owned enterprises and private businesses have reported
spending a full third of their business hours to obtain authorizations from different
parts of the Vietnamese bureaucracy (Webster 1999). As for foreign-invested
businesses, they must obtain the approval of over ten different government
ministries on such details as location, amount of capital, names of local partners,
capital to be imported, personnel needs, and feasibility analysis, as well as secure
State Bank approval for every foreign loan, obtain land use rights, and handle
resettlement compensation issues for those displaced (Webster 1999).
2.3.2.3 Pandemic corruption

The problems in Vietnam’s legal system and bureaucracy create opportunities for
corruption since they make it possible for authorities to make arbitrary and
unpredictable decisions and to grant favoritism. According to a survey by Hong
Kong’s Political and Economic Risk Consultancy in 2004, Vietnam was ranked
behind Indonesia and India as the 3rd most corrupt nation in the region, with a score
of 8.67 on a 0-10 scale, with 10 reflecting the worst case (Transparency
International 2005). In the Global Corruption Report conducted by Transparency
International in 2006, Vietnam was ranked 107th of 159 countries in terms of
transparency, i.e., among the top 30% of the most corrupt countries in the world
(Transparency International 2006).
Both foreign and local businesses in Vietnam complain that they almost always
have to make steady streams of unofficial payments to many different officials to
avoid difficulties (Webster 1999) by dint of the complex and detailed nature of
permit requirements, the opaque nature of decision-making, and the prevalent need
to pay commissions and “give envelopes” (Clark 2000). Paying commissions to
influence company and administrative decisions is commonplace, even in tendering
processes (Clark 2000).
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Corruption is also pervasive in areas of infrastructure investment, land use
administration, and in some public services including education and health
(Business Issues Bulletin 2004). In fact, nearly one-third of Vietnam’s public
investment expenditure in 1998 – equivalent to 5% of its GDP – was squandered
without result (Clark 2000).
Fortunately, political corruption is not as serious a problem. Vietnam ranks in the
middle on irregular payments in government policy-making and policy
consequences of legal political donations, and it ranks low on prevalence of illegal
political donations (Transparency International 2004), although the tendency to use
corruption charges to settle political scores is widespread (Transparency
International 2001).
2.3.2.4 Lack of access to investment capital

Entrepreneurial development is hindered by the weak development,
mismanagement, inefficiency, and lack of integrity of Vietnam’s financial system
(Han and Baumgarte 2000). Furthermore, collateral and land-use regulations make
it quite difficult for enterprises to access bank loans so that many enterprises have to
borrow money from informal markets at very high interest rates (Nguyen 2001).
Many land owners cannot use their land as collaterals because they do not/cannot
have a Land Use Rights (LUR) certificate. Obtaining LUR is a very costly process
which involves as many as 7 steps and takes as long as 230 days to complete.
Moreover, land transactions often (70%) take place in informal markets (Business
Issues Bulletin 2005) so they are unofficial and cannot serve as the required
collaterals for bank loans. On the other hand, the value of land as collateral is
limited by law; foreign banks are not allowed to take land as security for credit;
creditors cannot own or exchange land use rights; and any land that is repossessed is
auctioned off by the State (World Bank 2001b).
For SMEs in the private sector, access to bank loans is virtually zero because
private firms are perceived to be dishonest, unstable, and vulnerable to bankruptcy,
and they do not have government backup (Galaxy Ltd. Co 1999). On the other
hand, banks do not have experience dealing with the private sector, nor are they
under pressure to cater to private firms (Webster 1999). Consequently, only 6% of
Vietnamese entrepreneurs have ever borrowed from formal financial institutions
(Benzing et al. 2005).
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2.3.2.5 Ineffective associations and poor business services

Establishing business associations is quite difficult because of complicated
procedures involving multiple agencies and steps, possible denials on the grounds
that an association in that field already exists, and requirements to be tied to a state
organization (Webster 1999). Once established, they do not operate effectively
because they lack the necessary resources such as funding, qualified staff, and
training, and they receive no standard privileges such as tax exemptions on income
from core activities and tax deductions for dues paid by members (Nguyen and
Stromseth 2002).
At present, many business associations are neither able to provide business services
adequately nor satisfactorily represent their members’ interests. Business services
are weak due to government misperceptions about the role of business services in
the economy, the excessive number of internal service provisions made because of
quality concerns, difficult regulatory framework, and lack of specialized capabilities
and/or customer orientation among providers (Riddle and Tran 1998). Current
business associations fail to provide the needed technical advice and consultancy,
information on markets, or assistance in accessing both domestic and export
markets (Nguyen and Stromseth 2002). Their service provision is only available at
the level of (1) information dissemination in the form of a newsletter or newspaper,
(2) basic legal advice on a case-by-case basis, and (3) training in the form of very
short courses/workshops on a specific topic or to update members on relevant new
government policies, and short-term management-related training using curriculum
introduced by international organizations. Managers report that associations have
thus far succeeded “only in providing a forum for enterprises to meet, and even
then, the relationships are internal within the organization, not yet external
[markets]”, thus, they are on their own for the most part (Nguyen and Stromseth
2002). On the other hand, members of many business associations do not feel that
their interests are sufficiently represented. Although the Prime Minister’s Decree
01/CP and the Government Office’s guidelines 07/TCCP were designed to stipulate
the organization and activities of public associations, provisions facilitating interest
representation are enforced inconsistently and mostly benefit only large well-known
associations.
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2.3.2.6 Inadequate education system

Vietnam’s education system has been unable to provide the training needed to help
people succeed in business. A survey by the Mekong Private Sector Development
Facility (cited in Webster 1999) found that managers with university degrees were
actually less successful in business than those without such credentials. This irony
can be explained by the fact that many educational institutions still use outdated
materials which were developed during the centrally-planned economy period. At
more up-to-date institutions, the curricula and materials used in business
management courses are simply transplanted from Western business schools’,
which often focus on operations of large and mostly Western corporations. In fact,
these materials are almost never adapted for use in Vietnam, and are even more
rarely tailored for use in small businesses. Moreover, there is a significant mismatch
in perception among business students, faculty, and employers on what business
education programs should provide (Duoc and Metzger 2007). In fact, a report by
the Vietnamese Ministry of Education and Training titled “Summary and
Evaluation of the Ten-year Reform of Education and Training (1986-1996)”
released in 1998 emphasized that “there is a very weak relationship between
universities and the business sector”. The ministry also reported in its “National
Congress for Assessing the Quality of University Education”, held on January 5,
2008, that “over 50% of university graduates must be retrained because their
technical knowledge and skills do not meet the standard required by potential
employers”. Presenting at the congress, the Deputy Minister of Education and
Training admitted that many universities have not even set their educational goals
and that many have objectives that do not accord with the market requirements. In
other words, graduates cannot meet the demands of the society in the new
competitive and increasingly globalized business environment. This explains why it
is very hard for SMEs to find skilled laborers.
2.3.2.7 Limited access to effective information channels

Vietnamese managers operate with far less information than managers in other
countries would tolerate. They face serious shortages of key information about
products, markets, technologies, trends, etc. simply because up-to-date and highquality information sources are rare in Vietnam and managers’ ability to search for
information is restricted by many barriers. Moreover, the managers have limited
information technology (IT) capacity and they have very little actual knowledge of
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computers (Market Behavior Limited 1999). The government’s censorship policies,
state-controls of all publishing and media, high costs of accessing the Internet, and
closed stack public libraries make it too costly for SMEs to look for information
sources outside of Vietnam. Furthermore, language barriers restrict access to
information not available in Vietnamese and limit communication with foreign
suppliers and buyers.
Private SMEs are further handicapped because most of the limited information
infrastructure in place was built to channel information and opportunities to state
companies. Information about key contracts is held internally by ministries and their
enterprises with little access for outsiders. Most Vietnamese business people feel
that SOEs always have priority access to the truly valuable information from their
line ministries (Webster 1999). And when potential buyers come to Vietnam to find
trading partners, they are usually directed to SOEs as potential partners.
2.3.2.8 Other constraints

A joint study by Vietnam’s Institute of Labor Sciences and Social Affairs, the Asian
Regional Team for Employment Promotion of the International Labor Organization,
and the Swedish International Development Authority (ILSSA-ILO-SIDA 1993)
reveals that besides the lack of capital and a clear government policy, Vietnamese
SMEs are faced with problems in marketing and distribution, market limitation, a
lack of power supply, market competition, and a shortage of materials. Furthermore,
they suffer from high input costs such as office rental, transportation, social security
payments, accessing material goods, equipment, etc. (Business Issues Bulletin
2004).
SMEs in the private sector suffer even more constraints due to remarkably negative
public opinion toward them as a result of misinformation from the media, which is
the main source of information about the private sector in Vietnam (Galaxy Ltd. Co
1999). They are perceived to be unstable, vulnerable to bankruptcy, exploitative of
their employees, dishonest, opportunistic, incompetent, and non-contributive to the
nation; thus, they are the least desirable employers as well as the least preferred
applicants for funds (Galaxy Ltd. Co 1999). Meanwhile, entrepreneurs report that
severe competition, unreliable employees, and the inability to obtain short-term and
long-term capital are their most serious problems (Benzing et al. 2005).
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2.3.3 Supports for SMEs
Recognizing that SMEs are a critical engine of economic growth for Vietnam, the
government of Vietnam has issued various decrees empowering bureaucrats with
the resources to promote development of individual small businesses in certain
industries and called for international donors and loans to run SME support
programs. It has also established the Agency for SME Development (ASMED)
within the Ministry of Planning and Investment (MPI) to enforce their
implementation. ASMED’s actual powers and responsibilities, however, are so
broadly defined as to have limited meaning in practice (Taussig 2005). In other
words, supports for SMEs are still far from adequate although certain legal
renovations such as government credit support to firms have contributed to firms’
growth (Hansen et al. 2004).
Now, the MPI has completed its national SME development policy 2006-2010 as
part of Vietnam's five-year socio-economic development plan. In May 2005, the
MPI and German Technical Cooperation (GTZ) – officially known as Deutsche
Gesellschaft für Technische Zusammenarbeit GmbH – launched an 8-year SME
Development Program with a multi-million euro commitment aimed at improving
the business environment for private sector development and enhancing SMEs’
position in the market. The United Nations Industrial Development Organization
(UNIDO) has also committed over US$ 4 billion in its integrated program to
support SMEs by providing assistance to establish a national and provincial SMEsupport infrastructure and strengthening the standardization, metrology, testing and
quality institutional service capability in order to promote the long-term growth and
sustainability of the SME sector. Hopefully, supports for SME will keep increasing
in the future.
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3.0 Literature review and research questions

Research on international trade started in the 18th century with the work of Adam
Smith (Smith 1776) but it was not until the late 1960s that the internationalization
of the firm gained significant interest. Since Aharoni’s pioneering work (Aharoni
1966), the literature on firm-based internationalization process has evolved into
three different schools of thought: the economic school, the behavioral school, and
the ecological school. Each school looks at the internationalization phenomenon
from its own viewpoints and with its own assumptions. Therefore, each one comes
up with a different answer to the same question. The economic school contends that
internationalization is a systematic planning process; the behavioral school sees
internationalization as an experiential learning process; and the ecological school
claims that internationalization is a contingent process. On the other hand, the three
schools have been focusing their research studies on the context of big firms from
developed countries while overlooking the internationalization processes of firms
from third-world countries.
In fact, SME internationalization process has only recently begun to attract
internationalization researchers, who are exhibiting increasing interest and who
acknowledge that the existing internationalization theories cannot satisfactorily
explain the internationalization process of SMEs. The gap can be partly explained
by (1) the vast discrepancies among the definitions of SME (see chapter 1) adopted
in scholarly papers as well as the wide differences in the underlying assumptions on
the national economic and institutional development of the countries and regional
blocs where the studied SMEs are located; and (2) the fact that the existing theories
were mainly developed from studies of large Western firms, which do not suffer
from the limitations that confront SMEs. Furthermore, papers studying SMEs in
developing countries demonstrate that those SMEs do not follow the same
internationalization patterns as do SMEs from developed countries. Therefore, it is
expected that Vietnamese SMEs pursue different processes.
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Although literature on the internationalization process of Vietnamese SMEs is
virtually non-existent, it is helpful to delve into what earlier research has to say
about the internationalization process of SMEs and find out whether any tentative
answers can be derived from earlier research findings. If answers can be found , it
will then be necessary to evaluate their strengths and weaknesses. Therefore, this
chapter reviews the firm-based models of the internationalization process in
categorical order. Its emphasis is on theoretical and empirical studies aimed at
analyzing behavior and management problems at the firm level rather than macrorelated aspects such as those found in international trade literature covered by the
subject of international economics. Since the application of any theory is delimited
by its set of boundary assumptions and constraints (whether implicitly or explicitly),
this chapter discusses these matters to evaluate the applicability of the models built
in previous research studies when they are put into the context of Vietnamese
SMEs.

3.1

Internationalization as a systematic planning process

The economic school argues that firms internationalize for various reasons, but the
overall assumption is that they internationalize in an effort to boost profits and
performance (Coase 1937; Williamson 1975; Becker 1964). It assumes that the
multinational enterprise is efficient and that production is the most important
activity. Thus, firms follow systematic planning processes based on thorough
market research and scanning to organize their international activities.
3.1.1 Transaction-cost theory
The transaction-cost theory is a predictor of institutional choice that views firms and
markets as alternative means of organizing economic activities, with an assumption
that social organization is needed because the interests of the individual and society
may diverge (Weisfelder 2001). Transaction-cost theorists claim that business
decisions are rational even if all possible alternatives are not necessarily considered
in the decision-making process (Barretto and Rocha 2001).
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According to this theory, internationalization is seen as a process similar to the
process of forming any organizational mode which is guided by comparisons of
internal and external costs (Williamson 1979). At each stage, firms will choose the
optimal structure of organizational form and location that allow the firms to
decrease transaction costs and/or increase benefits, assuming that the decision
maker(s) is bounded-rational and opportunistic in behavior. Transaction-specific
structure is more fully developed where transactions are recurrent, entail
idiosyncratic investment, and are executed under greater uncertainty than otherwise.
Since the cost factor consists of transaction and non-transaction elements, many
scholars have altered the transaction-cost theory in seeking a better answer to the
question of what guides the firm’s internationalization process. Their modified
versions take into account non-transaction costs/benefits from diversification of the
firm’s activities (Caves 1971), market power (Teece 1981), degree of control and
tradeoff between control and the cost of resource commitment (Anderson and
Gatignon 1986), technology, marketing, and global integration (Kobrin 1988), or
inseparability, cultural distance, country risk, and the firm’s ability to integrate
(Erramilli and Rao 1993), etc.
Conceptually, the transaction-cost theory and its modified versions are able to
explain many of a firm’s international activities, but it is too difficult to obtain data
for empirical analysis because they entail elements that are hard to quantify but that
do have cost and produce profits. For example, business relationship building incurs
costs, but its benefits are almost impossible to be accurately calculated. Moreover,
in reality, firms may internationalize without having the intention to decrease costs
to the firm at all. For example, managers who do not own much of the firm may
build multinational empires for private gains at the expense of the shareholders
(Oviatt and McDougall 1994). Such benefits might include the satisfaction from
managing an international corporate empire, compensation closely tied to firm size,
and risk diversification in their private wealth. On the other hand, firms in closed
developing economies export just because of the need to ensure the inflow of
foreign currency needed to acquire raw materials and equipment from overseas
(Porter 1995).
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3.1.2 Internalization theory
Rooted in the general equilibrium theory of classical economics, internalization
theory focuses on the conditions under which it is more efficient to organize
economic activity in an internal market (central planning within a firm) or in an
external market (trade among autonomous entities) (Weisfelder 2001). It views the
internationalization process as the consequence of internalization – defined as "the
process of making a market within the firm" (Rugman 1981 pp. 28 and 50-51) –
across national boundaries. In other words, it is a process that represents the firm's
attempt to perfect an imperfect market as well as a reaction to market imperfections
through the exploitation of rent-seeking opportunities. The theory assumes that a
multinational enterprise first develops a firm-specific advantage in its home market,
which gives the firm superior production, marketing, and/or management
knowledge, and then starts internalizing when that asset cannot be exploited and
safe-guarded effectively through market (or contractual) transactions. Expansions
outside the firm's domestic market will then take place in nearby markets through
horizontal and/or vertical integration.
Internalization theorists predict that foreign direct investment will occur when the
benefits of internalization outweigh its costs and that exporting is often a mere
stepping-stone toward foreign direct investment, while other modes of foreign
involvement risk the loss of know-how and technology. However, the
internalization model does not explain the internationalization processes firms go
through. It only discusses some driving forces for foreign direct investment versus
other modes (Buckley and Casson 1998; Calof and Beamish 1995). Furthermore, it
has been criticized as being static, imprecise, and unable to be tested directly since
the measurement of key variables and appropriate proxies is problematic (Buckley
1988)
3.1.3 Eclectic framework
The eclectic paradigm of international production (Austin and Kohn 1990; Austin
1990) argues that firms internalize their activities in order to avoid disadvantages or
capitalize on the advantages of imperfections in external mechanisms of resource
allocation. It delineates that a firm’s choice of internationalization mode is made
based on the firm’s analysis of competitive advantages in three parameters:
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ownership (O), location-specific (L), and internalization (I) advantages. Ownership
advantages, such as economies of scale achieved through larger firm size and
economies of marketing achieved through common product differentiation, etc.,
arise from the common ownership of the international and local operations.
Location advantages come from national endowments in production factors.
Internalization advantages are derived from the control of valuable key assets by the
firm that cannot be efficiently licensed in the presence of significant transaction
costs or information asymmetries regarding a firm's reputation or quality. Therefore,
a firm’s decision to internationalize (by means of export and/or investment or by
contract or license) depends on which mode can best exploit its competitive
advantages.
A serious drawback of this approach is that it does not take into account the time
dimension of the investing phenomenon, nor does it distinguish between firms of
different internationalization stages. Furthermore, it tends to consider large firms
with considerable foreign presence to be valid empirical references without
investigating the pattern that firms follow in their internationalization process. In
fact, firm may de-internationalize for such reasons as the poor performance of
particular foreign operations, adverse governmental action, and the inability to
fulfill the expected benefits of diversification moves, acquisitions, cooperative
ventures, etc. (Benito and Welch 1997).
3.1.4 Market-imperfection paradigm
In explaining why firms engage in international operations, Hymer (1976)
suggested that they want to remove conflicts through centralized decision making,
or they possess some forms of advantages over the host country’s firms, or they
need to diversify to reduce risks. Hymer also argued that the forms of foreign
operations stem from the desired types of control, whether complete or partial,
which are rooted in the motivations causing the firms to operate overseas in the first
place. For instance, the two first motivations, i.e. the desire to remove conflicts and
possession of advantages, call for more complete control than the need to diversify
to reduce risks.
Developed from Hymer’s ideas, the market-imperfection paradigm argues that the
existence of foreign direct investment (FDI) is created by market imperfections
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(Kindleberger 1969), classified as market disequilibrium, government-imposed
distortions, market structure imperfections, and market failure imperfections (Calvet
1981), any of which can render higher efficiencies and profitability for the investing
firms. Market disequilibrium results from discrepancies in labor costs and rates of
technical and technological innovation. It can also result from differences in rates of
return on investments begotten by inefficiencies in securities markets or in the
overvaluation of a country’s currency by foreign exchange markets. The
disequilibrium allows firms to realize profits that they may not reap in their home
countries. At the same time, governments can create market distortions by means of
tariff, trade barriers, laws and regulations, as well as tax incentives and thus induce
firms to choose FDI. In addition, market structure imperfections occur in
monopolistic or oligopolistic markets, whose characteristics allow some firms to
influence the market equilibrium and reap higher surplus. Finally, market failure
imperfections brought about by external effects, public goods, and economies of
scale often force firms to establish foreign subsidiaries to provide channels for
lower-cost knowledge transfer and/or to slow down the dissipation of their internal
knowledge to competitors. Therefore, the market-imperfection paradigm contends
that firms’ advantages in investing abroad are related to the capacity of the firms to
take advantage of such imperfections.
The market-imperfection paradigm, however, only focuses on FDI and implies that
only large firms from rich countries have the capability to invest abroad. In reality,
however, third-world firms do invest abroad (Lall 1986; Lau 2003) and even small
firms from developing countries have been successful in doing so (Lau 1992).
These small firms open foreign operations not as an exploitation of market
imperfections but rather as a hedging measure for protectionism (Lau 1992).
3.1.5 Resource-based theory
The resource-based view considers a firm as both an administrative organization
and a collection of productive resources, including all assets, capabilities,
organizational processes, firm attributes, information, knowledge, etc., controlled
by the firm that enable it to improve its efficiency and effectiveness (Penrose 1959;
Barney 1991). It emphasizes that resources are central considerations in strategy
formulation (Grant 1991) to create organizational capabilities (Teece et al. 1997),
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core competences (Prahalad and Hamel 1990), and/or sustained competitive
advantages (Barney 1991), etc.
Like the eclectic framework, the resource-based view focuses on firm-specific
advantages to explain why firms internationalize and what mode they choose, but it
goes one step further by specifying the nature of the firm’s resources and
capabilities and investigates the resources underlying both product and international
diversification (Peng 2001). While transaction-cost theory focuses on the
exploitation of firm-specific advantages, the resource-based view emphasizes both
their exploitation and development (Madhok 1997). Since it investigates firms in
dynamic conditions, it is able to address different internationalization stages of the
firm and show the link between entry mode and performance.
However, the resource-based view does not adequately explain how firms develop
strategic alliances as it only focuses on organizational learning while strategic
alliances are a multifaceted phenomenon (Peng 2001). Nor can it explain the
internationalization phenomenon of firms from developing countries because it
assumes the equilibrium of product and factor markets (Barney 1991), thus taking
for granted the institutional factors that influence such markets. In fact, institutional
transitions profoundly affect strategic choices and firm performance in emerging
economies (Peng and Heath 1996).

3.2

Internationalization as an experiential learning process

Experimental-planning-process models have their theoretical base in the behavioral
theory of the firm. The behavioral school defines a business firm as a loosely
coupled administrative organization whose structure is the creation of the people
who run it (Penrose 1959), whereby its different factors have different interests and
ideas concerning its development (Aharoni 1966). The structure may develop rather
haphazardly in response to immediate needs, or it may be shaped largely by
conscious attempts to achieve a “rational” organization. It can, however, always be
adapted to the requirements of the firm – expanded, modified, and elaborated as the
firm grows and changes (Penrose 1959). Still, the firm is constrained by the
uncertainty of its environment, the problems of maintaining a viable coalition, and
the limitations on its capacity as a system for assembling, storing, and utilizing
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information. As a result, the firm acts as an adaptively rational system rather than an
omnisciently rational one and learns from its experience (Cyert and March 1992). It,
therefore, adapts its goals in response to the environment.
The school assumes that firms seek to avoid uncertainty (i.e. the entrepreneur's
confidence in his estimates or expectations) and risks (i.e. the possible outcomes of
action); they specifically seek to avoid the loss that might be incurred if a given
action is taken (Penrose 1959). Uncertainty results from the feeling that one has too
little information, leading to a lack of confidence in the soundness of the judgments
behind any given plan of action. Therefore, firms need to obtain more information
about the factors likely to affect their business by following regular procedures with
sequential considerations of alternatives and a policy of reacting to feedback rather
than forecasting the environment. To achieve a situation conducive to reasonably
manageable decision-making, they avoid planning where plans depend on
predictions of uncertain future events, while emphasizing planning where the plans
can be made self-confirming through some control device (Cyert and March 1992).
As planning proceeds, the firms will reach a point where they believe it is either
impossible or too expensive to attempt to obtain further information. At that point,
they must decide how far to commit resources to the activity in question in the face
of the irreducible uncertainty and of their estimates of risk (Penrose 1959). In other
words, there will be some reasonably definite limit beyond which firms will not feel
that the odds of gaining really justify the risk. Therefore, risk and uncertainty are
argued to play pivotal roles, both because they force firms to obtain certain types of
information before acting and because they affect the composition of the firms’
expansion plans – the variety of products, the time structure, and even the type of
process used (Penrose 1959).
Assuming that decision-makers and organizations are subject to (1) limited
rationality, (2) certain lack of knowledge about alternative actions and their
outcomes, (3) conflicting goals and aspirations, and (4) attempts at avoiding
uncertainty, the school refutes the economic school’s notion that
internationalization is the result of a strategy for optimum allocation of resources to
different countries where alternative ways of exploiting foreign markets are
compared and evaluated. Rather, it sees internationalization as the consequence of a
process of incremental adjustments to the changing conditions of the firm and its
environment (Aharoni 1966) because knowledge of foreign business can be
acquired only through direct experience (Penrose 1959). From this theoretical
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ground, different models have emerged to explain the different aspects of the
internationalization process as a firm’s expansion process, the direction and method
of which are determined by different kinds of inducements and difficulties.
3.2.1 Psychic distance
Proponents of the psychic distance concept argue that the concept has substantial
value in explaining a firm’s internationalization patterns. They define the concept of
psychic distance as those factors preventing or disturbing the flows of information
between firm and market (Johanson and Wiedersheim-Paul 1975, p. 308) and the
degree to which a firm is uncertain about a foreign market (Kogut and Singh 1988,
p. 413). This concept is unbounded in time and space (unit of analysis). The
definition emphasizes and affirms the view of internationalization as a dynamic
learning process, whereby managers must not simply accumulate information, but
must learn to interpret it correctly in order to generate an understanding of the
market and adapt to it (O'Grady and Lane 1996).
The concept, however, has been operationalized differently and thus studied using
different variables. Beckerman (1956) used the cost of traversing distance (rather
than the actual mileage involved) to explain the distribution of exports and imports
as he believed transaction costs have a significant impact on the distribution of
exports and imports. He concluded that firms will choose to import from and/or
export to “economically nearer” countries as opposed to others. Vahlne and
Wiedersheim-Paul (Vahlne and Wiedersheim Paul 1973, cited in O'Grady and Lane
1996) used differences in the level of economic development and education,
differences in “business language”, differences in culture and local language, as
well as the existence of previous trading channels. He concluded that firms will
successively enter markets at an increasing “distance” from the home country in
term of those variables. Hallen and Wiedersheim Paul (1993) focused on buyerseller reactions and argued that inter-country differences are likely to be more
important in consumer goods marketing than in industrial marketing, whereas the
inter-firm distance affects industrial marketing to a higher extent. Kogut and Singh
(1988) as well as Benito and Gripsrud (1992) used cultural dimensions developed
by Hofstede (1980), namely, uncertainty avoidance, individuality, tolerance of
power distance, and masculinity-femininity. They argue that firms start their
internationalization by moving into markets they can most easily understand and
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enter more distant markets only at a later stage. In other words, they will first go to
countries whose cultural values are least different from their home countries’ and
then gradually venture out along the continuum of cultural clusters. The cultural
similarity is manifested by the proximity of countries and by how readily they
merge to form analytically compact clusters (Hofstede 1980). For example,
Singapore, Hong Kong, India, and the Philippines are very similar and readily form
a cluster that is very distant in terms of value orientation from the cluster consisting
of Denmark, Sweden, Norway, the Netherlands, and Finland. Thus, firms from
Singapore, as the culture theories suggest, will expand to Hong Kong and other
countries within its cultural cluster before ever venturing to Denmark and the like.
In addition to these cultural elements, Nordstrom and Vahlne (Nordstrom and
Vahlne 1992, cited in O'Grady and Lane 1996) argued that psychic distance
variables include structural (such as legal and administrative systems) and language
differences as well, so they developed a psychic distance index in which the
rankings varied in some respects from those based on the adjusted data of
Hofstede’s. O'Grady and Lane (1996) added other business factors such as industry
structure and the competitive environment.
Despite the difference in variables used, psychic distance authors agree that firms
will internationalize first to countries that are of the least psychic distance and then
to others with successively greater distance in order to minimize the risks associated
with uncertainty (Ahokangas 1998). This is based on the assumption that
psychically close countries are more similar, and that similarity is easier for firms to
manage than dissimilarity, thereby making it more likely that they will succeed in
similar markets. This view appears to have high face validity since psychically close
countries are easier for companies to learn about (Kogut and Singh 1988), and thus
beginning in psychically close countries should improve a company’s chances of
success in those markets.
The empirical support for this theory, however, seems to be mixed. Supporting
evidence for the model includes research studies in Nordic countries (e.g. Johanson
and Wiedersheim-Paul 1975; Johanson and Vahlne 1977; Luostarinen 1979; etc.).,
but challenges to the model are also numerous. Gatignon and Anderson (1988)
found that socio-cultural distance (the difference between the home and host
cultures) did not have a significant impact, while country risk was the most
important variable affecting control. O’Grady and Lane (1996) demonstrated that
using the psychic distance concept may lead to failure because the similarity
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perceived to exist when entering psychically close countries does not necessarily
reduce the level of uncertainty faced or make it easier to learn about the country.
Moreover, a study of Hong Kong firms showed that they do not base their
international location choice on psychic distance factors but on the extension of the
Hong Kong market resulting from migration tide (Child et al. 2002).
Another problem of psychic distance literature is that it uses an absolute measure of
distance and does not deal with how the perceived psychic distance between
countries affects the decision-maker’s entry choice or the organization’s ultimate
performance in the new market (O'Grady and Lane 1996). Moreover, the psychic
distance concept is influential only during the early stages of internationalization,
especially agency establishment, while market size can be far more important in a
firm’s decision to set up foreign subsidiaries and production locations (Johanson
and Wiedersheim-Paul 1975).
3.2.2 Uppsala models
The Uppsala models – Stage Model of Internationalization (S-model) and the
Internationalization Process Model (IP-model) – are developed from research
studies performed on Nordic firms and/or within Nordic localities. They are named
as such because of their association with scholars from the University of Uppsala
and the Stockholm School of Economics. Both models characterize
internationalization as a sequential process that evolves from the interplay between
the development of knowledge and market commitment.
The S-model (Johanson and Wiedersheim-Paul 1975) considers the firm’s
internationalization process to be the interaction between attitudes of the firm
towards foreign activities and its actual behaviors. Like Vernon’s product cycle
theory (Vernon 1966), it assumes that firms first develop in their domestic markets
and then follow a series of incremental decisions in their internationalization
process since the most important obstacles to internationalization – lack of
knowledge and resources – can be reduced by means of a gradual process of
learning and decisions related to foreign markets and operations. Without
explaining why firms start exporting, the S-model assumes that firms start exporting
to neighboring countries or countries that are comparatively well-known and similar
with regard to business practices because of their lack of knowledge about foreign
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countries and a propensity to avoid uncertainty. Then the internationalization
progresses as a result of the increased need to control sales and the increased
exposure to offers and demands to extend the operations.
Therefore, this model predicts that firms rely on psychic distance factors such as
tariffs, non-tariff barriers, transport costs, and so on to decide which country
markets to expand their activities to. Within a specific country market, firms
internationalize in an established chain of four sequential steps (Johanson and
Wiedersheim-Paul 1975, p. 307):
−
−
−
−

Step 1: no regular export activities
Step 2: export via independent representatives (agents)
Step 3: sales subsidiary
Step 4: production/manufacturing”

This stepwise approach allows the firm’s top management to incrementally assess
the obstacles to internationalization, thereby predictably and incrementally reducing
risk (Johanson and Vahlne 1977). As the firm’s top management learns more about
the host country, the perceived risk of market investments decreases, so they are
likely to make larger resource commitments, which in turn leads to quite different
market experiences and information for the firm. The time it takes to learn may be
hypothesized to be related to how far the psyches between the home and host
countries are. The greater the psychic distance between the two countries, the more
time will be required to acquire the knowledge needed to reduce perceived risks.
Hence, the internationalization process can be very time-consuming.
The S-model contends that psychic distance is not the only important factor for
international operations but potential markets as well. Market size tends to have
decisive influence on the decision to set up sales subsidiaries and even more so for
production establishments because these moves generally require larger minimum
resource commitments than contracting agencies, which are more closely related to
psychic distance. Nevertheless, the firms need not follow the whole chain because
several markets are not large enough for the resource demanding stages, and firms
with more extensive experience from other foreign markets may jump stages
(Johanson and Wiedersheim-Paul 1975).
Recognizing that the S-model is rather static, Johanson and Vahlne (1977) refined it
and developed it into a dynamic model known as the International Process Model
(IP-model). The IP-model works on same assumptions as the S-model and also
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relies on the psychic distance concept. The IP-model differs from the S-model in
that it posits that the outcome of one decision – or more generally, one cycle of
events – constitutes the input of the next, assuming that the state of
internationalization affects perceived opportunities and risks which in turn influence
commitment decisions and current activities. It also assumes that striving to
increase its long-term profit (i.e., growth) while keeping risk-taking at a low level
characterizes decision-making on all levels of the firm.
The IP-model posits that the internationalization process is the interplay between
the state and change aspects of internationalization variables (figure 3-1). The
former are the resource commitment to the foreign markets and knowledge about
foreign markets and operations. The latter are decisions to commit resources and the
performance of current business activities.
Commitment decisions are based on both general market and market-specific
knowledge. General market knowledge is objective and can be taught, but it can
only formulate theoretical opportunities. Market-specific knowledge alone can
provide the framework for perceiving and formulating opportunities, but the only
way to acquire it is through a long learning process in connection with current
activities. As firms gain knowledge, they increase their commitment, and the more
commitments they make, the more knowledge they gain. In short, the essence of
this model is a self-reinforcing cycle of knowledge acquisition, risk reduction, and
increased market commitment. Therefore, it is adduced that the internationalization
process often proceeds slowly.
Figure 3-1: IP-model of internationalization
State aspects

Change aspects

Market
knowledge

Commitment
decisions

Market
commitment

Current
activities

(Johanson and Vahlne 1977, p 26)

Both of the Uppsala models have gained support from a number of empirical
research studies on the early stages of the internationalization (mostly the export
phase) of firms from developed countries (Johansson and Nonaka 1983; Davidson
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1983; Dichtl et al. 1984; Cavusgil 1984; Denis and Depelteau 1985; Bello and
Barksdale Jr. 1986; Karafakioglu 1986; Hook Jr. and Czinkota 1988; Fina and
Rugman 1996; etc.). However many research studies on an internationalization
process involving more modes of operation than just export, especially on the
internationalization process of firms from developing countries, show that the
models are not always applicable (e.g. Lau 1992; Dalli 1994; Bell 1995; Coviello
and Munro 1995; Zafarullah et al. 1998; etc.). One study of Swedish firms in Japan
(Hedlund and Kverneland 1985) suggests that entry and growth strategies in foreign
markets are changing toward more direct and rapid entry modes than what is
predicted by the Uppsala models of gradual and slow internationalization processes.
In Newbould et al.’s empirical research on small companies from the United
Kingdom (Newbould et al. 1978), the majority of the firms studied established their
first foreign manufacturing subsidiary without initially having formed a sales
company in the country. Even firms from developing countries are able to
internationalize more rapidly than the models predict (Lu and Beamish 2001). In
fact, many third-world firms do not internationalize in the pattern envisaged by the
models (Lau 2003). The poor empirical support has been argued to be a result of the
methodological limitations of the studies from which the models were built
(Hedlund and Kverneland 1985; Sullivan and Bauerschmidt 1990; Turnbull 1993).
In addition, they are too deterministic (Andersen 1997), overly linear (Melin 1992),
difficult to falsify (Sullivan and Bauerschmidt 1990), and applicable only to large
corporations (Oviatt and McDougall 1994). The concepts themselves are criticized
as being improperly defined so it is difficult to specify the necessary and sufficient
conditions to explain the nature of causal linkages between the internationalization
stages (Andersen 1993).
Indeed, the Uppsala models cannot explain the whole process of
internationalizations for several reasons. First, they deal only with the development
of the marketing side of the firm. As marketing tends to be more important in the
export stage than in any other stage and since both a lack of market knowledge and
shortage of market resources at this stage are still constraining factors, it is not
unexpected that the models are supported by research studies on export behaviors of
the firm. Nonetheless, even for this early stage, the models fail to present any valid
justification as to why merely the level of export sales should be a determinant of
export structure (Reid 1983). Second, they consider knowledge to be vested in the
decision-making system and do not deal explicitly with the individual decisionmaker or the specific properties of the various decision situations. However, in most
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small companies, especially entrepreneurial firms, the decision-makers at the apex
are the center of the decision-making process and their styles largely determine how
the business is run. Third, the models never discuss factors that may influence the
process because they expect that “the internationalization process, once it has
started, will tend to proceed regardless of whether strategic decisions in that
direction are made or not” (Johanson and Vahlne 1990, p. 12). This is not the case
in reality. Many businesses have been found to de-internationalize, e.g., dropping a
product, divesting a division, selling a foreign production plant, or laying off
people involved in their international operation, etc. (Calof and Beamish 1995;
Benito and Welch 1997; Pauwels and Matthyssens 1999; Pauwels and Matthyssens
2001; Burt et al. 2002; Palmer 2004). Fourth, they ignore the crucial issue of how
market characteristics and firm resources co-determine choices and changes in
particular export structures (Reid 1983). Fifth, they appear to be applicable only to
large corporations (Oviatt and McDougall 1997). And sixth, the models’ validity is
limited to countries which are rather small and highly industrialized since their
empirical studies rely almost exclusively on a Nordic context, which cannot
represent other countries.
3.2.3 Innovation-related models
While the Uppsala models focus on process-oriented learning in organizations of
any size, the innovation-related models (I-models) (table 3-1) focus mainly on
managers and other individuals in explaining the sources of the initial
internationalization of manufacturing SMEs. Concerned with the behavior of
specific firms in the market and not of specific countries, the IP-models put an
emphasis on commitment and knowledge rather than psychic distance.
They consider the internationalization process to be an export development process
and perceive it as an innovation process (extending from the point of no
involvement to the point when international activities are regarded as an ordinary
and accepted part of the firm’s activities). Similar to the step-by-step sequence of
adopting a new technology, the export development process is seen to be stimulated
by change agents, either internal or external or both, and each stage is characterized
by different psychological states (e.g., proactive vs. reactive). Thus, the I-models
assume that the individual decision-maker(s), not the firm’s structural design, is the
most critical factor in the internationalization process since the firm’s business
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behavior depends heavily on how strongly managers strive for profits, growth,
security, or survival in general, and on their estimates of costs and returns from a
specific course of action. In an attempt to fix the Uppsala models’ inability to
explain the nature of causal linkages between stages caused their lack of proper
definitions of concepts, the I-models specify variables and operational definitions
for the stages involved and variables that influence the process.
Bilkey and Tesar’s model (Bilkey and Tesar 1977) considers the export
development process similarly to Rogers’ model of innovation diffusion (Rogers
1962). It appears to be supported by the empirical studies listed in Bilkey’s
literature survey (Bilkey 1978) of 43 studies on the export behavior of firms from
11 countries. In this model, the export development process is conceptualized as a
learning sequence involving feedback or as export stages where considerations for
progression from one stage to the next tend to vary. First, the decision to engage in
active exploration of export opportunities is a function of the management’s general
perceptions of exporting and of foreign lands rather than of immediate economic
considerations. Then, the decision to go to the experimental export stage is mostly
determined by the receipt or non-receipt of an unsolicited initial export order,
followed by the quality and dynamism of the firm’s management. This stage is
critical because the company has decided implicitly or explicitly to make a
commitment to exporting and this can be regarded as adoption (Lee and Brasch
1978). Since firms are inexperienced at this stage, profit and growth expectations do
not influence their decision-making process. The management knows that the
expectations are based only on estimates which are inherently imprecise and thus
cannot have much confidence in them. However, the expectations become more
important when firms advance to the next stage because the firms have learned from
experience. Additional influential factors at this stage are barriers to exports such as
difficulty in understanding foreign business practices, different product standards
and consumer standards, difficulty in collecting money from foreign markets, and
difficulty in obtaining adequate representation in foreign markets.
Cavusgil’s model (Cavusgil 1990; Cavusgil 1982) sees export development as
following sequential stages: pre-involvement, reactive involvement, limited
experimental involvement, active involvement, and committed involvement. The
reasons for such an experimental manner are the management’s cautious behavior
resulting from a lack of confidence in an environment of greater uncertainty and the
decision-making dynamics found especially in smaller firms. Each stage of
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development is differently determined by the management’s level of awareness of
foreign market opportunities, the nature of information searching processes, the
management’s decision-making mode and the typical decision-making skills
utilized, and the nature of international marketing involvement. Like Bilkey and
Tesar’s, Cavusgil’s model suggests that firm size does not have an impact on the
firm’s progression along the internationalization path; however, it may have an
indirect effect on export behavior. This causes small and large firms to travel this
path at different speeds due to different availability of resources. In his later study
(Cavusgil 1984), Cavusgil added that the firm’s export activities are dependent on
both organizational and managerial characteristics (i.e., the management's
expectations regarding the firm's growth, market development, and profits; the
management’s attitudes towards risk-taking and desire to develop new markets; the
technology orientation of the firm; the extent of resource allocation to exporting as
exemplified by systematic exploration of foreign market opportunities; and the
formulation of a fixed export policy).
Reid’s model (Reid 1981) perceives the firm’s export behavior to be the product of
complex interactions between the firm and its decision-maker aiming at goals which
he considers important to himself and the firm. The model stresses that market
knowledge along with the idiosyncratic preferences of the decision-maker plays a
dominant role (cf. Aharoni 1966; Kolde 1968; Mayer and Flynn 1973; and Carlson
1975) while structural arrangements as intra-group trading, territorial allocations,
and sourcing policies are not of import. Therefore, individual abilities and
experience of the decision makers (such as type and level of education, foreign
nationality, ability to speak foreign languages, and extent of foreign travel, etc.) are
highly correlated with their recognition and influence on export entry. In the model,
the first stage is a problem- or opportunity-recognition stage, followed by a
motivation stage involving the motivational and attitudinal factors (such as the
management’s expectations, beliefs, and attitudes toward exporting and foreign
export markets) which affect considerations of foreign involvement and entry mode.
Then, in the trial stage, exporting responses to foreign orders make the firm evaluate
the effects of exporting on its profitability and sales stability goals. Positive
evaluations will result in the further expansion and consolidation of exporting as a
strategy of firm growth. This final stage of the export process can be considered as
the adoption stage.
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Stage 1:
Pre-involvement: The firm sells only to the
home market
Stage 2:
Reactive involvement: The firm responds to
unsolicited opportunities, searches for
information, and evaluates the feasibility of
undertaking exporting
Stage 3:
Limited experimental involvement: The
firm starts exporting on a limited basis to
some psychologically close country
Stage 4:
Active involvement: Exporting to more
new countries - direct exporting - increase
in sales volume
Stage 5:
Committed involvement: Management
constantly makes choices in allocating
limited resources between domestic and

Stage One:
Management is not interested in exporting;
would not even fill an unsolicited export
order.
Stage Two:
Management would fill an unsolicited
export order, but makes no effort to explore
the feasibility of exporting.
Stage-Three:
(Which can be skipped if unsolicited export
orders are received) Management actively
explores the feasibility of exporting.
Stage Four:
The firm exports on an experimental basis
to some psychologically close country.
Stage Five:
The firm is an experienced exporter to that
country and adjusts exports optimally to
changing exchange rates, tariffs, etc.
Stage Six:
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Cavusgil (1980, 1982)

Bilkey and Tesar (1977)

Table 3-1: Innovation-related models

Stage 1:
Export awareness: Problem or opportunity
recognition, arousal of need
Stage 2:
Export intention: Motivation, attitude,
beliefs, and expectancy about export
contribution
Stage 3:
Export trial: Personal experience from
limited exporting
Stage 4:
Export evaluation: Results from engaging
in exporting
Stage 5:
Export acceptance: Adoption of
exporting/rejection of exporting

Reid (1981)

foreign markets

Management explores the feasibility of
exporting to additional countries that
psychologically are further away.
And so on
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Cavusgil (1980, 1982)

Bilkey and Tesar (1977)

Reid (1981)

Compared to the Uppsala models, the I-models are more applicable to SME
internationalization and they appear to solve many problems inherent to the Uppsala
models. However, they are not without criticism. First, viewing exporting as an
innovation is not usual in that the idea is not totally foreign to the average
businessman and is an intangible idea rather than an object (Lee and Brasch 1978).
Second, the models have huge numbers of variables and are composed mainly of
non-observable concepts. This makes it difficult to delimit stages (Andersen 1993).
Third, the models do not take into account that today’s improved international
communication and transportation along with the homogenization of markets in
many countries may cause firms to skip stages or not to follow stages at all (Oviatt
and McDougall 1994). Fourth, their empirical studies have been limited to crosssectional methodology, which precludes studies of the moves by an individual firm
from one stage to the next. Reid (1981) acknowledged that case studies are needed
to develop substantive knowledge about the role of individual characteristics in
exporting behavior and provide evidence of causal relationships. He also called for
longitudinal studies which appreciate the multivariate nature of exporting as a
strategy of firm expansion. Indeed, the models’ thesis on successive engagement
has a historical component, thus, a longitudinal case study method is required to
demonstrate the validity of the model (Calof and Beamish 1995). And last but not
least, export is only one aspect of the internationalization process; therefore, it is not
possible to use the I-models to explain the complete process of internationalization.

3.3

Internationalization as a contingent process

The contingency perspective postulates that a firm's internationalization process
depends on contextual factors, e.g. business environment, industry structure, firm
structure, the firm’s marketing strategy, etc. (Welch and Luostarinen 1993b).
Therefore, different firms may go through different processes, and foreign market
entry modes are different forms of business activity suitable for different types of
firms in different circumstances, conditions, and areas of competence. Roberts
(1999) found that the nature of the stages through which business service firms
progress differs from that of manufacturing firms (Jones 1999; Jones 2001). Small
companies in the high-tech sectors tend to adopt rapid internationalization processes
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wherein their international development does not follow a predictable order (Boter
and Holmquist 1996).
3.3.1 Adaptive models
Lam and White’s adaptive-choice model (figure 3-2) considers internationalization
as one of the challenges the environment imposes upon organizations, which are
open, natural, and living systems inseparable from the influences and uncertainties
of their environments (Lam and White 1999). It assumes that managers are
boundedly rational with cognitive limitations and their voluntary managerial
choices impact the outcome of the change process because they play active roles in
the process. Therefore, the internationalization process is a change process that
unfolds as a firm adapts itself to new environments.
The model argues that a firm’s internationalization process evolves as a result of the
congruence among the structural choices (as delineated in the Uppsala models),
strategic choices, and human resource choices that the firm makes when solving
internal problems during its international expansion. Although the process follows
stages of evolution, its pattern is unique to each firm as it has to fit the firm’s
organizational history, culture, and other factors constraining the change process.
During each expansion phase, decisions for each managerial dilemma are
interdependent as adaptive choices occur simultaneously and are mutually
exclusive. The export phase has structural and strategic ramifications in that the
firm needs to decide the location of its export functions and the extent of product
changes to accommodate local preferences of the new market. And the stage of joint
ventures presents a different set of strategic, structural, and human resource
dilemmas (e.g., strategic dilemmas involving how much product knowledge and
technological know-how to share with their local partners; structural dilemmas
revolving around power sharing between partners; human resource dilemmas
surrounding employee loyalty, performance evaluation and other personnel issues).
These dilemmas will change drastically as the firm evolves into the stage of whollyowned subsidiaries.

65

Figure 3-2: Adaptive-choice model
Stages of Evolution

Export
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Owned
Subsidiary

Joint
Venture

Domestic
Corporation

Multinational
Corporation
Strategic Choices

Structural Choices

Human Resource Choices

Critical Managerial Dilemmas

(Lam and White 1999, p. 109)

The adaptive-choice model, however, has limited predictability since its thesis is
“anything can happen”. Moreover, it considers that the multinational corporation is
the target organizational form and that the internationalization process is a noturning-back one. In reality, many firms do de-internationalize when
internationalization does not help them to achieve their goals (Benito and Welch
1997; Pauwels and Matthyssens 1999; Pauwels and Matthyssens 2001; Burt et al.
200; etc).
Calof and Beamish’s international-adaptation model (figure 3-3) (Calof and
Beamish 1995) also posits that firms internationalize in sequential steps. Unlike the
other stage models, however, it argues that a firm may withdraw from its
internationalization plans, and its ensuing internationalization pattern (deinvestment, one-step and multi-step investment) depends on the nature of stimuli,
decision-makers’ interpretation of the stimuli, and the mediating variables
associated with the internal and external environments. When stimuli and mediating
variables change, they can lift the constraints preventing the firm from previously
selecting its most desired mode and alter the management’s beliefs towards market
potentials and modes’ costs/benefits. Therefore, the firm will change its
internationalization mode accordingly.
The model stresses that what drives a firm’s internationalization process is the
decision-makers’ attitudes and not necessarily objective environmental factors; thus,
how accurately these attitudes reflect the actual environment will determine whether
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the firm’s internationalization path is a direct and appropriate one or a zigzag one.
Even with the same environmental stimuli, different firms may choose different
modes because not all decision-makers’ perceptions change to the same degree in
response to the stimuli. Some may follow a single-step mode or skip stages. The
multi-step mode may result when the management feels that the firm has sufficient
slack of resources and/or if they have extensive international experience and
confidence in their skills.
Although the international-adaptation model identifies variables pertaining to the
internationalization process, it does not explain how these variables influence the
process. For that reason, its predictability is limited.
Figure 3-3: International-adaptation model
Stimuli for internationalization change:
•Opportunity
•Environmental change
•Internal change
•Performance
•Learning

Perception of
mode costs,
risks, potential

Perception of
market risks,
potential, costs

Mediators:
•Environment
•Resources/Organization
•Strategy
Internationalization pattern

(Calof and Beamish 1995, p. 126)

3.3.2 Network-based perspective
Drawing on the theories of social exchange and resource dependency, the networkbased perspective focuses on firm behavior in the context of a network of inter67

organizational and interpersonal relationships involving customers, suppliers,
competitors, private and public support agencies, family, friends, and so on
(Coviello and McAul 1999). The network theory argues that a firm has to develop
and nurture various relationships with other actors in the same network both before
and after the firm operates in its production chain (Ghauri 1993). It assumes that the
individual firm (whose position in its network is developed through activities in the
network and defines important possibilities and constraints for present and future
activities) is dependent on resources controlled by other firms and that markets are
stable and changing networks of relationships between firms.
In this perspective, internationalization means that the firm establishes and develops
positions in relation to counterparts in foreign networks “(1) through the
establishment of positions in relation to counterparts in national nets that are new to
the firm, i.e., international extension; (2) by developing the positions and increasing
resource commitments in those nets abroad in which the firm already has positions,
i.e., penetration; and (3) by increasing co-ordination between positions in different
national nets, i.e., international integration” (Johanson and Mattsson 1993, p. 309).
In other words, internationalization is a question of not only moving production
abroad but also of exploiting potential relationships across borders, assuming that
the driving forces for internationalization are the firm’s desire to utilize and develop
its resources to serve its long-term economic objectives (Johanson and Mattsson
1993). As this process depends on the firm’s set of network relationships rather than
a firm-specific advantage, it reflects a process of externalization rather than
internalization.
The network-based internationalization model (table 3-2) posits that the
internationalization characteristics of the firm and of the market influence the
internationalization process (Johanson and Mattsson 1993). The early starter does
not know much about foreign markets, and it cannot count upon utilizing
relationships in the domestic market to learn about foreign markets, so it begins
internationalization in nearby markets, using agents rather than subsidiaries. The
lonely starter has more experience in relationships with and in foreign countries
than other firms in its production net and thus may function as a bridge to promote
internationalization among other firms. If the market is highly internationalized, the
late starter enjoys indirect relationships with foreign networks and can be pulled out
to internationalize. Its international extension pattern is, therefore, configured by the
relations. Further internationalization is probably predominantly dependent on the
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firm’s configuration of network positions and on its ability not only to co-ordinate
its own resources in different parts of the world, but also to influence, through its
market assets, the use of resources owned by other firms.
Table 3-2: Network-based internationalization model
Degree of internationalization of the market
(the production net)
Low
High
Low
The Early Starter
The Late Stater
High
The Lonely
The International
International
Among Others

Degree of
internationalization
of the firm

(Johanson and Mattsson 1993, p. 310)

A critical problem with the network theory is that it offers imprecise conclusions
about the manifestations of internationalization (Bjorkman and Forsgren 2000).
Consequently, it cannot provide satisfactory models for predictions. It can only help
us to understand market behavior in general, but it cannot give a specific answer to
the research question of how firms internationalize.
3.3.3 Institutional theory
Institutional theory argues that the institutional environment surrounding
organizations strongly influences their organizational processes and decision
making (Scott 1995). It indicates that organizations are bounded by institutional
rules that structure human interactions in societies (Menard 1991). Empirical
studies have found that institutional factors are important determinants of foreign
entry mode choice (Yiu and Makino 2002; Davis et al. 2000). At present, research
under this perspective is limited to identifying factors influencing the
internationalization process rather than the process itself.
In transitional economies, firms often face more institutional constraints than their
counterparts (Peng and Heath 1996; Peng 1997), and transaction costs for these
organizations are higher than those in developed countries because of lack of a
formal institutional structure (North 1990). However, institutions may be beneficial
to firms if they have an adaptive ability that allows them to move beyond
institutional constraints (Oliver 1991). Since most developing countries are still
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heavily regulated, this perspective is a promising approach to study the
internationalization of third-world firms. However, we must be cautioned that one
cannot adequately explain the behavior of firms or predict the likelihood of success
merely by examining the nature of environmental conditions since “firms not only
alter the environmental conditions necessary for the success of their actions, but,
even more importantly, they know that they can alter them and that the environment
is not unaffected by their activities” (Penrose 1959, p. 42).
3.3.4 Evolutionary theory
Evolutionary theory assumes that the world is too complicated and unpredictable
for firms to comprehend. However, it does not consider a firm’s behavior as a series
of purely random events. It claims that firms are somewhat systematic in the way
they conduct their affairs though they are subject to random turns of events that
cannot be foreseen (Nelson 1995). When faced with changes in the environment,
firms will adapt accordingly. Thus, in the globalizing economy, firms adapt to the
environment by internationalizing (Kogut and Zander 1993). In response to existing
markets and new markets generated by the environment, the firms may be engaged
in both adaptive and exploratory searches (Cattani and Tschoegl 2002). This
approach, however, has been unable to provide a generalizable explanation. Rather,
its explanation is only firm-specific.
3.3.5 Population-ecology theory
Population ecology emphasizes the external control of organizations, arguing that
environmental discontinuities create niches for different types of organizations to
spring up, and it is the environment which influences the selection of those forms
and activities that fit best (Aldrich and Pfeffer 1976). It claims that business
behavior is a purely random event and there is a lack of connection between
managerial decision-making, firm strategy, environment, and performance (Hannan
and Freeman 1977). Therefore, it can be inferred that a firm’s internationalization is
a random act which suffers from chance occurrences and unpredictable events. That
is, some firms will haphazardly succeed and others will fail in their efforts to
internationalize. The model’s bottom line is that it draws explicit attention to the
environmental determinants which may facilitate or constrain changes, although it
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does not explain why certain organizations and not others adapt to external
requirements, (Strandskov 1993)
To date, there is only one published study employing the population-ecology
theory: Mascarenhas and Sambharya (1996) incorporated the population-ecology
perspective into their examination of the founding and mortality rate of international
firms in global competition. Thus, it is too early to make an insightful critique of the
validity of this approach in uncovering the internationalization process of firms.
3.3.6 Intelligent-design theory
Besides the mainstream ecological theories, there exists intelligent-design theory,
which is an unconventional ecological theory opposing evolutionary theory.
Intelligent-design assumes that the universe is too complex and the condition of life
too exacting, and therefore, life and the universe could not have developed in such a
sophisticated way without the help of some external agent, e.g., God or a similar
entity (Behe 1996; Dembski 1998; Dembski and Colson 2004). Consequently,
internationalization, like other activities, is an act of such an external agent, and its
pattern or outcome is unforeseen by human analysis. However, this controversial
theory is not (yet) accepted as a scientific theory in non-religious institutions.

3.4

Research gap and research questions

The economic school posits that firms internationalize in a systematically planned
manner which requires the firms to be extremely rational and well-informed; thus, it
may not be able to explain the behaviors of Vietnamese SMEs. First, Vietnamese
SMEs suffer from constraints (such as limited access to information channels, poor
training, and strong governmental censorship) that can cause them to make
irrational decisions. Even if such barriers are not present, their decision makers, like
most managers in any other country, rarely make decisions under rigorous
rationality (Mintzberg et al. 1976). One must also keep in mind that managers’
perceptions, values, and affinities strongly influence their decision-making
processes (Barretto and Rocha 2001). In addition, they face strong constraints in
terms of resources and information access and cannot afford thorough and efficient
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market information collection and analysis. Even amid Vietnam’s ongoing
internationalization process, very few firms have any clear expectations of
continuing internationalization or have an idea of what further liberalization will
mean (Kokko and Sjöholm 2004). Moreover, Masurel and Smit (2000) observed
that the poor quality of Vietnamese management and entrepreneurship leads to a
serious lack of business planning. In many cases, doing business abroad is like
taking cautious steps into unknown territory rather than a consequence of rational
choice based on economic analyses because the difference between conducting
business in the home country and abroad can be analyzed largely in terms of the
level of knowledge within the firm itself and managers’ work may be much more
fragmentary and less rational than what the traditional economic theories assume
(Bjorkman and Forsgren 2000). Indeed, there is ample evidence that the majority of
SMEs in the early stages of internationalization do not analyze the market
systematically (Papadopoulos 1988). Another problem with the economic school’s
models is that they dictate lengthy planning, but statistics have shown that many
SMEs do internationalize at early stages, even almost from inception, and they do
so quickly in the presence of elusive market opportunities and volatile business
environments (UNCTAD 1993; OECD 1997). On the other hand, the decisionmakers may lead their firms to internationalize just to satisfy their private desires
regardless of whether or not such action actually brings benefits to the firms. Those
private motives may be related to monetary benefits or merely psychological
satisfaction, reflecting the desire, drive and enthusiasm of the management for
international activities to increase the private benefits associated with the foreign
presence of their companies (Calof 1993; Moorman 1995). Thus, we should not
expect Vietnamese SMEs to be able to thoroughly search markets and follow a
systematic planning process.
Research in the behavioral school only focuses on the early stages of
internationalization and theorizes that firms follow sequential stages in their
international expansion. Its consideration of incremental commitments as riskavoidance behaviors implies that companies must be successful with lower
commitments in terms of the foreign operating mode (such as exporting) before
they are willing to make higher commitments in terms of the foreign operating
mode (such as foreign direct investment). But in reality, firms do make higher
commitments because of failure with lower commitments (Chen et al. 2001). Given
its numerous contradictory empirical results, as discussed in section 3.2, the
behavioral school’s stage theory only has “merit in its use as a framework for
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classification purposes rather than for an understanding of the internationalization
process itself” (Turnbull 1993, p. 183). Since research studies in this school only
explain a part of the internationalization process, i.e., the early stages of
international expansion, and the explanation has significant shortcomings, we
cannot expect it to adequately explain how Vietnamese SMEs internationalize.
Unlike the economic and behavioral schools, which exhibit some form of strategic
decision-making in the firm’s internationalization process, the ecological school
looks into non-hierarchical systems of the firms’ international network (Johanson
and Mattsson 1993). Drawn on the theories of social exchange and resource
dependency with a focus on firm behavior in the context of a network of interorganizational and interpersonal relationships, the contingency perspective
anticipates that the act of internationalization depends on the firm’s relationships
and external environment rather than its firm-specific advantage (Bailey 1996;
Granovetter 1985). This approach seems promising for the study of Vietnamese
SME internationalization because institutions in Vietnam are developing quickly
and opening Vietnamese SMEs to new market opportunities as well as partnerships.
However, the existing body of SME internationalization research under the
contingency perspective is still very thin and it is unclear which contextual factors
of the numerous possible ones such as initial resources, networking condition with
stakeholders, marketing strategies, industrial characteristics, etc. influence the
firm’s internationalization process and how. Therefore, it is not possible to posit any
contextual factors that may come into play in the internationalization process of
Vietnamese SMEs.
In short, none of the three schools is able to explain the nature of Vietnamese SME
internationalization. In other words, nothing about the nature of the Vietnamese
SME internationalization process is known. Since Vietnamese SMEs play a vital
role in Vietnam, which is increasingly integrating into the international economy,
this research aims at giving voice on this unexplored problem and advancing a
theory in this area. To do so, this research seeks to answer two fundamental
questions in process research suggested by Pettigrew (1992) and Van de Ven
(1992). The specific statement of the research problem and research questions is
provided in table 3-3.
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Table 3-3: Statement of research problem and research questions
Research problem

Goals

What is the nature of the
internationalization process of
Vietnamese SMEs?

- To give voice to an unexplored problem
- To advance theory
- To find out what lessons Vietnamese SME
managers and policy makers can learn to
facilitate their internationalization endeavors

Research questions

Objectives

1. Why do Vietnamese SMEs
choose to internationalize?

- To identify factors that motivate these firms to
internationalize

2. How do they internationalize?

- To uncover their internationalization
strategies
- To learn about their internationalization
strategy development
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4.0 Research methodology

Chapter 3 demonstrates that the existing internationalization literature is not
adequately equipped to explain the internationalization process of Vietnamese SMEs
because the underlying assumptions of the existing theories do not hold in the context of
Vietnam. If previous empirical and theoretical works are considered inadequate to
tell us what the process is, it is not possible to deduce an answer from them. In this
case an inductive approach should be chosen instead. Therefore, I found it
worthwhile to develop and implement a research project designed for the purpose of
constructing conceptual categories that could help us identify and discuss, from a
management perspective, how and why Vietnamese SMEs pursue their
internationalization endeavors. This chapter argues for the use of a Straussian
grounded theory approach, then presents how I collected and analyzed the data
according to the Straussian guideline, and subsequently comments on the validity,
reliability and possible limitations of this research.

4.1

Argument for using Straussian grounded theory

4.1.1 Research approach
Research in social sciences is conducted for one or more of the following major
goals: (1) to identify general patterns and relationships, (2) to test and refine
theories, (3) to make predictions, (4) to interpret significance, (5) to explore
diversity, (6) to give voice to an unexplored problem, and (7) to advance new
theories (Ragin 1994, pp. 32-33). However, these goals are competing in nature;
obviously, no one can tackle all of them in the same study. For example, it is not
valid to advance a theory and test it in the same project because the data used to
generate a new theory should not be used to test it. Since social researchers have
multiple goals which can be competing, they have developed a wide variety of
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strategies from qualitative, quantitative, and comparative approaches in order to
accommodate these goals (table 4-1).
Table 4-1: Goals and methodologies of social research
Goal of Social Research Qualitative
research

Quantitative
research

Comparative
research

Identify broad patterns

n/a

primary

secondary

Testing/refining theory

secondary

primary

secondary

Making predictions

n/a

primary

secondary

Interpreting significance primary

n/a

primary

Exploring diversity

secondary

secondary

primary

Giving voice

primary

n/a

n/a

secondary

primary

Advancing new theories primary

(Adapted from Ragin 1994, p. 51)

Qualitative research, sometimes called relativist or phenomenalist, can be described
as any social science research that produces results that are not obtained by
statistical procedures or other methods of quantification; the analysis must be
qualitative although some of the data may be quantified (Bouma and Atkinson
1995; White 2000). It aims at answering questions that stress how social experience
is created and given meaning (Denzin and Lincoln 2003), emphasizes in-depth
knowledge as well as refinement and elaboration of images and concepts, and
focuses on the commonalities that exist across a relatively small number of cases in
depth to develop ideas and advance theories rather than testing theories (Ragin
1994; Maxwell 1996). The essence of this approach is to view events from the
perspective of the people who are being studied; thus, it is well-suited for research
studies that aim at understanding the meaning of the events, situations, and actions
these people are involved in and the meaning of the accounts that they give about
their lives and experiences. It can also well serve the purpose of understanding the
particular context within which the participants act and the influence of that context
on their actions. It is especially well-suited to understanding the process by which
events and actions take place (Bouma and Atkinson 1995; Maxwell 1996).
While qualitative research tends to be associated with an emergent research design,
quantitative research tends to be associated with a predetermined research design
(Denscombe 1998). The latter, sometimes referred to as positivist, constructs
images by showing the co-variations between two or more features or attributes
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across a very large number of cases (Ragin 1994). It is interested in variance theory,
i.e., whether and to what extent variance in x causes variance in y (whereas
qualitative research is interested in process theory, i.e., how x plays a role in causing
y). Hence, it uses statistical analysis, which provides the studies with higher levels
of reliability and ultimately generalizability (Black 1999). With the use of a wide
variety of statistical methods, quantitative analysis can identify general patterns and
relationships, test theories, and make predictions (Ragin 1994). Though quantitative
approaches are useful for uncovering synchronic features of structure, they are less
able to address diachronic process-based issues concerning why events happen and
how they unfold over time (Denzin and Lincoln 2003). It is because quantitative
methods, with their broad approach, often preclude intra-organization analysis in
depth and do not appreciate possible profound insights (Remenyi et al. 1998).
Lying halfway between the qualitative approach and quantitative approach in terms
of the number of cases studied (small for the former and very large for the latter) is
the comparative approach. This method makes use of cross-comparison analysis to
advance new theories. Its focus is on examining patterns of differences and
similarities among sets of cases that are clearly bounded in time and space; thus, it
is well-suited to the goals of “exploring diversity, interpreting cultural or historical
significance, and advancing theory” (Ragin 1994, p. 108)
Having considered all three approaches, I found the qualitative approach to be the
most suitable one for this particular research project because of the goals I wanted
to reach and the subject I intended to study. First and foremost, this research project
was driven by the lack of research on the international development of Vietnamese
SMEs, which have been increasingly active in the international market and whose
success or failure determines the economic health of Vietnam. In other words, one
major goal was to give voice to a phenomenon that had never been researched
before. Second, this study’s intended contribution to the literature is a new
internationalization theory that can explain how and why Vietnamese SMEs
internationalize. Studying this phenomenon means studying a strategy process
because internationalization involves changing both perspectives and positions.
Indeed, it “determines the ongoing development and change in the international
firm in terms of scope, business idea, action orientation, organizing principles,
nature of managerial work, dominating values, and converging norms” (Melin
1992, p. 101). Such a process can be seen as a pattern in the stream of actions of the
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firm (Mintzberg 1978). Thus, to understand it, one should open the “black-box”,
i.e., the firm, and study it from within (Engwall and Wallenstål 1988).
4.1.2 Research strategy
Since nothing had been researched in this area and deductive answers from earlier
research studies were not satisfactory, the number of relevant categories and
variables to answer the research questions was unknown. This called for a research
methodology that allows for the development of conceptual categories and their
relationships from raw data. Of the available strategies in qualitative research
classified by Patton (2002) (table 4-2), grounded theory research – a scientific
method concerned with the detection and explanation of social phenomena (Haig
1995) by answering socially purposeful questions of what is happening and why
(Douglas 2004) – was found to be the most appropriate for this research for three
reasons. First, grounded theory is particularly suitable when “the topic of interest
has been relatively ignored in the literature or has been given only superficial
attention” (Goulding 2002, p. 55). Such is the case with research on Vietnamese
SME internationalization. Second, grounded theory well serves the purpose of this
research project, which is to generate a theory that can explain a process (Patton
2002). And third, grounded theory enables researchers to generate theories that “(1)
enable an explanation of behavior, (2) are useful in advancing a theory, (3) are
applicable in practice, (4) provide a perspective on behavior, (5) guide and provide
a style for research on particular areas of behavior, and (6) provide clear enough
categories and hypotheses that crucial ones can be verified in present and future
research” (Goulding 2002, p. 43). These match the objectives of this research
project well.
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Table 4-2: Variety in Qualitative Inquiry
Perspective

Central Questions

1

Ethnography

What is the culture of this group of people?

2

Auto-ethnography

How does my own experience of this culture
connect with and offer insights about the culture,
situations, events, and/or way of life?

3

Reality testing: Positivist What is going on in the real world? What can we
and realist approaches
establish with some degree of certainty? What are
plausible explanations for verifiable patterns? What
is the truth insofar as we can get at it? How can we
study a phenomenon so that our findings
correspond, as much as possible, to the real world?

4

Constructionism/
constructivism

How have the people in this setting constructed
reality? What are their reported perceptions,
"truths", explanations, beliefs, and worldview?
What are the consequences of their constructions for
their behaviors and for those with whom they
interact?

5

Phenomenology

What are the meaning, structure, and essence of the
lived experience of this phenomenon for this person
or group of people?

6

Heuristic inquiry

What are my experiences of this phenomenon and
the essential experience of others who also
experience this phenomenon intensely?

7

Ethno-methodology

How do people make sense of their everyday
activities so as to behave in socially acceptable
ways?

8

Symbolic interaction

What common set of symbols and understandings
has emerged to give meaning to people's
interactions?

9

Semiotics

How do signs (words, symbols) carry and convey
meaning in particular contexts?
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10 Hermeneutics

What are the conditions under which a human act
took place or a product was produced that make it
possible to interpret its meanings?

11 Narratology/ narrative
analysis

What does this narrative or story reveal about the
person and world from which it came? How can this
narrative be interpreted to understand and illuminate
the life and culture that created it?

12 Ecological psychology

How do individuals attempt to accomplish their
goals through specific behaviors in specific
environments?

13 Systems theory

How and why does this system as a whole function
as it does?

14 Chaos theory: Nonlinear
dynamics

What is the underlying order, if any, of a disorderly
phenomenon?

15 Grounded theory

What theory emerges from systematic comparative
analysis and is grounded in fieldwork so as to
explain what has been and is observed?

16 Orientational: Feminist
inquiry, critical theory,
queer theory, among
others

How is X perspective manifest in this phenomenon?

(Patton 2002, pp.132-133)

Since its introduction in 1967, grounded theory has been progressively developed as
“a problem-solving endeavor concerned with understanding action from the
perspective of human agents” (Haig 1995). The evolution of the grounded theory
method has led to the formation of two camps, each subtly distinguished by its own
ideographic procedures: the Glaserian school and the Straussian school. Although
academic research seldom states the differences between the two schools (Locke
1996; Goulding 2002), grounded theory researchers must make a choice between
the less specific analytical Glaserian approach and the Straussian provision of more
detailed operational guidelines
The Glaserian school stresses the interpretive, contextual and emergent nature of
theory development. It states (Glaser 1992, p.25): “The research question in a
grounded theory study is not a statement that identifies the phenomenon to be
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studied. The problem emerges and questions regarding the problem emerge by
which to guide theoretical sampling. Out of open-coding, collection by theoretical
sampling, and analyzing by constant comparison emerge a focus for the research”.
Therefore, its very strong dicta are: (1) “do not do a literature review in the
substantive area and related areas where the research is to be done” and (2) “when
the grounded theory is nearly completed during sorting and writing up, then the
literature search in the substantive area can be accomplished and woven into the
theory as more data for constant comparison” (Glaser 1998, p. 67). This research,
however, was led by research questions; consequently, Glaserian grounded theory is
an ill-suited approach. Moreover, this approach is rather unrealistic because going
into the field without an idea of what to look for makes it, in the first instance,
rather impossible to achieve results and the process may take forever. This research
project was subject to time and resource constraints.
The Straussian school, on the other hand, emphasizes highly complex and
systematic coding techniques and permits a preliminary literature study to identify
research problems and the areas in which to look for data. According to Straussian
guidelines, "the researcher does not begin a project with a preconceived theory in
mind” (Strauss and Corbin 1998, p. 12). Rather, he/she “begins with an area of
study and allows the theory to emerge from the data” (Strauss and Corbin 1998, p.
12). In this process, the researcher has to take special care to “avoid imposing
concepts that reflect his/her own epistemological predilections other than those
emerging from interaction with the study site, its participants and subsequent data”
(Douglas 2004, p. 60). Therefore, I considered Straussian grounded theory to be
more appropriate than Glaserian and employed this method for this research project.

4.2

How data was collected and analyzed

This study was clearly positioned to use Straussian grounded-theory strategy; thus,
its research design followed the contemporary guideline set forth by Straussian
theorists. In brief, it mandates a recursive process of data collection, data coding,
comparative analysis, and theoretical sampling until theoretical saturation (Glaser
and Strauss 1967; Locke 1996; Strauss and Corbin 1998; Goulding 2002). Figure 41 is a visual representation of the Straussian grounded theory research procedure.
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Figure 4-1: Grounded theory's recursive analytic operations
Theoretical
sampling

Collect data

Generate
conceptual
categories

Compare
data
observations

Theoretical
sampling
(existing
data set)

Theoretical
sampling

Generate theoretical
statements

(Locke 1996, p. 240)

With an initial set of data, the researcher does open-coding – microscopic
examination of data for concepts – to generate conceptual categories and determine
how the categories vary dimensionally. The next step is axial-coding – comparison
of data observations – to find out the relationship between the categories at the level
of properties and dimensions. Then the researcher does selective-coding to integrate
the categories in order to build a theory with theoretical statements. To validate
hypotheses of the emerging theory, he/she collects new data with theoretical
sampling logic and goes through the three coding processes again. The task is
recursive and completed only when he/she reaches theoretical saturation, which is
the point where the theory is refined and thoroughly validated.
4.2.1 Data collection strategy
4.2.1.1 Sampling method

Sampling for grounded theory analysis must not obey the principles of statistical
sampling but rather the principles of theoretical sampling as defined by Strauss and
Corbin (Strauss and Corbin 1998) because the research process is a process of
discovery rather than hypothesis testing (Denscombe 1998). For a pilot study at the
outset of the sampling process, I reasoned that I needed to pick a firm that had been
involved in as many of the operation modes broadly defined in chapter 1 (namely
inward, outward, and cooperative operations) as possible in order to build the initial
skeleton for the theory. Of the possible candidates, the pilot case was selected by
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convenience, access, and geographic proximity (Yin 2003). The founder of the first
case is actually a long-time friend of mine, and he is now a professor of
entrepreneurship at a university in the United States. Our relationship and his
understanding of the literature allowed for in-depth interviews in which we
discussed the phenomenon from both theoretical and empirical perspectives. The
considerable insight from this pilot study enabled me to design better questions to
ask subsequent cases (see appendix C).
After the pilot case had been analyzed, subsequent cases were selected based on the
analysis of the previous cases. Following Strauss and Corbin’s guideline (1998), I
did not try to control variables or look for representativeness or distribution of
population; rather, I looked for how concepts vary dimensionally along their
properties. In other words, new evidence found at each stage was used to modify or
confirm the emerging theory, which then pointed to an appropriate choice of
instances in the next phase (Denscombe 1998). The following example illustrates
how I sampled. Firm C1 internationalized immediately after its inception and its
founder considered market demand to be the strongest driver; thus, I hypothesized
that demand factors could influence the firm’s internationalization timing. To
validate this hypothesis, I analyzed two more firms which started internationalizing
at relatively the same time and operated in the same industry (to make sure the
external conditions were the same); however, one of them internationalized
immediately while the other internationalized ten years after its inception.
At the beginning of the data gathering process, I did not fix the number of cases but
continuously added more cases until I reached the theoretical saturation point
(Glaser and Strauss 1967; Tashakkori and Teddlie 1998; Yin 2003). My sampling
stopped after 35 cases, when I could not find any new evidence which could inform
or underpin the development of theoretical points of the emerging theory. It should
be noted that all cases were checked against the database provided by the
Vietnamese government’s Agency for SME Development to make sure that they
qualified as SMEs according to the official definition (see chapter 1).
4.2.1.2 Data sources

This research relies on multiple sources of evidence (table 4-3) so it has the
strengths of each one. Of these sources, I consider qualitative, in-depth, semistructured interviews to be the most important data source because, in comparison
83

with other sources, they can provide richer and deeper insights into the complex
phenomena under investigation by answering why and how research questions
(Easterby-Smith et al. 1994; Eisenhardt 1989; Perren and Ram 2004; Yin 2003). My
informants were managers who were deeply involved with key decision-making
processes in their respective firms in regard to making and implementing their
internationalization strategies. Since these managers are clearly the most
knowledgeable sources of information about their international activities (Shook et
al. 2003), I believe the interviews with them were the most important source for
insightful first-hand information.
Table 4-3: Sources of evidence and their strengths
Source of evidence Strengths
Interviews

1) targeted - focuses directly on the topic
2) insightful - provides perceived causal inferences

Documentation

1) stable - can be reviewed repeatedly
2) unobtrusive - not created as a result of the case study
3) exact - contains exact names, references, and details of an
event
4) broad coverage - long span of time, many events, and many
settings

Archival records

1) [same as above for documentation]
2) precise and quantitative
(Adapted from Yin 2003)

Each informant was interviewed twice (average of two and a half hours the first
time and one hour the second time) over the course of 18 months, from October
2005 to March 2007. After making clear to them the purpose of my study, I was
allowed to study some of their company documents a month before the actual
interviews so that I could pose more informed questions. Besides studying their
company documents, I also looked at newspaper articles, statistics reports, and
industry reports to understand the environment in which these firms operate and to
compare the public knowledge against their perception.
I agreed to keep their company identity strictly confidential in order to get their
permission to record the interviews with them. At their request, I sent them
preliminary interview questions about two to three weeks in advance so that they
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had time to reflect. A copy of these initial interview questions (both the orginal and
translation versions) is in appendix C. During the interviews, I let the key
respondents talk freely about their international development, and I tried not to
influence their answers at that juncture. After the respondents had completed their
recollections, I asked them another set of scripted questions concerning topics not
yet covered. It should be noted that not all interviews were conducted face-to-face.
Some were conducted online via teleconferencing programs such as Yahoo and
Skype, and some were conducted via email, and still others were conducted via
telephone. The choice of interview medium was set by the respondents.
Throughout this research project, I continually conducted a literature review for
background materials against which to compare the findings from the actual data.
By reviewing relevant literature, I was able to establish a working knowledge of the
topic being investigated to enhance theoretical sensitivity. However, I did not use
this literature review to compose any hypotheses but to: (1) compare properties and
dimensions of concepts derived from the literature to data in order to differentiate
and give specificity to the emergent concept; (2) identify significant concepts that
are found over and over again in the literature and also appear in the data; (3) find
clues as to what to look for in data and to generate questions to ask respondents”;
(4) look for how the properties and dimensions of documented concepts and
relationships vary under a different set of conditions; (5) check quoted materials
from interviews and field notes as well as descriptive materials concerning events,
actions, setting, and actors’ perspectives; (6) formulate questions that act as a
stepping-off point before and after interviews; (7) stimulate questions during the
analysis process; (8) provide insights into where to theoretically sample, especially
in the first stage of the research; and (9) confirm findings and/or illustrate where the
literature is incorrect, is overly simplistic, or only partially explains phenomena”
(Strauss and Corbin 1998, pp. 49-52).
4.2.2 Analysis procedures
Grounded theory data analysis involves searching out concepts behind the
actualities, categorizing them, and then linking the categories to develop a theory.
This section describes the coding operations I did to complete the task: open-coding
for concepts and categories, axial-coding for relationship between categories at their
property and dimension levels, and selective-coding for theory formation. While
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processing the sheer volume of the collected data (over a thousand pages of
interview protocols plus technical and non-technical literature), I used MAXQDA –
a text analysis software program – to store and retrieve information for analysis. To
make it easier for the reader to follow my analysis process, this section also details
how I used the software for filing purposes. Details of codes and code treatment can
be found in the code book in appendix D.
4.2.2.1 Open-coding

My first step was to discover concepts through microscopic examination of the data.
Starting with a full transcription of an interview, I broke the data down into discrete
incidents, ideas, events, and acts by analyzing the text line-by-line, paragraph-byparagraph, and performed an entire-document analysis. Then I labeled them with
their respective abstract representations, which can be conceptual or in-vivo.
Conceptual codes are labels that are placed because of the imagery or meaning
those incidents, actions, and interactions evoked when I examined them
comparatively in their context. In-vivo codes are labels that came directly from the
[translated] words of respondents themselves. Table 4-4 illustrates how the
conceptualizing task was done. The total number of new codes (i.e., excluding
codes that were renamed no matter how many times) generated in open-coding was
372, each one of which is unique and represents conceptually similar items. As
analysis progressed, however, the code system was continually trimmed down and
refined for my understanding of the phenomenon to become clearer. In the end, 137
codes with the most explanatory power were kept (appendix D).
Because the emphasis of this research is on process, I broke down the texts into
segments of happenings and events located in their respective contexts so that the
process could be examined in terms of sequences or shifts in the nature of
action/interactions. It should be noted that these happenings and events may or may
not have occurred in continuous forms or sequences. In other words, the time lapse
between any two implemented internationalization strategies was determined at the
discretion of the decision makers and varied from case to case. For example, if a
firm changed its internationalization strategy three times, then all data from that
firm was broken down into three separate text groups, each of which contains all
information with respect to the structural conditions of each strategy (figure 4-2).
By doing so I could identify context sequences of evolving interaction over time.

86

Figure 4-2: Conceptualizing process

Time
Structural conditions
Context
sequences

of

evolving

1st strategy 2nd strategy

interaction

3rd strategy

Straight lines = evolving inter/actions
Circles = context for inter/action
Overlaps in circles = intersection of conditions and consequences leading to change
of variation in context and adjustments made in interaction to keep it flowing

(adapted from Strauss and Corbin 1998, p. 167)
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Line
#

ngѭӡi sҧn xuҩt cӫa mình
chính là các em khuyӃt tұt
ÿҩy.

…Mӝt sӕ tә chӭc nѭӟc ngoài
ngѭӡi ta quan tâm ÿӃn vҩn
ÿӅ cӭu trӧ trҿ em có hoàn
cҧnh khó khăn ÿҩy.
Thông qua ÿҩy mình xây
dӵng ÿѭӧc các mӕi quan hӋ
vӟi hӑ.
Ban ÿҫu thì hӑ ÿһt hàng cӫa
mình và

Interview statement
International
development

international support

…Some international
organizations are interested
in saving and helping
children in need.
That enabled us to build
business relationships with
them.
At the beginning they placed
orders for our ready-made
products, and
our workers were actually
those disabled children.
employee characteristics

initial engagement

relationship initiation

Paragraph
coding17

Line-by-line coding

Translation

not-forprofit vs. forprofit

Document
coding18

This task focuses on finding similarities or differences between this interview transcript and those coded previously.

18

88

This task looks for concept(s) that represents the major idea(s) of the paragraph.

17

All coding was done directly from the Vietnamese texts, but I provide with this illustration side-by-side English translations in order to help the reader to understand. Also
note that the final code book does not contain some of the codes made here because they were deleted or renamed during axial-coding and selective-coding.

16

16

15

14

C3-1 13

Text
ID

Table 4-4: Example of open-coding for concepts16

Text
ID

23

22

21

20

19

18

Hӑ mua nhѭng mà hӑ mang
tính giúp ÿӥ nhiӅu hѫn.

17

Translation
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They bought our products,
but it was more like helping
than real buying.
Later when competition
Sau này khi mà tính cҥnh
tranh nó trӣ nên gay gҳt hѫn became fiercer,
ҩy
thì hӑ cǊng không chҩp nhұn they no longer accepted
sҧn phҭm lӛi quá nhiӅu nӳa. products with too many
defects.
Bây giӡ thì khi mà xuҩt cho Now when we export to
phía bên Châu Âu ҩy,
Europe,
hӑ không chҩp nhұn cái lӛi they no longer accept our
cӫa mình nӳa.
defective products.
Hӑ nói rҵng là khi mà mình They say that when we
xuҩt khҭu hàng sang ÿó thì là export to their country, they
will buy everything from us,
hӑ sӁ bao mua cho mình
but
nhѭng mà
sҧn phҭm phҧi 100% perfect all products must be defecthӃt…
free…

Interview statement

Line
#

customer requirement

guaranteed sales

customer requirement

output market

increased difficulty in
sales

intensity of rivalry

international support

Line-by-line coding

Paragraph
coding17
Document
coding18

After I had opened up the text for concepts, I categorized the free codes under more
abstract higher-order concepts based on their power to explain and/or predict so that
I could reduce the number of units to work on while increasing the analytic power.
The code chosen for each category was either taken among the existing codes or
inserted so long as it was the most logical descriptor for what was going on in the
data. The concepts under each category became its properties or explanatory
descriptors.
Figure 4-3 is a screenshot of MAXQDA during the open-coding phase.
Conceptualizing (like what you see in table 4-4) was done in the Text Browser
window in the upper right hand corner. When a new code was generated in the Text
Browser window, it was given a unique ID number according to sequence of
creation and immediately registered in the Code System window in the lower left
hand corner. The ID number is hidden from the screen but will show if called up by
the code frequency function. The number on the right hand side of each code in the
Code System window depicts the number of text segments assigned to the code.
When a code in the Code System window is activated, all text segments of that code
are revealed in the Retrieved Segment window in the lower right hand corner.
MAXQDA allows renaming, deleting, sorting, merging, splitting, and moving codes
to different levels within the Code System without breaking the link between the
codes and their respective text segments or affecting their unique IDs. That was
why categorizing was done in the Code System window.
Throughout the coding process, I wrote memos about my rationales behind the
naming and grouping of codes. MAXQDA allows the quick retrieval of the memos
through a system of hyperlinks. The little square next to a code in the Code system
is a link to the memo created specifically for that code (so this memo concerns both
the code and all of its segments). In other words, the memo will show up if the
square is clicked on. The little square embedded with the letter T in the Text
Browser window is a link between the memo created for the code on its left and the
text segment on its right side.
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Figure 4-3: Screenshot of open-coding with MAXQDA

4.2.2.2 Axial-coding

While the focus of open-coding is on generating categories and their properties and
determining how the categories vary dimensionally, the focus of axial-coding is on
relating categories to their subcategories at the level of properties and dimensions
(Strauss and Corbin 1998) and noting the dynamic interrelationships between
categories to form the basis for theory construction (Goulding 2002). Following
instructions by Strauss and Corbin (1998), I first laid out the properties of each
category and their dimensions. When I had identified the conditions that gave rise to
the category, the context in which it was embedded, the action/interaction strategies
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by which it was handled, managed and carried out, and the consequences associated
with it, I related the category to its subcategories through statements denoting how
they are related to each other. Through statements about the nature of relationships
among the various categories and their subcategories, I could form more precise and
complete explanations. Finally, I looked for cues in the data that denote how major
categories might relate to each other.
Throughout the axial-coding process, I dug into the memos and used the MAXQDA
text retrieval function to read and re-read the texts. This tedious task, done
seamlessly with open-coding, stimulated my thinking about the categories and
helped me see the emerging patterns and clusters of the data. In order to uncover
relationships among categories, I tried to answer such questions as why, where,
when, by whom, how, and with what results. These questions, in fact, helped me to
contextualize the phenomenon of Vietnamese SME internationalization and relate
structure with process. Answers to the first four questions revealed the structure,
i.e., of circumstances in which the phenomenon is embedded. Answers to the next
two questions revealed the process, which denotes the actions/interactions over time
of persons, organizations, and communities in response to certain problems and
issues. Answers to the last question revealed consequences.
4.2.2.3 Selective-coding

Selective-coding is the process of integrating categories to build a theory and
refining the theory (Glaser and Strauss 1967). Its task is to relate categories found in
axial-coding to a core category which represents the main theme of research. To
discover the central category and its relationship with the other categories, I used
two techniques: (1) using diagrams and (2) sorting and reviewing through memos. I
started this process after some categories had been discovered in axial-coding and
continued with modification and refinement until I reached theoretical saturation.
By continually trimming off excess and filling in poorly developed categories until
they were saturated through further theoretical sampling, I was able to come up with
well thought-out propositions for a theory on the internationalization process of
Vietnamese SMEs. The theory, which is to be presented in chapter 6, reflects a
dynamic process of continually adapting to situational changes to achieve the firms’
organizational goals or to satisfy their managers’ personal goals.
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4.3

Measures to reinforce validity and reliability

In order to enhance the robustness of the research findings with regard to the four
standard tests – construct validity, external validity, internal validity, and reliability
– I used a number tactics elaborated below.
To enhance construct validity, i.e., the appropriateness of operational measures for
the concepts being studied, I applied the principal tactics recommended by Yin
(2003) and Strauss and Corbin (1998). First and foremost, I used multiple sources
of data to establish a chain of evidence so that I could capitalize on the strengths of
each one. Triangulating data from these sources was able to reduce the effects of the
weaknesses of each individual source. Furthermore, I applied various measures to
minimize potential problems in collecting data from each source (table 4-5). The
second tactic was comparing the emerging theory to raw data and presenting it to
respondents for their reactions. When comparing the scheme against the raw data, I
utilized high-level comparative analysis to ensure that the theoretical scheme is able
to explain most of the cases. When presenting the result to my respondents, I
checked if they recognized themselves in the theory. If they could not, I tried
applying larger concepts until they could.
External validity (the extent of generalizability) was enhanced from the research
design, which mandates case selection to follow replication logic. Internal validity
(the establishment of causal relationships) was taken care of in the data analysis
phase, in which I strictly followed Straussian coding guidelines and constantly
compared the data with existing literature for rival explanations.
Finally, reliability (establishing repeatability) was ensured by the high level of
transparency of this research. This was evident in the development of interview
protocols and the establishment of a research database, including archival data, all
field interview notes, and notes taken during data analysis. Furthermore, a detailed
explanation of the implemented methodology would be able to facilitate any
replication effort to obtain the same result and demonstrate that the research
findings were grounded in data.
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Table 4-5: Tactics to minimize potential problems from data sources
Data
source

Weaknesses19

Tactics

1) Initial interview questions were carefully
1) Bias due to poorly
designed after thorough literature review
constructed questions
and refined after the pilot study

Interview
19

2) Response bias

2) I studied the companies well before the
interviews and used different sources to
verify the interviewees’ information
whenever possible. This was actually
helpful in comparing their perception with
reality.

3) Inaccuracies due to
poor recall

3) All interviews were recorded so that
respondents’ words could be studied again
and again.

4) Reflexivity –
interviewee says
what interviewer
wants to hear

4) All interviewees were given the initial
questions long before the interviews so that
they could actually prepare their answers at
their own pace. During the interviews, I did
not direct the development of the
conversation. Rather, I let them talk freely
and asked new questions only when they
had stopped their recollection.

These weaknesses are listed in Yin 2003.
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Data
source
Documentation

Weaknesses19

Tactics

5) Retrievability – can
be low

5) Fortunately, the University of St. Gallen
and its inter-library system have excellent
collections of periodicals and journals as
well as books. Vietnamese libraries and
government offices in Vietnam keep good
records of their local publications. And my
respondents were willing to provide me
with documents about their companies,
except financial and accounting reports. In
other words, I technically could retrieve all
documents needed for this study.

6) Biased selectivity if
collection is
incomplete

6) I was persistent to make sure that data
collection for this research project was
complete.

7) Reporting bias –
reflects (unknown)
bias of author

7) I strictly followed the guideline set forth by
Straussian grounded theorists in collecting
and analyzing data to minimize chances of
creating bias unwittingly.

8) Access – may be
deliberately blocked

8) It did not occur in this research project.
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Data
source

Archival record

Weaknesses19

Tactics

9) [same as above for
documentation]

9) [same as above for documentation]

10)Accessibility with
respect to privacy
reasons

10)As for aggregate statistic archives, the
Vietnamese General Statistics Office, the
United Nations, and the World Bank
provide free access; thus, I had no
accessibility problem. On the other hand,
although I could not access all archival
records of the respondents’ companies, I
was given access to almost all archives
needed for this study.

4.4

Limitations of this research

Although various measures were used to enhance the robustness of this research, its
results are not without limitations. Like other qualitative research studies, it may
suffer from problems with generalizability and parsimony (Ragin 1994). This
research was not designed to measure across the population, but to give voice to and
advance a theory; thus, its findings are not yet ready to apply to the whole
population of internationalizing Vietnamese SMEs. The same data used to generate
a theory cannot be used to validate it; consequently, further research is necessary to
test the propositions of the theory generated in this research. Another limitation is a
possible bias from the retrospective nature of some of the qualitative data, such as
the views of interviewees on the reasons behind decisions taken several years ago.
The use of multiple data sources and the iterative interviewing process may
minimize this danger, but it is nevertheless recognized that the possibility of
retrospective bias may not have been eliminated. As the major goal of the research
is to uncover new concepts to build a theory and generate a framework for
subsequent testing, these limitations are acknowledged but not considered a threat
to the objective of this research effort.
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5.0 Findings from the cases

This chapter presents case write-ups by first discussing factors identified by the
informants as having major roles in the internationalization process of their firms,
then delineating specific features of each case in a tabular form in order to facilitate
cross-case analysis. This chapter does not discuss other factors that were found from
axial- and selective-coding to have an insignificant relationship with the firms’
internationalization.

5.1

Organization configuration

To understand and evaluate organizations, one must examine both structural and
contextual dimensions. These dimensions of organizational design interact with one
another and can be adjusted to accomplish the goals of either the firm or its
managers or both. Contextual dimensions represent both the organization and the
environment. They characterize the whole organization, including its size,
technology, environment, and goals and thus can be envisioned as a set of
overlapping elements that underlie a firm's structure and work processes. Structural
dimensions, on the other hand, provide labels to describe the firm’s internal
characteristics, which are influenced and shaped by the firm’s contextual
dimensions. The structural dimensions are considered by organizational behavior
literature to be an important basis for measuring and comparing organizations.
Therefore, codes under this category were originally used to classify firms to
identify what internal characteristics made a firm internationalize differently from
another. However, it turned out later that a firm’s configuration did not remain the
same but changed as external factors changed as well as after each
internationalization strategy had been implemented. In other words, a firm could fall
into different groups at different points in time. This caused me to use the codes to
uncover which characteristics are major internal players in each firm’s
internationalization rather than classifying the firms.
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5.1.1 Context dimension
5.1.1.1 Firm size

A factor that seems to be the most transparent and easily noticed is size, both in
terms of the number of employees and of registered capital because it is recorded in
business directories. This is a false impression. Vietnamese firms do not declare
their real size as they want to remain inconspicuous. They fear that if they looked
big, they would attract too much attention from both competitors and the
government. They would be scrutinized more closely, forced to pay higher taxes,
and bothered more by corrupt officials. They would also have to be more socially
responsible than their will allows. Therefore, they have managed to have their firms
appear as small as possible on paper. The most commonly used tactic is to divide
the firm and register its divisions as different enterprises which are independent
under the government’s lens but are, in fact, managed by the same people. In firm
C1, for example, only its marketing department remains under the company’s name,
while its expanding production department is made up of a growing number of
small producers which act as its subcontractors. Therefore, statistics based on the
size officially reported by businesses are inaccurate.
Now let’s examine the real size factor. The interviewed firms have experienced both
increases and decreases in size depending on the need for and success of the
internationalization strategies they have formulated and executed. When a chosen
strategy is successful, they want to continue with it with a higher level of
commitment and have the ability to acquire more financial and human resources
from outside as the strategy has been proven successful. In turn, the bigger the size
in term of resources, the easier it is for the firms to capture international
opportunities when the opportunities are spotted.
5.1.1.2 Organizational technology

One factor that characterizes the whole organization of a firm is the technology used
in organizational processes such as communication, market research, information
storage and processing, etc. All interviewees reported that their level of
organizational technology increases each time there is an improvement in
availability and price of information and communication technologies in Vietnam.
With the development of internet services after the internet was first introduced to
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Vietnam in 1997, the firms have been increasingly exploiting web-based programs
such as email, voice-mail, and e-messenger for both internal and external
communication. However, most of them have not made use of information
management programs other than Microsoft Office, which is now used in every
Vietnamese organization because training courses on how to use the software are
available everywhere at low prices and the software is even localized with
Vietnamese interface (not to mention that the software can be obtained in black
markets only at the cost of a CD). From the experience of the firms studied, it is
easy to see that the level of organization technology employed in a firm is positively
correlated to the firm’s ability to identify foreign business opportunities.
5.1.2 Structural dimension
5.1.2.1 Organization culture

All of the firms studied exhibit a family-like organizational culture which
appreciates allegiance, yearning for a good name, love of learning, and respect for
other people. Their organizational culture – the underlying set of key values, beliefs,
understandings, and norms shared among members within these firms – is similar to
the Vietnamese value system and has remained unchanged over the years regardless
of changes in other internal and external factors.
Because of such informal organizational culture, the hierarchy of authority in these
firms tends to be short. It is manifested in the wide span of control by the managers.
People in the same company treat each other like brothers and sisters and maintain
very frequent contact. Many even socialize and rest at the place of business and eat
at the enterprise or, if outside, with household members or other employees. Hence,
new information is quickly shared among everyone in the firm.
Nevertheless, decisions on establishing goals, choosing suppliers, setting prices,
hiring employees, deciding marketing territories, etc. are set at the top management
level. This high level of centralization is inevitable because Vietnamese business
people are prone to autocratic management styles where the head of the company
dictates and others follow. This, as confirmed by the interviewees, has roots in
Vietnamese culture, which is permeated by Confucian philosophical beliefs as a
consequence of Chinese invasion and rule for over a thousand years, and the legacy
of Vietnam’s long-time implementation of a centralized economy system. Most
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Vietnamese do not want to do tasks belonging to people of higher ranks (because
they do not want to take the responsibility they have not been given) or lower ranks
(because doing so would downgrade their social image). Since employees are
accustomed to doing what they are told and prefer not to take charge or interfere
with their boss’s business, managers are usually left to their own devices even if
they want to manage democratically.
The level of formalization – which pertains to the amount of written documentation
in the firm such as procedures, job descriptions, regulations, policy manuals, etc. –
is generally low in the firms studied. This was acknowledged by the interviewed
managers to be a result of their lack of formal management training as well as the
need for flexibility.
Another aspect worth considering is the level of specialization – the degree to which
organizational tasks are subdivided into separate jobs. In the firms studied,
employees perform a wide range of tasks in their jobs, even though the interviewed
managers understand that specialization drives efficiency. This is because they
cannot afford to hire too many people. Nonetheless, the level of specialization has
increased in the firms that have made enough profit to afford growth in size. In the
firms that are unsuccessful, specialization has been reduced.
5.1.2.2 Organizational goals

Over the years, the firms studied have set different organizational goals for each of
their development phases. A collective list of the goals set forth by these firms so
far includes making profit, building reputation, building a network, developing
market presence, gaining market share, creating jobs, and fulfilling the
government’s plans. These goals were influenced by the key managers’
presupposed interests, stimulated by external conditions, and bound by the firms’
financial capability. For example, firm C2 had profit making as the only goal for
over two years before it added other goals such as building reputation and
increasing market share, while firm C1 aimed at making profits only when it had
achieved its initial goal of growth. In another example, firm C3 was formed with a
charitable goal because the founder wanted to ease the difficulties street children
and disabled people had to endure by creating jobs for them when they came to him
for help. This was made possible by assistance from international charity
organizations. However, when those organizations could not absorb all of the firm’s
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output, which had increased due to the growing number of workers, and the founder
became interested in generating more money to donate to vocational training
schools for underprivileged people, the firm came up with a new goal of profit
making. Firms C33 and C34 are state-owned companies established by order of the
government to manage the export and import of certain agricultural products when
international trade was restricted to the state sector alone. For that reason, their
initial goal was to meet the import-export targets assigned by the government.
However, when the private sector was allowed to engage in international trade
without special license from the government and the firm was no longer fully
subsidized by the government, it changed its goal to profit making in order to
survive. By and large, profit making has become the most salient of all the
organizational goals the firms studied have aimed to reach.
5.1.2.3 Core business activities

It was quite interesting to find out that the firms studied have engaged in different
core business activities, depending on their organization goals, composition of their
management board, and market conditions. Some firms have changed from being
producers to being pure traders when trading was able to yield more profits and
their primary organizational goals were profit making. When other firms gained
more industry experience, they engaged in production activities along with trading
activities in the same industry. Also, when the managers changed their personal
goals, they led their firms to add or drop certain activities.

5.2

Key decision makers

5.2.1 Business skill
Almost all interviewees admitted that their business skills are far behind their
international counterparts. This manifests itself in the tendency to encounter
problems related to poor product quality or products failing to satisfy the
specifications required by the contract with their international customers. This type
of problem is related to effective management of the production process and value
chain suppliers rather than exporting per se. The interviewed managers blamed the
problems on the inadequacy of managerial training in Vietnam, which fails to
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provide them with the necessary management knowledge and skills because the
curricula are lecturer-centered, theory-oriented, and built from out-dated materials.
For those reasons, the interviewed managers had to resort to informal channels and
use trial-and-error approaches to consolidate their business skills. The interviewees
felt that their past work experience benefited their businesses; thus, the management
of their businesses often represents an accumulation of human capital. They claimed
that experience in their own business was the most important source for upgrading
their business skills and that experience in state-owned enterprises was significantly
less beneficial than experience in cooperatives and private enterprises. They added
that the experience built from running a business when Vietnam was a closed, selfsubsidized economy does not help them to compete in an international free-market
economy. Since Vietnam opened its doors to international trade, however, their
understanding of the relationship between product quality and customer satisfaction
in the international market has been improving.
5.2.2 Decision-making style
Decision making – the process of resolving a problem or choosing among
alternative opportunities – in the firms studied is very informal and spontaneous.
Managers do not rely on sophisticated processes, but rather, their perceptions and
past experiences seem to guide their actions in the international scene. Although the
literature emphasizes the role of active information seeking to aid in decision
making, decision makers from the firms studied tend to overlook it because they
consider it of little use as they are unable to obtain quality up-to-date information.
Instead, they rely on information gained in informal chats over, for example, lunch
or dinner with partners in their business network. Therefore, they most often make
decisions by intuition, with input from observation, reference, and trial-and-error.

5.3

Networking

The interviewees revealed an interesting fact: The way they network is shaped by
Vietnamese culture, which is closely attached to the history of the formation and
development of the nation. An image that captures the cultural essence of the
majority of Vietnamese certainly includes the buffalo and its buffalo master.
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Buffaloes tend to group together because they know that one individual alone may
not be able to fight off the enemy. When threatened by an invader, they are strongly
united and demonstrate great endurance and strength in fighting. But when there is
no threat of invasion, unity breaks down; they fight with each other to establish
their power ranking and/or to claim more fertile grass in the same grazing field
where their master allows them to graze. They only work together in the field when
the master leads them. Similarly, the interviewed managers complained that it is
very hard for Vietnamese businesses to team up unless they are already in the same
ring and managed by one head manager. How do they get into the same ring? The
answer is through family ties in the case of private businesses or government order
in the case of state-owned businesses. The word family here should be understood
as a general term including not only people who are biologically related but also
people who take a loyalty oath requiring them to treat all others in their “circle” as
family.
Being so accustomed to operating (or fighting) in an insulated domestic market,
Vietnamese SMEs stumbled into operational difficulties when the government
opened the door to international trade. They often misunderstood what was
expected in the international marketplace. Their bargaining power was low and their
ability to take large orders was limited because they did not work together. Now,
after little more than a decade of slowly increasing exposure to a globally
competitive market, Vietnamese businesses are aware of the possible benefits that
join forces with other Vietnamese firms on a project basis can bring, but they still
find it too difficult to do so because the culture that shapes their thinking does not
change easily. For any two Vietnamese businesses to build an alliance, they must
see each other as family members first, and one must give in to the other in terms of
power. However, one of the most profound reasons for a Vietnamese to set up a
business is to establish autonomy, and the motivation for a Vietnamese to be a
manager in an SOE is to win power. Thus, Vietnamese businesspeople do not like
entering into joint-ventures with other Vietnamese firms. Nonetheless, they need to
build strategic alliances to survive.
As a matter of fact, the informants unanimously consider long-term relationships to
be the most important factor for their international success; therefore, they are
active in initiating and maintaining relationships. The tactics applied are dependent
on their existing business network, international knowledge and experience, and
financial strength.
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5.4

Perception of external influence

The environment in which a firm operates is infinite, and there are countless
elements that exist outside the boundary of the firm and that have the potential to
affect all or parts of the firm. This section, however, only discusses external factors
that were identified by the informants as having an impact on their firms’
internationalization process and their perceived degree of importance of such
impacts. How these factors affect those firms’ internationalization strategy
development and implementation is further elaborated in chapter 6.
5.4.1 Globalization
All interviewed managers expressed a general impression that the ongoing
international economic integration would bring about changes, both good and bad,
for the economy as a whole thanks to the government’s propaganda campaigns.
However, most managers of small private firms claimed not to know what it would
really mean to their business. In fact, they did not have any clear expectations about
the effects of continuing internationalization, nor did they predict any notable
changes in the way they conduct their business in the foreseeable future. This may
be explained by the fact that they have been operating in market niches that are
unattractive for larger firms both at home and abroad. On the other hand, managers
of medium-sized private firms responded that they have been working on adapting
their internationalization strategies to take advantage of what globalization has to
offer and to be prepared for the challenges it brings about. They believe that the
government will have to reduce favoritism to the state-owned sector much further,
and level the playing field for all firms, including those who have been successful
thanks to their close relationship with government officials. That fact deeply
worries managers of many state-owned SMEs, whose comparative advantages lie in
the preferred treatment from the government. Being faced with this seemingly
irreversible trend, state-owned SMEs are trying to restructure their businesses in
order to survive.
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5.4.2 Industry structure and attributes
One factor that all interviewees indicated as being of special importance to their
international development is market condition on both the supply and demand sides.
It is the key to the direction of their internationalization. If, for example, the
domestic market for a particular set of products/services is hostile while some
foreign markets are large and promising, exporting to those markets is a desirable
mode. If demand for certain products/services in the domestic market is high while
supply is low, then the import mode is desirable. The informants admitted that they
did not follow any formal method of studying market conditions and consumer
preference. Most of them only used the current market price as their primary
indicator, although the price indicator cannot predict shifts in supply and demand.
That explains why they could not make long-term plans regarding what markets to
enter. However, the managers said that they are learning to use other indicators
since access to information is becoming easier and they have acquired more
experience.
Industry structure can predetermine a firm’s ability to internationalize in that
industry and thus influence the choice of which range of products/services the firm
will internationalize with. Industries dominated by SOEs and/or foreign invested
enterprises (which are mostly join ventures with SOEs) operate under high
protection by the government, while most of the industries with greater participation
of private enterprises, such as furniture, leather, rubber and plastic products, and
other manufacturing, have relatively low protection rates. This pattern was clearly
shown among the firms studied. However, the situation is changing. Since Vietnam
is now a member of the WTO, it must lower protection in many industries, and thus
private enterprises will be able to participate once they have identified
opportunities.
Another factor that has significant impact on the international development of the
firms studied is the perceived degree of internationalization in the industries in
which they operate. The word “perceived” should be emphasized. Because of
limited access to quality international market information, most of the interviewed
managers sense the degree of internationalization in an industry by evaluating the
density of internationalizing Vietnamese businesses in the industry. The more they
see Vietnamese SMEs similar to theirs internationalize, the more they are motivated
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to do the same. If they decide to enter the international market, they are most likely
to adopt the same internationalization modes as do the other SMEs they have seen.
5.4.3 Political factors
All of the interviewees expressed various levels of concern over political issues in
Vietnam, depending on their political status. Until the 1990s, people who had
worked for the Southern regime and/or had close relatives working for that regime
or fleeing Vietnam were discriminated against by the rest of the population. The
government did not allow them to earn higher education degree or receive a
managing position in the state sector, which was the ruling power of the economy at
the time. People owning private businesses were sarcastically labeled “con phe”
(the term is associated with such meanings as “mean”, “deceiving”, and “cunning”).
On the other hand, people who were members of the Communist Party were given
favoritism.
Since the Vietnamese government removed its self-subsidy economic system, the
society has slowly changed its prejudice against business owners. However,
prejudice still makes it difficult for private businesses to find qualified employees
since job seekers often consider working for the private sector to be their last resort.
Only when the Soviet Union was on the verge of collapse and the Communist bloc
was seriously weakened did the Vietnamese government develop a different attitude
toward the private sector. Since then, Vietnam has developed political relationships
with its former enemies and allowed its people to conduct business directly with
foreigners.
Vietnam has been politically stable for the last three decades and is expected to be
so for the foreseeable future. The interviewed managers feel it safe to do business,
but only as long as they know how to get around the system. As the political
situation has changed, having affiliation with the former enemies and owning a
business are no longer considered something to be ashamed of or frightened about.
This has encouraged Vietnamese business people to exploit their relationships with
Vietnamese overseas as well as foreigners to develop their international businesses.
The interviewed managers did not express much concern about the political
situation in the countries to which their firms have internationalized. They
considered their businesses too small to be affected by political risks. Nevertheless,
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managers of the two firms that sell to countries in political turmoil in Africa and the
Middle East admitted that they had run into some political risk problems in these
regions. However, they did not have any specific political risk management
strategy, as they said it was too big a task for them; they would accept the loss if
such problems ever occurred.
5.4.4 Business environment in Vietnam
Although most interviewees showed some appreciation for the government’s effort
to liberalize the market, especially land reforms and some reduction in foreign
currency control, they feel that the government has not pushed it far enough for
SMEs to benefit. They all complained that the unstable policy environment puts
them in a position to be reactive rather than proactive in making plans for their
international activities unless they have insider information. They also deplored the
government’s system of tax control and public administration, which precludes
many international opportunities. Private firms are further limited in their
opportunities because the government gives state-run enterprises better access to
government loans, contracts, and land rights so that they have more power to
implement their internationalization strategies. Moreover, local authorities have
tried to implement their own regulations and restrictions on private enterprises.
Meanwhile, government programs designed to support SMEs are ineffective. Most
interviewed firms have no interest at all in such programs. Managers of the firms
that have ever tried to approach the government for support said that they have
received nothing useful.
Furthermore, weak law enforcement is seen by the interviewed managers to be
among the most serious problems they have to face. To deal with domestic
businesses they could use “private ordering”, i.e. relying on social norms and using
non-government forces to resolve conflicts, but it does not work when handling
international problems. While foreign businesses rely on the legal system in doing
business, Vietnamese SMEs are so accustomed to using relationships that they are
prone to accept international contracts that may have provisions to place them in a
weaker position before the court.
The fact that Vietnam’s financial system is underdeveloped makes it impossible for
the interviewed managers to implement certain strategies they desire to deploy. For
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example, many of them want to embark on e-commerce, but it is not possible for
them to receive credit card payments online unless they have a bank account
abroad. That explains why their websites are static and simply used to give a brief
introduction about their firms. Despite reforms in the banking and financial sector,
many private SMEs consider obtaining investment capital from financial
institutions “a mission impossible” because of its overly complicated appraisal
procedures and strict collateral requirements.

5.5

Cross-comparison of the cases

To facilitate the comparative analysis process, I chose to write up the cases in a
tabular form (table 5-1). When interpreting the table, please consider the following
notes:
− To ensure anonymity requested by the companies studied, I do not disclose
their real names but assign an ID to each.
− The cases are located in various parts of Vietnam from the North to the
South, but I only note here the provinces/municipalities where their
headquarters are located and not their production outlets or branches within
Vietnam because the firms develop their internationalization strategies at
their headquarters. If you want to see where each province/municipality is
located in Vietnam, please see table A-1 and figure A-2.
− The year of establishment denotes the year when the business was first
registered with the government to pay taxes, although in many cases the
founders actually started running the businesses informally long before they
registered with the government.
− Business type represents a firm’s core business activities. It should be noted
that what was considered a core activity at one time may have been
disregarded at another time according to the manager’s perception of how
much each activity contributed to the firm’s profitability as well as whether
the firm’s available resources and external environment allowed it to happen.
The order listed here only depicts when a certain activity was first considered
core.
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− The year of first international activity denotes when a firm launched its first
internationalization strategy. The major drivers for the launch are listed by
the order of influential strength perceived by the companies.
− Business model is the method of generating revenues from international
business involvement. B2B means business-to-business; B2C means
business-to-consumer; B2G means business-to-government.
− Internationalization operation modes are listed in the sequence of time when
they were first adopted by the firms. Nonetheless, many firms abandoned and
re-adopted certain modes at different points in time.
− Targeted products and services are classified according to the United
Nation’s Central Product Classification Version 1.1 (CPC). They are listed in
the table in the sequence of first involvement, but the firms managed
different portfolios at different points in time. Since the description of each
product/service group is too long to fit in the table; only its code is logged in
the table. If you want to read the complete description, please check the code
number with its corresponding explanation in appendix B.
− Targeted markets are classified by the respective companies and listed in the
sequence of first involvement. It should be noted that their importance has
been perceived differently over time, and the firms have entered, exited, and
re-entered certain markets many times.
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Founder & CEO

Hanoi

1998
Private startup

- Boutique shop
- Household
- LLC

Retailer, reseller,
consulting service
provider,
manufacturer,
wholesaler

Informant

Head-quarter

Year & type of
establishment

Business forms
registered over time

Business type

1998
Year of first
international activity - Market condition
- Personal desire
& major drivers
- Personal network

C1

Case ID

1998
- Personal desire
2003
- Competitor
- Firm network
- Market condition
2000
- International
assistance

1999
- Personal desire
- Market condition
- Price
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Import/export
management

Reseller

Manufacturer

Manufacturer,
reseller

- LLC

- Household
- LLC

- LLC

- LLC

1998
Private startup

1998
Private startup

1990
Private startup

Ho Chi Minh City

Founder & CEO

C5

1999
Privatized spin off
from an SOE

Owner & CEO

C4
Ha Tay

Marketing manager

C3
Hanoi

Ho Chi Minh City

Founder & CEO

C2

Table 5-1: Case profiles

B2C, B2B

Business model

Vietnam

Targeted market for
purchase
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not applicable

Canada, United
States, Germany,
South Korea

Vietnamese EMC;
Europe; United
States

Targeted markets for Foreign expatriates
sales
& visitors to
Vietnam; Japan;
Australia; Spain;
Indonesia

China, Thailand,
Vietnam

not applicable

not applicable

Targeted products & 283, 281, 319
services for import

381, 382

316, 319, 381, 389

Targeted products & 929, 282, 292, 293,
services for export
381, 382

B2C, B2B

- Direct export

- Indirect export
- Direct export

- Indirect export
- Direct export
- Indirect import
- Direct import
- Non-equity
cooperation

Operation modes
implemented over
time

B2B

C3

C2

C1

Case ID

444, 451, 452, 711

631, 681, 041, 042,
049, 711, 016, 972,
622

B2B

- Direct export
- Direct import

C5

Vietnam

Worldwide

Japan, European
Worldwide
Union, United States

not applicable

281, 283, 381, 382

B2B

- Direct export
- Non-equity
collaboration

C4

Dong Thap

2000
Private startup

- LLC

Collector, wholesaler Farming, wholesaler, Consulting service
collector

Year & type of
establishment

Business forms
registered over time

Business type

- Direct export

- Indirect export
- Direct export

Operation modes
implemented over
time

2000
- Government
decision

Year of first
2001
international activity - Personal desire
& major drivers
- Competitor

- SOE
- Joint stock

2000
State-own spin off
branch

Can Tho
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- Direct export

2001
- Government policy
- Political situation
- Firm resource

- Partnership

2001
Private startup

Hanoi

Managing partner

Headquarters

Export manager

Export manager

C8

Informant

C7

C6

Case ID

- LLC

2002
Private startup

Hanoi

CEO

C10

- Indirect export
- Direct export

- Direct import

2006
2003
- Firm desire
- Personal desire
- Personal desire
- Market condition
- Government policy
- Competitor

Collector, wholesaler Reseller

- LLC
- Joint stock

2002
Private start up

Hanoi

Director

C9

Sweden, Spain

Vietnam

Targeted markets for Africa
sales

Targeted market for
purchase

Vietnam

not applicable

Targeted products & not applicable
services for import

B2B
041, 042, 049

B2B

Business model

C7

Targeted products & 001
services for export

C6

Case ID

113

not applicable

Worldwide

821, 812, 837, 839,
822, 831

not applicable

B2B, B2C

C8

China, Thailand,
Vietnam

India, Middle East,
Netherlands,
Belgium, United
States

012, 016, 019

012, 016, 019

B2B

C9

United States,
Germany, Canada,
Russia, France,
Japan, Singapore,
South Korea, China,
Taiwan

Vietnam

431, 432, 449, 451,
471

not applicable

B2C

C10

Managing director

Ho Chi Minh City

2002
State-own startup

- Joint operation
company

Natural resource
exploiting

Informant

Headquarters

Year & type of
establishment

Business forms
registered over time

Business type

2002
Year of first
international activity - Government
decision
& major drivers
- Firm resource

C11

Case ID

2001
- Personal network

Import/export
management,
producer

- LLC

2001
Private startup

Hanoi

Marketing manager

C12
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2004
- Market condition

Consulting service

- LLC

2004
Private startup

Hanoi

CEO

C13

2004
- Personal desire
- Price
- Firm network

Producer

- Household
- LLC

2004
Spin off from a
private firm

Ho Chi Minh City

Managing director

C14

2005
- Firm desire
- Firm network
- Competitor
- Market condition

Producer

- LLC

2005
Private startup

Hanoi

Owner & Director

C15

- Direct export
- Direct import
- Equity participation
- Franchisee
- Sole venturing

- Joint venture

B2B, B2G

Operation modes
implemented over
time

Business model

China, Taiwan,
Singapore, Western
Europe,

China, Taiwan, Laos, not applicable
Cambodia

Targeted markets for Not selling yet
sales

Targeted market for
purchase
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Vietnam, North
America

not applicable

321

Targeted products & not applicable
services for import

821, 721, 831, 722,
812, 837, 839

B2B, B2G

013, 321, 016

not applicable

C14

Vietnam

United States,
Western Europe

not applicable

281, 282

B2B

- Direct export
- Direct export
- Indirect export
- Contractual
agreement
- Equity participation

C13

Targeted products & 120
services for export

B2B, B2C

C12

C11

Case ID

Vietnam

Germany,
Vietnamese EMC

not applicable

281, 283, 381, 382

B2B

- Indirect export
- Direct export

C15

Founder & CEO

Hanoi

2005
Private startup

- LLC

Assembler

Informant

Headquarters

Year & type of
establishment

Business forms
registered over time

Business type

2005
Year of first
international activity - Market condition
- Price
& major drivers

C16

Case ID

2006
- Personal desire

Reseller

- LLC

2006
Private startup

Hanoi

Founder & CEO

C17
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2006
- Personal desire
- Firm network
- Market condition

Reseller, import
management

-LLC

2006
Private startup

Hanoi

Founder & Director

C18

Import/export
management,
wholesaler,
distributor, tourism

- LLC

2007
Private startup

Hoa Binh

Founder & CEO

C20

2006
2007
- Market condition
- Government policy
- Government policy - Firm network
- Personal desire

Reseller, producer

- Joint stock

2006
Spin off from a
private firm

Hanoi

CEO

C19

- Direct export

- Direct import

B2B

Operation modes
implemented over
time

Business model

Worldwide

Targeted markets for Vietnam
sales

South Korea, Taiwan Vietnam

not applicable

Targeted products & 473, 449
services for import

Targeted market for
purchase

381, 533, 611, 612,
621, 622,

Targeted products & not applicable
services for export

B2B, B2C

C17

C16

Case ID

China

031, 321

011, 012, 013, 014,
015, 016,

B2B

- Direct export
- Direct import

C19
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Australia, China,
Vietnam, Laos
Germany, Singapore,
Taiwan

Vietnam

321, 399

not applicable

B2B

- Direct import

C18

Austria, France,
Switzerland

Worldwide

912, 541, 381

631, 969, 962

B2C

- Direct export
- Direct import
- Equity participation

C20

Founder & Director

Hanoi

2007
Private startup

- Household
- LLC

Reseller, translation
service

Informant

Headquarters

Year & type of
establishment

Business forms
registered over time

Business type

2001
Year of first
international activity - Personal desire
- Industry
& major drivers
internationalization
- Market condition

C21

Case ID

1997
- Personal desire

Import/export
management,
distributor

- LLC

1997
Private startup

Hanoi

Director

C22

- Private enterprise

1996
Private startup

Binh Dinh

Owner & CEO

C24
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2001
- Personal desire
- Market condition
- Price
- Government
support

1999
- Market condition

Producer, distributor Transport service

- Household
- LLC

1996
Private startup

Dak Lak

Founder & Director

C23

2002
- Government
decision

Natural resource
exploiter

- SOE

1995
State-own startup

Ho Chi Minh City

Managing director

C25

- Direct export
- Direct import

- Direct import

B2C, B2B

Operation modes
implemented over
time

Business model

461, 432, 435, 548,
612
Britain, Germany,
France, South
America
Britain, Germany,
France

Targeted products & 469, 351, 389, 449,
services for import 451, 471

Targeted markets for Vietnam
sales

Targeted market for
purchase

Worldwide

381, 371, 279, 319,
239, 016, 271, 369

Targeted products & 322, 891
services for export

B2C

C22

C21

Case ID

119

Vietnam

Australia, Thailand
Vietnamese EMC

not applicable

016

B2C, B2B

- Indirect export
- Direct export

C23

Worldwide

Worldwide

not applicable

651, 652

B2B

- Direct export

C24

Vietnam

Worldwide

not applicable

011, 012, 013, 014,
015, 016, 120, 624,
678, 851

B2G, B2B

- Direct export

C25

Marketing manager

Ho Chi Minh City

1994
Private startup

- LLC

Producer

Informant

Headquarters

Year & type of
establishment

Business forms
registered over time

Business type

Producer, reseller

- Private enterprise

1994
Private startup

Binh Duong

Owner & CEO

C27

- Direct export

B2B

Operation modes
implemented over
time

Business model

B2B

- Direct export

Year of first
1994
1995
international activity - Government policy - Firm network
& major drivers

C26

Case ID

C29

Producer

- LLC

1993
Private startup

Ho Chi Minh City

120

B2C

- Direct import
- Non-equity
collaboration

B2B, B2C

- Indirect export
- Direct export

1994
2002
- Personal network - Firm desire
- Government policy

Retailer, distributor

- LLC

1994
Private startup

Ho Chi Minh City

Founder & President Export manager

C28

B2B, B2C

- Direct export
- Direct import

2001
- Personal network
- Personal desire

Producer, reseller

- Joint stock

1992
Private startup

Hanoi

Founder & Director

C30

013

not applicable

China

Vietnam

Targeted products & 372
services for export

Targeted products & not applicable
services for import

Targeted markets for Worldwide
sales

Targeted market for
purchase

Vietnam

C27

C26

Case ID
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Canada, Malaysia,
France, China

Vietnam

016, 972, 622

015

C28

439, 445, 441

363, 364, 369

C30

Vietnam

United States,
Vietnam

Japan, USA, France, China, Taiwan,
Mexico, Taiwan
United States,
Russia, France

not applicable

319, 381

C29

1989
Private startup

- Collective company - Household
- LLC
- LLC

Manufacturer

Year & type of
establishment

Business forms
registered over time

Business type

1999
Year of first
international activity - Government policy
- Market condition
& major drivers
- Firm network
- Industry
internationalization

Binh Duong

Headquarters

Ho Chi Minh City

Director

C33

1988
- Market condition
- Personal desire
- Natural condition

Producer

122

1986
- Government
decision

Manufacturer,
import/export
management

- SOE

1988
1986
Formal registration State-own startup
for family traditional
craft

Ha Nam

Marketing manager

Director

Informant

C32

C31

Case ID

1957
- Government
decision

Import/export
management,
distributor

- SOE
- Joint stock

1957
State-own startup

Nghe An

Import/export
manager

C34

1947
- Government
decision

Distributor

- SOE
- Joint stock

1947
State-owned startup

Hanoi

Managing director

C35

B2C

Business model

Vietnam

Targeted market for
purchase

China, Thailand,
Vietnam

Germany, Japan,
Soviet Union,
Netherlands, Taiwan, Eastern Europe,
France, Turkey,
Worldwide
United States, Brazil

Targeted markets for Canada, China,
sales
Thailand, United
States, Vietnam
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Soviet Union,
Eastern Europe,
Worldwide

445, 881, 017, 321

381, 389, 316, 319

Targeted products & 011, 013, 016
services for import

017, 250, 025

not applicable

B2B, B2G

- Direct export
- Direct import

C33

Targeted products & 011, 013, 016, 231,
services for export
234, 239,

B2C, B2B

- Direct export
- Indirect export
- Foreign producer
- Direct export
outlet
- Equity participation
- Joint venture
- Solve venture

Operation modes
implemented over
time

C32

C31

Case ID

C35

Worldwide

Worldwide

161, 346, 461, 462,
491, 499, 421, 435,
439, 441, 464, 469

011, 013, 016, 231,
232, 041, 042, 049,

B2B, B2G, B2C

Soviet Union, China,
Eastern Europe,
Taiwan, Hong Kong,
Japan, South Korea,
Indonesia, England

not applicable

411, 374, 375, 161,
346, 333, 334,

not applicable

B2B

- Direct export
- Direct import
- Direct import
- Equity participation
- Joint venture

C34

6.0 The nature of the Vietnamese SME internationalization
process

The nature of the Vietnamese SME internationalization process can be uncovered
by answering questions of what, how, why, where, when, who, and by whom, with
the help of the code system derived from the coding processes described in chapter
4 (refer to appendix D for the code book). Codes under the category
internationalization objectives explain what the studied firms wanted to achieve by
internationalizing and reflect the drivers behind their internationalization. Codes
under the category internationalization strategies give answers to the what, when,
and how questions. More specifically, its subcategory internationalization pattern
shows when the firms started each strategy, what they did with each strategy, how
long each strategy was carried out, and where it was executed. Its other
subcategory, international management, explains how each strategy was
implemented. Changes in the components of these categories over time demonstrate
each firm’s internationalization path. Codes under the categories internal factors
and external factors explain why and by whom each strategy was initiated, and
what and who influenced the process. Finally, the interrelationship among the
categories illustrates the dynamic aspect of Vietnamese SME internationalization.
With the cumulative findings from all cases, the following sections provide direct
answers to the questions set forth for this research endeavor (see section 3.4) and
propositions to form a theory on the internationalization process of Vietnamese
SMEs.
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6.1

Internationalization motivators

6.1.1 To internationalize or not to internationalize
For Vietnamese SMEs, internationalization is only one of many strategies to satisfy
their goals. Almost all of the 35 firms studied have engaged in multiple industries,
many of which are not even related. This is even more so for trading companies.
The reason why they have been able to move between industries lies in their
opportunistic-mindedness and tendency to avoid business lines that require high
fixed costs for low-liquid assets. All of the interviewed managers were quite vocal
about flexibility being the key to success.
If a firm runs business in different industries, it may internationalize in one but
remains domestic in another. Figure 6-1 depicts the rationales behind the decision
by Vietnamese SMEs to internationalize in a particular industry.
Figure 6-1: To internationalize or not to internationalize

D

I
6

Desire by
firm and/or
manager

1

2

7

Perceived industry
opportunity and/or
pressure

4

5

A

Dimension description:
D (1+2+7+6): The firm and/or its
managers to internationalize
A (2+3+4+7): The firm has the needed
resources and capability and/or it is
given assistance by outsiders
I (4+5+6+7): The firm or its managers
perceive that there is opportunity and/or
pressure for internationalization. Note
that perception may differ from reality.
Decision for each particular situation:
1: Exploit indirect modes and seek help
or change industry
2: Internationalize
3: Remain domestic
4: Remain domestic
5: Remain domestic
6: Exploit indirect modes and seek help
7: Internationalize

Ability
built by firm or
given from outside

3
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6.1.1.1 Dimension description

At the point of decision making, a firm may be positioned in any of the seven
situations depicted in figure 6-1. The characteristics of each situation are
determined by the presence or absence of any of the 3 dimensions – desire, ability,
and industry – which are described below.
In dimension D (whose characteristics are shared by situations 1, 2, 6, and 7),
internationalization is what the firm and/or its managers desire. For example: The
firm is assigned by the Vietnamese government to promote export or is delegated
by the government to import materials for certain industries (this is often the case
for state-owned enterprises); it wants to collaborate with foreigners in one or all of
its business lines to learn how they do business as a way to build its competitive
edge; it wants to diversify risk; its manager wants to satisfy his/her personal goal of
proving he/she is capable of managing an international firm; its manager wants to
live abroad; and so on. In short, the desire may be for the sake of reaching the firm’s
organizational goals or just the manager’s personal goals.
In dimension A (whose characteristics are shared by situations 2, 3, 4, and 7), the
firm is able to internationalize because it already has or is able to mobilize the
required resources and capability or its environment enables it to internationalize.
For example: The firm that employs handicapped people receives support from
international charity organizations which assist it both with cash and in kind by
buying its output; the government acts as a bridge between the firm and its potential
partners; the government gives the firm quotas (while other firms do not have
them); etc.
In dimension I (whose characteristics are shared by situations 4, 5, 6, and 7), the
structure and attributes of the industry cause the firm’s decision makers to think that
there are opportunities and/or pressure for the firm to internationalize. The concept
of opportunity should be understood as the possibility for the firm to make profits,
while the concept of pressure should be understood as the hardship the firm must
endure if it does not internationalize. For example: The industry is in the maturity
and/or decline stage, in which various firms in developed countries need to cut costs
and thus outsource to countries like Vietnam, which has abundant national
resources and cheap labor costs; the degree of internationalization of the industry is
high; demand and price are higher abroad than in Vietnam; demand in Vietnam is
too low because of consumer preference and/or income; etc. The
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opportunity/pressure is what the firm’s decision makers perceive and does not
necessarily reflect the actual situation in the industry. How accurate their perception
is depends on the quality of the information channels to which the firm’s decision
makers have access and their international management capacity.
6.1.1.2 Contingent decision

In situation 1, the firm and/or its manager wants to embark on internationalization.
The firm, however, does not see any opportunity in the particular industry, nor is it
able to internationalize in that industry. If its inability comes from within, i.e., it
does not yet have the needed resources and capability to do so, the manager will
actively seek partnership and/or lobby government officials or anyone in power to
help. It may even engage in a new industry so long as it creates an opportunity for
the firm to go international. If the inability is caused by the government’s policy of
designating certain SOEs to engage in import/export in certain industries, the firm
exploits indirect modes such as selling exported goods to or buying imported goods
from these designated SOEs, etc. However, this strategy is temporary since the firm
will jump to direct internationalization (situation 2 or situation 7) when such a
barrier is removed. For instance, before December 1998 it was almost impossible
for private firms to obtain export quotas directly because the application procedures
were reportedly cumbersome and costly, while private firms were only able to
obtain small quota allocations if their application succeeded at all. The firms that
were able to export directly were often the ones that bought quotas from state
enterprises. Since this practice was considered illegal, they circumvented the law by
having the state-own firms subcontract quota items to the private firms, with the
output officially recorded as having originated from the state-owned firms. After the
government had implemented measures to ensure that export quotas were allocated
to the best performing firms, e.g. issuing regulations for auctioning export quotas,
private firms started exporting directly. Nevertheless, private firms still find it very
difficult to get export quotas if they do not have “insiders” with strong connections
to the Ministry of Trade and the Ministry of Industry.
In situation 2, the firm enters internationalization because it wants to and has the
ability to do so, even though the managers see that industry pressure is light and
opportunity is narrow. If there exists no opportunity in this industry, the firm’s
managers will actively seek opportunities in another industry. For the firm to be
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able to do so, short-term profits may not be critical to survival. This is often the case
with SOEs, whose financial standing is protected by the government.
In situation 3, the firm remains a purely domestic operation in the particular
industry. The firm’s managers do not want their firm to internationalize and they do
not seek any foreign business opportunity or feel the pressure to go international. If
the indifference is caused only by the firm’s failure to identify opportunities, public
propaganda and the availability of the right information can quickly change their
opinion. If the managers receive such information, they will quickly change their
attitude towards internationalization. In such a case, the availability of quality
information and encouragement from seeing the successful experiences by other
firms can create significant impacts. If the indifference comes from the manager’s
prejudice and low risk tolerance, the situation will remain the same for a long time.
However, the firm may change its position when there is a change in the
composition of the management board.
In situation 4, the firm chooses to remain domestic in its particular industry.
Although the firm has the capacity to internationalize, its managers are not
interested in doing so. There can be a number of reasons for the managers to remain
aloof. The key decision makers may fear uncertainty and failure, which can damage
their reputation and economic remuneration. In this case, seeing the success of
peers can change their opinion. The firm may gain more profits from engaging in
other industries; consequently, if there is pressure in that industry, the managers
will simply abandon the industry for another one. The managers may also sense
that leading their firm to internationalization will force them to compromise certain
personal gains. In this case, the managers will try to avoid internationalization as
much as they can.
In situation 5, the firm and its managers do not desire to internationalize, nor does
the firm have the necessary resources and capability to do so. Therefore, it remains
purely domestic in the given industry if the pressure is perceived to be low or
changes industries if otherwise. To be enticed to internationalize, the firm must be
given encouragement and assistance from outside sources. In other words, the firm
is reactive, and even when it decides to internationalize, it does so with low
managerial commitment.
In situation 6, the firm and/or its managers desire internationalization because the
firm has spotted an opportunity, or they perceive the industry pressure to be great
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enough to necessitate internationalization. However, the firm is unable to do so
because of its inability to mobilize the needed resources and capability. Therefore,
the firm chooses to wait in ambush in the same industry and exploit indirect modes
while waiting. When given help either by the government or by people in the firm’s
networks, it will quickly move into the international market. In the meantime, its
managers actively seek help.
Finally, situation 7 is when the firm is the most motivated to internationalize. If the
company’s perception of the internationalization opportunities in that given industry
is correct, then it is very likely to succeed. Therefore, quality information is the key
to the firm’s developing winning internationalization strategies.
=> Proposition: The decision of a Vietnamese SME to internationalize or
not to internationalize is a function of whether the firm and its managers want to
internationalize (dimension D), whether it perceives the industry’s opportunity
and/or pressure as great enough (dimension I), and whether it has the ability to
do so (dimension A) . If in a situation where all three dimensions meet, the firm
will be the most motivated to internationalize. If situated in dimension D, the
firm will embark on internationalization at some point in time, now or later. If
situated outside of dimension D, the firm will choose not to internationalize.

6.1.2 Motivators for specific internationalization modes
When a firm is positioned in situation 2 or situation 7 (refer to figure 6-1) in an
industry, its decision makers will lay out possible modes to internationalize in that
particular industry, evaluate them, and then pick the best one to implement. If its
position is moved to other situations, the firm will remain domestic or deinternationalize (if it has already internationalized) and implement the strategies
delineated in the section above. Based on the findings from the firms studied, table
6-1 presents propositions on the key factors that entice a firm to choose a specific
mode when it decides to internationalize. It should be noted that since an SME may
operate in multiple industries, it may embark on different modes for different
industries, depending on its situational position in each industry. Moreover, the firm
can choose a specific mode when only some or all of the motivators are present, as
long as there is at least one motivator in each of the desire and ability dimensions. If
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a motivator is applicable under a certain context only, the context is noted in
brackets preceding the motivator’s statement.
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6.2

Internationalization pattern

6.2.1 Timing
The firms that chose to internationalize at inception are those placed in situation 7
(figure 6-1), where all three dimensions of desire, ability, and industry meet at the
time of its birth. If not endowed with such favorable conditions, a firm will
internationalize later, when its position enters situation 7 or situation 2. In the latter
position, the firm may not identify any opportunity to make real profits or feel
industry pressure to internationalize, but it still embarks on internationalization for
reasons not related to firm’s profits. Therefore, internationalization is possible in
situation 2 only when short-term profits for survival are not an immediate concern.
The duration of each strategy implementation is not predetermined. The firms
changed their strategies when the situation called for such action. It appears that
Vietnamese SMEs change their strategies quite often for two major reasons. First,
international business is new to Vietnamese SME managers, and they are still
learning how to do business in the international market. Changes in their cognitive
ability coupled with the availability of new information cause changes in their
perception about the industry’s opportunity/pressure and their ability to
internationalize. Second, the external environment is changing quickly due to
Vietnam’s international economic integration process.
=> Proposition: The choice of international market entry time by
Vietnamese SMEs is determined by the key decision makers’ and/or the firm’s
desire and activated by the firm’s ability to internationalize.

6.2.2 Operation pattern
Before deciding on an international operation mode, the interviewed managers
analyze several alternatives against their business situations. The one chosen
reflects the managers’ optimal personal goal fulfillment with assurance of some
organization goal achievement and feasibility. Nevertheless, their analysis is
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informal and still hinges on intuition rather than a formal feasibility study because
they are relatively inexperienced and have to make decisions with limited or no
quality information input. Hence, the most frequently used strategy-making method
is based on trial-and-error within their acceptable level of risk. This explains why
their international operation does not follow a predetermined pattern; rather, it
exhibits an intermittent pattern of progress, pause, and retreat or continuity
contingent on their situation.
=> Proposition: The international operation of Vietnamese SMEs does not
follow a predetermined pattern; rather, it exhibits an intermittent pattern of
progress, pause, and retreat or continuity contingent on their situation at a given
point in time.

6.2.3 Product/service pattern
One noticeable characteristic of the firms studied is that they do not keep to a
product/service line or stay in just one industry. The interviewed managers share the
view that they need to be flexible to capture the good opportunities that the market
has to offer. In fact, many of them run multiple unrelated business lines. They
acknowledge that if they stay with one line of products/services or in one industry
for long, they will be able to develop a learning curve and build a bigger network in
that specific industry. However, they do not do so because it is too costly for them,
given their internal constraints, and they have to count on short-term profits to
survive. Therefore, when they discern a more lucrative line of products/services,
they divert the resources used for the existing line(s) to embark on the more
profitable one. When the market for the abandoned product/service lines becomes
lucrative again, the managers re-adopt these lines. As for traders, the sunk cost of
changing product lines is minimal. Vietnamese small producers do not have high
sunk costs either because they concentrate on low-tech sectors.
=> Proposition: Vietnamese SMEs do not internationalize with a
predetermined range of products/services; rather, the choice of internationalized
products/services exhibits an intermittent pattern of adoption, abandon, and readoption contingent on the products/services’ potential to yield profits.
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6.2.4 Market pattern
The choice of market is driven by demand and price factors. The psychic distance
concept does not apply to Vietnamese SMEs. They do not care if a country is
psychically close or distant as long as the market price is good. This is perhaps
caused by a lack of international experience, which causes them not to include
hidden costs in their estimation. Furthermore, their lack of systematic market
analysis skills results in their use of the current market price as a decisive indicator
of market conditions. However, a current market price cannot be used to predict
future shifts in demand and supply. Therefore, it is no surprise that they change
markets frequently.
On the other hand, Vietnam’s political situation and the government’s policy can
preclude Vietnamese SMEs from gaining access to certain markets. For example,
before Vietnam and the United States signed their bilateral trade agreement,
Vietnamese SMEs could not enter that market, even though they wanted to. Quotas
are another strong determinant. If they fail to obtain export quotas for a certain
product – export quotas are most often won by large firms – they cannot ship the
goods beyond Vietnam’s borders, even though they have orders from foreign
customers.
=> Proposition: The market choice of Vietnamese SMEs is determined by
price factors and made possible only under favorable political conditions in the
country and a favorable governmental policy. Their market pattern is sporadic,
with irregular periods of engagement, abandonment, and return.

6.2.5 Internationalization path
From the discussion on the internationalization pattern of Vietnamese SMEs in
terms of timing and the choice of operation modes, markets, and products, the
following proposition can be made.
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=> Proposition: Vietnamese SMEs do not follow any predetermined
international development path since their internationalization strategies are built
contingent on internal and external factors and change over time, causing
internationalization to follow sporadic patterns.

6.3

International management

6.3.1 Planning
Looking at how the interviewed firms plan for their international activities, one
cannot help but question why the planning horizon of a firm varies from time to
time and why it is that some have long-term planning, some have only short-term
planning, and others do not plan at all. When asked, managers of the firms that do
not make plans for their international activities indicated that they prefer to say they
have spontaneous planning because they actually make plans but only for the
immediate future. The plans reside in the decision makers’ heads rather than being
formally spelled out.
Nevertheless, the reason why they do not plan far ahead may have roots in the fact
that their use of the current price as the indicator of market conditions cannot help
them to predict shifts. That their business environment changes too quickly or
relevant information only becomes available when they actually get involved are
also relevant factors. For example, new regulations are issued every 2-3 months by
the prime minister, the government, the national assembly, or the ministries. Since
the new regulations normally supersede the previously issued ones and “no one
really knows when certain legal provisions are to be changed and what direction the
changes will take”, what the firms have planned may become irrelevant. However,
managers with insider information make plans in secret to siphon off benefits from
information imperfection rather than making it known to others for fear of leaking
the information. Of course, not all firms are affected whenever there is a change in
business regulations. The interviewed managers claimed that other external factors
such as changes brought about by their customers or suppliers, reactions of interest
groups in foreign countries, political situations of their target markets, etc. may
make their planning irrelevant. One rice exporter said that he has to react to
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situation changes too frequently; thus, any plan for longer than three months is
pointless. His suppliers – Vietnamese farmers – only decide whom to sell to and at
what price at the very last minute. His firm’s financial standing makes it impossible
for him to obtain a guaranteed supply from them, which is usually done by
providing the farmers a subsidy or advance payment to help the farmers buy certain
input materials during their production process. It should be noted that the futures
market does not exist in Vietnam; thus, there is no way to hedge through the
financial market.
Furthermore, firm size – the real, not reported size (refer to section 5.1.1.1) –
influences how much planning is needed. From the cases studied, it appears that the
bigger the size, the more coordination is needed and thus more plans are made.
Planning terms are also shaped by business type. Trading companies tend to plan
for shorter terms since their very survival depends on speculation, which reaps
profits from the market and information imperfection. Moreover, their fixed costs
are lower than fixed costs incurred in firms of other business types, so they can
afford to be more flexible.
=> Proposition: The planning needed by Vietnamese SMEs is related to
the volatility in their business environment. The more volatile the business
environment is, the shorter-term the plans made by Vietnamese SMEs become. It
is also related to the size and type of their business. The bigger their firm size is,
the longer-term their plans become. Trading companies are able to change faster
than producers; thus, their plans are for shorter terms.

6.3.2 Marketing management
International marketing management concerns how companies direct the flow of
their goods and services to consumers in foreign countries. Therefore, the
discussion in this section is only relevant to firms that adopt outward
internationalization modes.
Outwardly internationalizing Vietnamese SMEs operate with limited capital and
international knowledge; therefore, they prefer strategies that do not require deep
involvement in foreign markets. Not surprisingly, the most frequently seen strategy
is the adoption of the B2B model for export, i.e., positioning at the upper end of the
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supply chain. Moreover, their limited international market knowledge makes it
extremely difficult for them to design new products effectively or adapt existing
products to satisfy international customer tastes. In fact, all of the interviewees
consider product design to be one of the weakest points among Vietnamese SMEs
and blame it on a lack of quality information on international consumer preferences.
Hence, they opt to copy designs provided by customers or requested by distributors.
Interestingly, most of the customers and distributors of the firms studied do not
care about patent rights because they themselves copy best-selling designs in their
home markets. To make sure that they can sell their products, Vietnamese SMEs
tend to focus on standardized products that have been proven to sell well abroad or
made-to-order products that are designed by their buyers.
The promotional policies of these firms are shaped by how well-known Vietnam is
in the industry in which they intend to internationalize and how big their budget is.
Indeed, how Vietnam’s image is perceived abroad determines how much persuasion
effort is needed. Before Vietnam entered such international groups as ASEAN and
APEC, many foreign business people still considered Vietnam a country at war;
they did not think of Vietnam as a potential supply source until Vietnamese
businesses approached them. This caused the firms to apply direct marketing
methods, such as going to trade fairs and exhibitions, to gain direct contacts.
However, only firms supported by the government could afford to do so. Other
firms almost always had to rely on word-of-mouth spread through their personal
network, which has connections with foreigners via overseas Vietnamese or
Vietnamese working in international organizations, as well as through their business
network, which more often than not must have some connection with government
officials at the Ministry of Trade. When Vietnam’s image became better perceived
in the international market, thanks to its government’s effort to promote the country
during its international economic integration process, Vietnamese SMEs were able
to exploit other methods besides those previously mentioned. For example, by
simply registering their firms in import/export business directories, they were able
to gain enough notice to receive requests from potential foreign customers. When
internet access became affordable, the firms started exploring foreign business
websites to learn about them and contact them directly (without having to go to
trade fairs to get their contact information). Now, outwardly internationalizing
SMEs subscribe to B2B e-portals. The interviewed managers revealed that they
focus on foreign portals because they are far more effective than portals developed
by Vietnamese government agencies. This is because foreign portals are more
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dynamic, richer in content, and enjoy heavier visitor and user traffic. Many SMEs
now have their own websites to introduce their products/services although their
websites are still quite static, i.e., interaction between the websites and web-surfers
is close to zero.
=> Proposition: The international marketing management of Vietnamese
SMEs is shaped by the managers’ international knowledge and governmental
policy and bound by the firm’s financial ability.

6.3.3 Information management
Internationalizing Vietnamese SMEs use multiple information sources in both
public and private channels. As for the former channel, private firms tend to rely
more on foreign sources, even for textbooks, statistics, etc., than on government
sources. When asked for the reasons, managers of private businesses responded that
they have not been able to exploit domestic public sources because the information
released by government agencies to the public is very out-dated and sometimes
unreliable because of the data collection method. However, they still keep a
watchful eye, hoping that they may appropriate something useful some day in the
future. State-owned businesses, on the other hand, rely on information from the
government channel. As for the private channel, managers of both private and stateowned SMEs take advantage of information asymmetry and they rely on
opportunistic information sources.
To learn about foreign markets today, managers opt for the internet as the most
useful information channel. However, before the internet was allowed in Vietnam,
they looked to family sources. When traveling became less difficult due to
governmental relaxation control, the firms started to explore primary foreign
information sources. In the past, Vietnamese passport-issuing authorities restricted
the countries to which the passport holder could apply for a visa. The procedures for
securing a passport were complicated and there were a variety of background
checks before passport issuance. Therefore, SMEs managers, especially those in the
private sector, had to let many opportunities go because they were not allowed to
exit Vietnam as they wished. Another notable point is that overseas Vietnamese in
capitalist countries used to be considered traitors or bad elements so the managers
had to take great care when contacting them. However, the government has changed
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its attitude toward overseas Vietnamese, especially refugees. Managers can now
take advantage of this information source for market opportunities and customer
preferences.
In treating the data gathered, the informants revealed that they do not use any
formal methods of analysis. Rather, they use intuition and rely on experience. When
asked why, they refused to answer directly but hinted that formal methods are only
theoretically useful and not practical. One explanation for this attitude may be that
the education system of Vietnam, especially business training programs, fails to
provide people with practical knowledge for the reasons elaborated in section
2.3.2.6 of chapter 2. As the Vietnamese believe that the formal education and
training system only provides impractical knowledge, they tend to discredit
methods taught in textbooks.
=> Proposition: Vietnamese SME information management is influenced
by government control and the quality of the education system.

6.3.4 Human resource management
The managers of the firms studied believe that training could bring about significant
improvement of their business performance in the international market. However,
because they are dissatisfied with the quality of the mainstream business education
channel, they organize in-house training and provide on-the-job training for their
marketing employees to enhance their professional development (e.g. problem
solving, interpersonal, and leadership skills) and basic business skills (e.g.
management, production, and marketing).
Most interviewees agree that language per se is not a significant issue since it is
quite easy to find a person who can speak English well. However, it is extremely
difficult to find a person with the aptitude to work with foreigners. Therefore, while
recruiting employees for their international activities, they do not care as much
about educational background as they do about intelligence and flexibility.
Interestingly, their advertisements for job openings stipulate high requirements for
educational background. In fact, it is only a strategy boost the image of their firms.
When they actually recruit, they hire people through their business network.
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One noticeable feature in all of the firms studied is that the more they are involved
in international activities, the more emphasis they put on professionalism and unity.
To evaluate employee international performance, firms with rich international
experience, and especially the firms whose key decision makers have had
management training at foreign institutions, use formal performance evaluations;
other firms still rely on informal appraisals from managers. To motivate employees,
all informants admitted that incentive compensation is by far the most effective
measure.
=> Proposition: The management of human resources for international
activities at Vietnamese SMEs is affected by the quality of business education in
Vietnam.

6.3.5 Financial management
The owner’s equity in state-owned SMEs comes from the state budget, along with
retained earnings. Because their managers do not have the right to raise additional
equity, financing in such firms tends to be inflexible. Therefore, when an
internationalization strategy calls for more working capital and/or new investment,
they look for credits from state-owned commercial banks, where they generally
have more privileged access than private SMEs. Knowing that the relationship with
bankers rather than profitability can ensure a firm’s ability to get credits, SOE
managers pay more attention to building both business and social relationships with
banks to facilitate access to loans. Private SMEs, on the other hand, must rely
heavily on family, friends, and their own savings for initial investments and ongoing capital needs. Therefore, they tend to emphasize exploiting relationships with
suppliers for trade credits.
One issue worth noticing is how Vietnamese SMEs manage foreign currencies
when they are involved in the international market. None of the studied firms hedge
in the foreign exchange market. This is largely because they do not know how to.
Furthermore, all of them keep US dollars as the main foreign currency. Since the
government has strict control, most of the interviewed managers confessed that they
often go to the black market and keep unofficial reserves of foreign currencies,
especially the US dollar. The firms that have a physical presence in a foreign
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country can circumvent the government’s control by having foreign bank accounts,
over which the Vietnamese government cannot exert control.
=> Proposition: Vietnamese SME financial management is technically
unsophisticated and bound by the financial system of Vietnam and the
government’s foreign exchange policy.

6.3.6 Risk management
Since state capacity to enforce laws is questionable and the legal system even has
many conflicting provisions, the interviewed managers do not rely on the legal
system to manage risk. In fact, they reported a strong desire to avoid it and be as
inconspicuous as possible. They are reluctant to have their activities known to
officials mostly because state scrutiny almost always creates problems. On the other
hand, private orders, which most domestic firms count on, do not seem to work in
the international market. The firms studied admitted to not having as deep an
understanding of international market factors as their counterparts do. That is why
the interviewees said that they depend on luck. Moreover, they use diversification
strategies and seek long-term relationships. They tend to avoid large and infrequent
orders. At the same time, they prefer manageable orders from stable partners at the
cost of accepting lower profit margins.
When asked if they use such business services as legal or market research
consulting, they responded that the costs of using such services – both in terms of
money and time spent – outweighed the benefits. Interestingly, their political risk
management is always developed reactively. In other words, it is devised only after
problems have occurred.
The informants acknowledged that their lack of
international business experience and training forced them to operate with trial-anderror. This makes many managers believe that luck is important to success; thus,
they pray to supernatural forces to help their business. Most of the informants
admitted to having gone to temples, pagodas or churches, and some even have altars
at their business premises.
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=> Proposition: Vietnamese SMEs do not have a formal approach to risk
management, but rather, they rely on luck because of their limited international
knowledge and experience as well as a result of weak protection from the
government.

6.4

Dynamic process of Vietnamese SME internationalization

The internationalization strategy development of Vietnamese SMEs is a function of
the objectives, internal factors, and external factors of the individual firms. Thus, its
full life cycle (conception, elaboration, decay, and death) varies within each firm
and across firms. The strategy may be formulated through a conscious process
before the managers make specific decisions, or it may form gradually, even
unintentionally, as the managers make their decisions one by one. In this process,
the decision makers’ international management capability can have an impact on
strategic coherence, i.e., a firm’s effectiveness in formulating and activating
organizational processes that allow adaptive responsiveness to changing external
conditions. However, I only discuss here how Vietnamese SMEs develop their
internationalization strategies since a discussion of their effectiveness with respect
to this issue is beyond the scope of this research.
Figure 6-2: Dynamic process of Vietnamese SME internationalization

Once the decision to internationalize is made, Vietnamese SMEs envision various
alternative plans so that they can react quickly when the situation changes. Contrary
to what is noted in the literature, they do not have a predetermined plan for any
product/service or any operation mode (location, partner, commitment, and
ownership structure). Rather, they keep a constant watch on the market to find out
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what is in demand and then study internal resources and consult with partners in
their network to find out whether they can supply such a good/service. It is no
surprise to find that among the cases studied (refer to section 6.3.1), larger firms are
more involved in business planning and use more sophisticated planning procedures
than do smaller firms. As such, deliberate strategies are more common in larger
firms while emergent strategies are more common in small family businesses.
As shown in the previous sections, internal and external factors can predetermine
the internationalization modes available to a firm and in many cases can affect its
location choice. For Vietnamese SMEs, the operation mode chosen in a particular
industry and at a particular location is contingent on the type of deal they can
secure with their partners or on new contacts made through their partners’
recommendation as much as it is contingent on requirements by laws and
regulations.
After executing the internationalization modes in the selected locations, a firm
certainly experience changes (either positive or negative) in its financial standing,
network, organizational learning, etc. In the meantime, external factors may change,
leading to changes in the internationalization modes available to the firm and, in
some cases, the location choices that the firm has. The changes also have an impact
on the decision makers’ expectations of internationalization as well as their goals.
The decision makers will then re-evaluate the internationalization strategy by
comparing it with the goals that they want to meet as well as reconsidering
constraints in order to make a decision on whether to continue with that strategy or
adjust or abandon it.
Because Vietnamese SMEs do not have the same financial capability as their
counterparts from more developed economies, they cannot afford to adhere to a
non-performing strategy for long. The interviewed managers of private firms
revealed that their firms cannot withstand any period of loss of more than two years,
and most of them consider one year to be the red flag for a complete stop. That
explains why they often quickly switch to alternative modes or withdraw altogether
and wait for other opportunities. Meanwhile, external changes can force the firms to
change their strategy. For example when the United States raised tariffs on shrimp
imported from Vietnam on the grounds of anti-dumping, many Vietnamese firms
had to abandon that market within a year after the tariffs went into effect.
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=> Proposition: Vietnamese SME internationalization strategy formation
is not a nicely sequenced process running on a standard time schedule. Rather, it
has periodic, but not incremental waves as the managers respond to internal and
external changes large enough for them to perceive. Therefore, changes in their
internationalization strategies take place in spurts, each followed by an irregular
period of continuity.
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7.0 Conclusions

In this study I provided three reasons for ground-breaking research on the
internationalization process of Vietnamese small and medium-sized enterprises: (1)
Because small and medium-sized enterprises constitute the backbone of the
Vietnamese economy,
their success or failure can have serious impacts on
Vietnam’s economic development; (2) Vietnam’s international economic
integration process exposes these firms to the international market, which can create
opportunities as well as threats to them; and (3) there exists no prior research on the
internationalization process of Vietnamese SMEs, and existing theories on the
internationalization of SMEs from other countries cannot explain how and why
Vietnamese SMEs internationalize because the underlying assumptions of these
theories do not hold in the Vietnamese context.
By using the Straussian grounded theory method, I discovered that the nature of the
internationalization process of Vietnamese SMEs is a dynamic process of continual
proactive and reactive adaptation to situational changes to achieve the firms’
organizational goals or to satisfy their managers’ personal goals. That explains why
they internationalize at one time but de-internationalize at another if engaging in
international activities does not yield the desired results instantly. How they
internationalize is determined by a combination of internal and external factors.
Since these factors may remain the same for some time and then change, a firm’s
internationalization strategies are fixed or altered accordingly. Therefore, the
internationalization path follows sporadic patterns in terms of duration, operation
mode, product, and market. These findings have several implications for the
research community, policy makers, and SME managers.
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7.1

Research implications

With this study, the phenomenon of Vietnamese SME internationalization is
delineated for the first time. The study contributes to the contemporary management
literature by shedding light on the strategy development process that determines the
Vietnamese SME development trajectory in today’s globalizing economy. It
presents the emerging international business research stream with a new direction
for the ongoing discourse of how and why firms internationalize. It also contributes
to the development of grounded-theory application in studying organizational
behavior in country-specific settings.
Furthermore, the theory developed from this study distinguishes itself from other
internationalization process theories in that it acknowledges the concurrent
influence of managerial characteristics, firm characteristics, industry structure and
attributes, and socio-economic infrastructure and the interrelationship among these
factors rather than isolating each factor. It clearly demonstrates that the Vietnamese
SME internationalization process is not a systematic planning process. Rather, it
reflects an experimental learning process by the management. However, this
learning process does not result in progressive international expansion but in
strategies for either expansion or contraction contingent on emerging situations.
Unlike the existing theories developed by the ecological school, which only account
for the potential influence of external factors, this theory incorporates both internal
and external factors into its explanation.

7.2

Policy implications

Since Vietnamese SMEs are quick in adapting to situational changes, changes in
policy can create great impact. If policy makers want to encourage Vietnamese
SMEs to engage in outward internationalization, they should devise measures to
make it more profitable for SMEs to export than to import. What Vietnamese
exporters need the most now is largely information about foreign market
opportunities and export infrastructure. Both of these are public goods that require
substantial initial investment, but once they are in place, they can be used by many
firms.
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The Vietnamese government can help to reduce the firms’ search costs by providing
them with quality information rather than censoring what information they can
access. Since they are increasingly surfing the internet to find customers and gain
market information, the government can provide news feeds for market updates and
develop e-portals for business matching. In fact, Vietnamese SME managers are
always watchfully waiting for quality information from the government, but what
they have received so far is too general and often at macro level. Thus, Vietnamese
SMEs have not been able to actualize the government’s support due to its limited
applicability to their business situations. Although there exist international market
monitoring services, Vietnamese SME managers do not seem to be aware of them.
Therefore, providing them with references to such services would be helpful.
Furthermore, the government could enable these Vietnamese SMEs to capture
international business opportunities by relaxing tax and foreign currency control as
well as introducing further reforms to reduce bureaucracy and remove protection for
state-owned enterprises on the exporting front. To reduce their marketing costs, the
government should launch campaigns to promote Vietnam’s image in areas where it
has comparative advantages. It should also have policies to protect Vietnamese
SMEs against political risks and reaction from foreign interest groups.
For Vietnam to be competitive in the international market, the quality of its labor
force must be improved. The government should open its education system to allow
market-driven curricula in higher education and vocational training institutions
rather than dictating that they follow rigid content guidelines that must be approved
by the Ministry of Education and Training. Furthermore, business education should
highlight the practical benefits of working with business plans and give
entrepreneurs training in the field of business planning and risk management.

7.3

Managerial implications

The most important advice that managers of the firms studied want to spread to
other Vietnamese SMEs who want to profit from international market involvement
is that professionalism and unity are the key to success. Therefore, the firms need to
change staff work habits and style, improve their analysis skills, and update their
knowledge. What they should do now is provide their staff with internal training
rather than waiting for qualified job applicants since it will take a long time before
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the educational system can provide Vietnamese business people with the necessary
knowledge and skills to succeed in the international market. Their management staff
should be given incentives to improve their knowledge of the international market
and management capability by participating in industry forums, monitoring
international market news, and perhaps following international management courses
provided by internationally reputable institutions (many of which are free online,
e.g., MIT open-source courses provided by the Massachusetts Institute of
Technology in the United States). Vietnamese SMEs should also recognize the role
of information internalization and be prepared to utilize it in order to facilitate their
internationalization process. They should actively gather information and
knowledge from a variety of sources such as overseas Vietnamese communities,
foreign market visits, trade fairs, and the internet. In fact, the internet has proven to
be the most cost-effective tool for all of the firms studied in this research project.
Indeed, internationalization success requires active investments by the SMEs to
exploit the opportunities that are available. They should conduct careful
international market research before embarking on a given internationalization
strategy in order to avoid costs caused by trial-and-error. If they do not have the
ability to gather and analyze primary data, they should at least study statistics and
market research reports made by professionals in reputable consulting firms,
international organizations, or government agencies. Even if SME managers have to
make decisions by intuition, as they have been doing thus far, more information
input can certainly improve the quality of their decisions.
Although fixed-term planning may not be adequate due to the fast pace of changes
in the business environment, SME managers should still learn to make business
plans in a professional manner and on a regular basis because there are several
benefits to doing so. First, they can have a better understanding of their own
business situation both internally and externally so that if a new situation arises,
they can quickly adapt to the new changes. Second, they can be more aware of risks
and prepare measures should anything happen. Third, by formalizing their business
processes, they can obtain capital from international sources of funding to increase
their financial leverage, which in turn can enable the firms to quickly capture
international investment opportunities should they arise.
In short, in order to correctly identify situational changes and understand what the
changes mean to their business so that they can adapt to and benefit from the
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changes, Vietnamese SMEs should actively seek more information input from
multiple sources, improve their analytic skills by continual training, and formalize
their business processes.

7.4

Suggestions for future research

Although this research has achieved the objective of finding insightful knowledge
on the nature of the internationalization process of Vietnamese SMEs to build a
ground-breaking theory, there is still much work to be done for a comprehensive
understanding of the subject. First, the theory must be validated with data from
other sampling frames since the same data used to build a theory cannot be used to
validate that theory. Subsequent research can test and refine individual hypotheses
on the nature of Vietnamese SME internationalization or the whole
internationalization strategy development model (described in text boxes in chapter
6). Further qualitative studies for literal and theoretical replication can be useful.
Comparative studies are also worth investigating to explore patterns of similarity
and differences between the internationalization process of Vietnamese SMEs and
that of SMEs from other transitional economies. Furthermore, another interesting
research direction is to extend these research findings to study strategy development
for other organizational processes in Vietnamese SMEs.
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Appendix A: Geography of Vietnam

Vietnam today consists of 331,690 sq km of mainland area and about 1,000,000 sq
km of territorial water. At longitude from 102o09’ to 109o30’ East and latitude from
8o10’ to 23o24’ North, it borders the Gulf of Thailand, Gulf of Tonkin, and South
China Sea, as well as China, Laos, and Cambodia (3260-km-long coastline and
3730-km-long inland border).
Figure A-1: Vietnam’s location

The country has thousands of rivers crisscrossing its land and a river mouth for
every 20 km of its coastline. Its abundant water supply coupled with fertile soil and
tropical climate undoubtedly endows Vietnam with favorable conditions for
developing agriculture and aquaculture. Furthermore, the northern and central
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inland areas of Vietnam have rich deposits of mineral coals, bauxite, and precious
metals. It also has significant reserves of oil and natural gas on its coastline and
offshore.
The capital of Vietnam is Hanoi, which has been its political center for over a
thousand years, albeit with a few interruptions. As of January 2008, Vietnam has 60
provinces and 4 municipalities. These administrative divisions, however, can be
changed in terms of number, name, and area size according to the Vietnamese
government’s administrative needs, as they have been many times.
Figure A-2: Regions of Vietnam
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Table A-1: Vietnam’s provinces and municipalities grouped by regions
Region

Administrative divisions

Red River Delta

Ha Nam, Hanoi, Ha Tay, Hai Duong, Hai Phong City,
Hung Yen, Nam Dinh, Ninh Binh, and Thai Binh

Northeast

Bac Giang, Bac Kҥn, Bac Ninh, Cao Bang, Ha Giang,
Lang Son, Lao Cai, Phu Tho, Quang Ninh, Thai Nguyen,
Tuyen Quang, Vinh Phuc, and Yen Bai

Northwest

Dien Bien, Hoa Binh, Lai Chau, and Son La

North Central

Ha Tinh, Nghe An, Quang Binh, Quang Tri, Thanh Hoa,
and Thua Thien Hue

South Central

Binh Dinh, Da Nang City, Khanh Hoa, Phu Yen, Quang
Nam, Quang Ngai

Central Highlands

Dak Lak, Dak Nong, Gia Lai, Kon Tum

Southeast

Ba Ria Vung Tau, Binh Duong, Binh Phuoc, Binh Thuan,
Dong Nai, Lam Dong, Ninh Thuan, Tay Ninh, Ho Chi
Minh City

Mekong River Delta An Giang, Bac Lieu, Ben Tre, Ca Mau, Can Tho, Dong
Thap, Hau Giang, Kien Giang, Long An, Soc Trang, Tien
Giang, Tra Vinh, Vinh Long
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Appendix B: Note on the usage of CPC Version 1.1

Central Product Classification (CPC) Version 1.1 was developed by the United
Nations Statistics Division to serve as an instrument for assembling and tabulating
all kinds of statistics requiring product detail. It constitutes a comprehensive
classification of all goods and services that can be the object of domestic or
international transactions. By classifying products based on the physical
characteristics of goods or on the nature of the services rendered, the CPC provides
a basis for recompiling basic statistics from their original classifications into a
standard classification for analytical use (for further information, please go to
http://unstats.un.org). Below is an excerpt of CPC version 1.1.
Code20 & description
4 Metal products, machinery and equipment
41 Basic metals
411 Basic iron and steel
4111 Primary materials of iron and steel metallurgy
41111 Pig iron and spiegeleisen in pigs, blocks or
other primary forms
41112 Ferro-manganese
41113 Ferro-chromium
41114 Ferro-nickel
41115 Other ferro-alloys
41116 Ferrous products obtained by direct reduction
of iron ore and other spongy ferrous products,
in lumps, pellets or similar forms; iron having a
minimum purity by weight of 99.94%, in
lumps, pellets or similar forms; granules and
powders, of pig iron, spiegeleisen, iron or steel

20

The first digit represents sections; the second digit represents divisions, the third digit represents groups;
the fourth digit represents classes; and the fifth digit represents subclasses.
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Because of its practicality, the CPC was used to analyze the patterns of
product/services that the subjects of this research have chosen to
internationalize with. Although the complete list has 5 layers of
classification, I found the third layer to be sufficient to identify the patterns.
Code
Description
0 Agriculture, forestry and fishery products
01 Products of agriculture, horticulture and market gardening
011 Cereals
012 Vegetables
013 Fruit and nuts
014 Oil seeds and oleaginous fruit
015 Living plants; cut flowers and flower buds; flower seeds and
fruit seeds; vegetable seeds
016 Beverages and spice crops
017 Unmanufactured tobacco
018 Plants used for sugar manufacturing
019 Raw vegetable materials n.e.c.
02 Live animals and animal products
021 Live animals
029 Other animal products
03 Forestry and logging products
031 Wood in the rough
032 Natural gums
039 Other forestry products
04 Fish and other fishing products
041 Fishes, live, fresh or chilled
042 Crustaceans, not frozen; oysters; other aquatic invertebrates,
live, fresh or chilled
049 Other aquatic animals
1 Ores and minerals; electricity, gas and water
11 Coal and lignite; peat
110 Coal and lignite; peat
12 Crude petroleum and natural gas
120 Crude petroleum and natural gas
13 Uranium and thorium ores
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130 Uranium and thorium ores and concentrates
14 Metal ores
141 Iron ores and concentrates, other than roasted iron pyrites
142 Non-ferrous metal ores and concentrates (other than uranium
or thorium ores and concentrates)
15 Stone, sand and clay
151 Monumental or building stone
152 Gypsum; anhydrite; limestone flux; limestone and other
calcareous stone, of a kind used for the manufacture of lime
or cement
153 Sands, pebbles, gravel, broken or crushed stone, natural
bitumen and asphalt
16 Other minerals
161 Chemical and fertilizer minerals
162 Salt and pure sodium chloride; sea water
163 Precious and semi-precious stones; pumice stone; emery;
natural abrasives; other minerals
17 Electricity, town gas, steam and hot water
171 Electrical energy
172 Coal gas, water gas, producer gas and similar gases, other
than petroleum gases and other gaseous hydrocarbons
173 Steam and hot water
18 Water
180 Natural water
Food products, beverages and tobacco; textiles, apparel and leather
products
21 Meat, fish, fruit, vegetables, oils and fats
211 Meat and meat products
212 Prepared and preserved fish
213 Prepared and preserved vegetables
214 Fruit juices and vegetable juices
215 Prepared and preserved fruit and nuts
216 Animal and vegetable oils and fats
217 Cotton linters
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22

23

24

25
26

218 Oil-cake and other residues resulting from the extraction of
vegetable fats or oils; flours and meals of oil seeds or
oleaginous fruits, except those of mustard; vegetable waxes,
except triglycerides; degras; residues resulting from the
treatment of fatty substances or animal or vegetable waxes
Dairy products
221 Processed liquid milk and cream
229 Other dairy products
Grain mill products, starches and starch products; other food
products
231 Grain mill products
234 Bakery products
235 Sugar
236 Cocoa, chocolate and sugar confectionery
Macaroni, noodles, couscous and similar farinaceous
237 products
239 Food products n.e.c.
Beverages
Ethyl alcohol; spirits, liqueurs and other spirituous
241 beverages
242 Wines
243 Malt liquors and malt
244 Soft drinks; bottled mineral waters
Tobacco products
250 Tobacco products
Yarn and thread; woven and tufted textile fabrics
261 Natural textile fibers prepared for spinning
262 Man-made textile staple fibers processed for spinning
263 Textile yarn and thread of natural fibers
264 Textile yarn and thread of man-made filaments or staple
fibers
265 Woven fabrics (except special fabrics) of natural fibers other
than cotton
266 Woven fabrics (except special fabrics) of cotton
267 Woven fabrics (except special fabrics) of man-made
filaments and staple fibers
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268 Special fabrics
27 Textile articles other than apparel
272 Carpets and other textile floor coverings
273 Twine, cordage, ropes and cables and articles thereof
(including netting)
279 Textiles n.e.c.
28 Knitted or crocheted fabrics; wearing apparel
281 Knitted or crocheted fabrics
282 Wearing apparel, except fur apparel
283 Tanned or dressed fur skins and artificial fur; articles thereof
(except headgear)
29 Leather and leather products; footwear
291 Tanned or dressed leather; composition leather
292 Luggage, handbags and the like; saddlery and harness; other
articles of leather
293 Footwear, with outer soles and uppers of rubber or plastics,
or with uppers of leather or textile materials, other than
sports footwear, footwear incorporating a protective metal
toe- cap and miscellaneous special footwear
294 Sports footwear, except skating boots
295 Other footwear, except asbestos footwear, orthopedic
footwear and skating boots
296 Parts of footwear; removable insoles, heel cushions and
similar articles; gaiters, leggings and similar articles, and
parts thereof
Other transportable goods, except metal products, machinery and
equipment
31 Products of wood, cork, straw and plaiting materials
311 Wood, sawn or chipped lengthwise, sliced or peeled, of a
thickness exceeding 6 mm; railway or tramway sleepers
(cross-ties) of wood, not impregnated
312 Wood continuously shaped along any of its edges or faces;
wood wool; wood flour; wood in chips or particles
313 Wood in the rough, treated with paint, stains, creosote or
other preservatives; railway or tramway sleepers (cross-ties)
of wood, impregnated
166

32

33

314 Boards and panels
315 Veneer sheets; sheets for plywood; densified wood
316 Builders' joinery and carpentry of wood (including cellular
wood panels, assembled parquet panels, shingles and shakes)
317 Packing cases, boxes, crates, drums and similar packing, of
wood; cable-drums of wood; pallets, box pallets and other
load boards, of wood; casks, barrels, vats, tubs and other
coopers' products and parts thereof, of wood (including
staves)
319 Other products of wood; articles of cork, plaiting materials
and straw
Pulp, paper and paper products; printed matter and related
articles
321 Pulp, paper and paperboard
322 Books, brochures and leaflets (except advertising material)
printed, printed maps; music, printed or in manuscript
323 Newspapers, journals and periodicals, appearing at least four
times a week
324 Newspapers, journals and periodicals, appearing less than
four times a week
325 Stamps, cheque forms, banknotes, stock certificates,
postcards, greeting cards, advertising material, pictures and
other printed matter
326 Registers, account books, notebooks, letter pads, diaries and
similar articles, blotting-pads, binders, file covers, forms and
other articles of stationery, of paper or paperboard
327 Composed type, prepared printing plates or cylinders,
impressed lithographic stones or other impressed media for
use in printing
Coke oven products; refined petroleum products; nuclear fuel
331 Coke and semi-coke of coal, of lignite or of peat; retort
carbon
332 Tar distilled from coal, from lignite or from peat, and other
mineral tars
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34

35

333 Petroleum oils and oils obtained from bituminous materials,
other than crude; preparations n.e.c. containing by weight
70% or more of these oils, such oils being the basic
constituents of the preparations
334 Petroleum gases and other gaseous hydrocarbons, except
natural gas
335 Petroleum jelly; paraffin wax, micro- crystalline petroleum
wax, slack wax, ozokerite, lignite wax, peat wax, other
mineral waxes, and similar products; petroleum coke,
petroleum bitumen and other residues of petroleum oils or of
oils obtained from bituminous materials
336 Radioactive elements and isotopes and compounds; alloys,
dispersions, ceramic products and mixtures containing these
elements, isotopes or compounds; radioactive residues
337 Fuel elements (cartridges), for or of nuclear reactors
Basic chemicals
341 Basic organic chemicals
342 Basic inorganic chemicals n.e.c.
343 Tanning or dyeing extracts; tannins and their derivatives;
coloring matter n.e.c.
344 Activated natural mineral products; animal black; tall oil;
terpenic oils produced by the treatment of coniferous woods;
crude dipentene; crude para-cymene; pine oil; rosin and resin
acids, and derivatives thereof; rosin spirit and rosin oils; rum
gums; wood tar; wood tar oils; wood creosote; wood
naphtha; vegetable pitch; brewers' pitch
345 Miscellaneous basic chemical products
346 Fertilizers and pesticides
347 Plastics in primary forms
348 Synthetic rubber and factice derived from oils, and mixtures
thereof with natural rubber and similar natural gums, in
primary forms or in plates, sheets or strip
Other chemical products; man-made fibers
351 Paints and varnishes and related products; artists' colors; ink
352 Pharmaceutical products
353 Soap, cleaning preparations, perfumes and toilet preparations
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354 Chemical products n.e.c.
355 Man-made fibers
36 Rubber and plastics products
361 Rubber tyres and tubes
362 Other rubber products
363 Semi-manufactures of plastics
364 Packaging products of plastics
369 Other plastics products
37 Glass and glass products and other non-metallic products n.e.c.
371 Glass and glass products
372 Non-structural ceramic ware
373 Refractory products and structural non-refractory clay
products
374 Cement, lime and plaster
375 Articles of concrete, cement and plaster
376 Monumental or building stone and articles thereof
379 Other non-metallic mineral products n.e.c.
38 Furniture; other transportable goods n.e.c.
381 Furniture
382 Jewellery and related articles
383 Musical instruments
384 Sports goods
385 Games and toys
386 Roundabouts, swings, shooting galleries and other fairground
amusements
387 Prefabricated buildings
389 Other manufactured articles n.e.c.
39 Wastes or scraps
391 Wastes from food and tobacco industry
392 Non-metal wastes or scraps
393 Metal wastes or scraps
399 Other wastes and scraps
Metal products, machinery and equipment
41 Basic metals
411 Basic iron and steel
412 Rolled, drawn and folded products of iron and steel
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42

43

44

413 Basic precious metals and metals clad with precious metals
414 Copper, nickel, aluminum, alumina, lead, zinc and tin,
unwrought
415 Semi-finished products of copper, nickel, aluminum, lead,
zinc and tin or their alloys
416 Other non-ferrous metals and articles thereof (including
waste and scrap); cermets and articles thereof; ash and
residue (except from the manufacture of iron or steel),
containing metals or metallic compounds
Fabricated metal products, except machinery and equipment
421 Structural metal products and parts thereof
422 Tanks, reservoirs and containers of iron, steel or aluminum
423 Steam generators, (except central heating boilers) and parts
thereof
429 Other fabricated metal products
General-purpose machinery
431 Engines and turbines and parts thereof
432 Pumps, compressors, hydraulic and pneumatic power
engines, and valves, and parts thereof
433 Bearings, gears, gearing and driving elements, and parts
thereof
434 Ovens and furnace burners and parts thereof
435 Lifting and handling equipment and parts thereof
439 Other general-purpose machinery and parts thereof
Special-purpose machinery
441 Agricultural or forestry machinery and parts thereof
442 Machine-tools and parts and accessories thereof
443 Machinery for metallurgy and parts thereof
444 Machinery for mining, quarrying and construction, and parts
thereof
445 Machinery for food, beverage and tobacco processing, and
parts thereof
446 Machinery for textile, apparel and leather production, and
parts thereof
447 Weapons and ammunition and parts thereof
448 Domestic appliances and parts thereof
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45

46

47

48

449 Other special-purpose machinery and parts thereof
Office, accounting and computing machinery
451 Office and accounting machinery, and parts and accessories
thereof
452 Computing machinery and parts and accessories thereof
Electrical machinery and apparatus
461 Electric motors, generators and transformers, and parts
thereof
462 Electricity distribution and control apparatus, and parts
thereof
463 Insulated wire and cable; optical fiber cables
464 Accumulators, primary cells and primary batteries, and parts
thereof
465 Electric filament or discharge lamps; arc lamps; lighting
equipment; parts thereof
469 Other electrical equipment and parts thereof
Radio, television and communication equipment and apparatus
471 Electronic valves and tubes; electronic components; parts
thereof
472 Television and radio transmitters and apparatus for line
telephony or telegraphy; parts and accessories thereof
473 Radio broadcast and television receivers; apparatus for sound
and video recording and reproducing; microphones,
loudspeakers, amplifiers, etc.; reception apparatus for radiotelephony or radio-telegraphy
474 Parts for the goods of classes 4721 to 4733 and 4822
475 Audio and video records and tapes
476 Cards with magnetic strips or chip
Medical appliances, precision and optical instruments, watches
and clocks
481 Medical and surgical equipment and orthopedic appliances
482 Instruments and appliances for measuring, checking, testing,
navigating and other purposes, except optical instruments;
industrial process control equipment; parts and accessories
thereof
483 Optical instruments and photographic equipment, and parts
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and accessories thereof

5

6

484 Watches and clocks, and parts thereof
49 Transport equipment
491 Motor vehicles, trailers and semi-trailers; parts and
accessories thereof
492 Bodies (coachwork) for motor vehicles; trailers and semitrailers; parts and accessories thereof
493 Ships
494 Pleasure and sporting boats
495 Railway and tramway locomotives and rolling stock, and
parts thereof
496 Aircraft and spacecraft, and parts thereof
499 Other transport equipment and parts thereof
Construction services
54 Construction services
541 General construction services of buildings
542 General construction services of civil engineering works
543 Site preparation services
544 Assembly and erection of prefabricated constructions
545 Special trade construction services
546 Installation services
547 Building completion and finishing services
548 Renting services related to equipment for construction or
demolition of buildings or civil engineering works, with
operator
Distributive trade services; lodging; food and beverage serving
services; transport services; and utilities distribution services
61 Wholesale trade services
611 Wholesale trade services, except on a fee or contract basis
612 Wholesale trade services on a fee or contract basis
62 Retail trade services
621 Non-specialized store retail trade services
622 Specialized store retail trade services
623 Mail order retail trade services
624 Other non-store retail trade services
625 Retail trade services on a fee or contract basis
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Lodging; food and beverage serving services
631 Lodging services
632 Food serving services
633 Beverage serving services for consumption on the premises
64 Land transport services
641 Mixed mode land transportation services
642 Railway transport services
643 Road transport services
644 Transport services via pipeline
65 Water transport services
651 Coastal and transoceanic water transport services
652 Inland water transport services
66 Air transport services
661 Air transport services of passengers
662 Air transport services of freight
663 Transport services via space
664 Rental services of aircraft with operator
67 Supporting and auxiliary transport services
671 Cargo handling services
672 Storage and warehousing services
673 Navigational aid services
674 Supporting services for railway transport
675 Supporting services for road transport
676 Supporting services for water transport
677 Supporting services for air or space transport
678 Travel agency, tour operator and tourist guide services
679 Auxiliary and other supporting transport services
68 Postal and courier services
681 Postal and courier services
69 Electricity distribution services; gas and water distribution
services through mains
691 Electricity distribution services and gas distribution services
through mains
692 Water distribution services through mains
Financial and related services; real estate services; and rental and
leasing services
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Financial intermediation, insurance and auxiliary services
711 Financial intermediation services, except investment
banking, insurance services and pension services
712 Investment banking services
713 Insurance and pension services (excluding reinsurance
services), except compulsory social security services
714 Reinsurance services
715 Services auxiliary to financial intermediation other than to
insurance and pensions
716 Services auxiliary to insurance and pensions
72 Real estate services
721 Real estate services involving own or leased property
722 Real estate services on a fee or contract basis
73 Leasing or rental services without operator
731 Leasing or rental services concerning machinery and
equipment without operator
732 Leasing or rental services concerning other goods
733 Licensing services for the right to use non-financial
intangible assets
Business and production services
81 Research and development services
811 Research and experimental development services in natural
sciences and engineering
812 Research and experimental development services in social
sciences and humanities
813 Interdisciplinary research and experimental development
services
82 Legal and accounting services
821 Legal services
822 Accounting, financial auditing and bookkeeping services
823 Advisory services related to taxation
824 Insolvency and receivership services
83 Other professional, technical and business services
831 Consulting and management services
832 Architectural services and urban planning and landscape
architectural services
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84

85

86

87

88

833 Engineering services
834 Specialty design services
835 Scientific and other technical services
836 Advertising services
837 Market research and public opinion polling services
838 Photographic services and photography processing services
839 Other professional, technical and business services n.e.c.
Telecommunications services; information retrieval and supply
services
841 Telecommunications and program distribution services
842 Internet telecommunications services
843 Online information provision services
844 News agency services
845 Library and archive services
Support services
851 Employment agency services and supply of personnel
services
852 Investigation and security services
853 Cleaning services
854 Packaging services
859 Other support services
Services incidental to agriculture, hunting, forestry, fishing,
mining and utilities
861 Services incidental to agriculture, hunting, forestry and
fishing
862 Services incidental to mining
863 Services incidental to electricity, gas and water distribution
Maintenance, repair and installation (except construction)
services
871 Maintenance and repair services of fabricated metal products,
machinery and equipment
872 Repair services of other goods
873 Installation services (other than construction)
Manufacturing services on physical inputs owned by others
881 Manufacturing services on physical inputs owned by others
(except machinery and equipment)
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882 Manufacturing services performed on metals and metal
products, machinery and equipment, owned by others
89 Other manufacturing services
891 Publishing, printing and reproduction services
892 Moulding, pressing, stamping, extruding and similar plastic
manufacturing services
893 Casting, forging, stamping and similar metal manufacturing
services
894 Recycling services, on a fee or contract basis
Community, social and personal services
91 Public administration and other services to the community as a
whole; compulsory social security services
911 Administrative services of the government
912 Services to the community as a whole
913 Administrative services of compulsory social security
schemes
92 Education services
921 Primary education services
922 Secondary education services
923 Higher education services
929 Other education and training services
93 Health and social services
931 Human health services
932 Veterinary services
933 Social services
94 Sewage and refuse disposal, sanitation and other environmental
protection services
941 Sewage services
942 Refuse disposal services
943 Sanitation and similar services
949 Other environmental protection services n.e.c.
95 Services of membership organizations
951 Services furnished by business, employers and professional
organizations
952 Services furnished by trade unions
959 Services furnished by other membership organizations
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96

97

98
99

Recreational, cultural and sporting services
961 Audio-visual and related services
962 Performing arts and other live entertainment event
presentation and promotion services
963 Services of performing and other artists
964 Museum and preservation services
965 Sports and recreational sports services
966 Services of athletes and related support services
969 Other amusement and recreational services
Other services
971 Washing, cleaning and dyeing services
972 Beauty and physical well-being services
973 Funeral, cremation and undertaking services
979 Other miscellaneous services
Domestic services
980 Domestic services
Services provided by extraterritorial organizations and bodies
990 Services provided by extraterritorial organizations and bodies
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Appendix C: Initial questions for interviews

This list was finalized after the pilot study had been completed. These questions
were sent to subsequent firms as an initial set of questions for the interviews with
them.

C1. ORIGINAL VERSION
Các câu hӓi chung
− Xin anh/chӏ mô tҧ quá trình phát triӇn cӫa công ty tӯ khi thành lұp ÿӃn giӡ
− Công ty cӫa anh/chӏ ÿѭa ra quyӃt ÿӏnh qua quá trình nhѭ thӃ nào? Các nhân
tӕ nào ҧnh hѭӣng ÿӃn quá trình này?
− Công ty cӫa anh/chӏ nghiên cӭu vӅ thӏ trѭӡng nhѭ thӃ nào?
− Công ty ÿã sӱ dөng kênh thông tin nào? HiӋu qӫa cӫa chúng ra sao?
Các câu hӓi liên quan ÿӃn quá trình hӝi nhұp quӕc tӃ
− Công ty bҳt ÿҫu làm viӋc vӟi nѭӟc ngoài khi nào? NӃu ngay sau khi thành
lұp thì tҥi sao lҥi chӑn làm ngay vӟi nѭӟc ngoài còn nӃu mӝt thӡi gian sau
khi thành lұp thì tҥi sao lҥi cҫn phҧi ÿӧi?
− Công ty ÿã áp dөng nhӳng chiӃn lѭӧc nào khi làm vӟi nѭӟc ngoài? ĈiӅu gì
ÿã làm cho công ty thay ÿәi chiӃn lѭӧc nhѭ vұy?
− Các nhân tӕ nào tác ÿӝng ÿӃn quá trình làm viӋc vӟi nѭӟc ngoài cӫa công ty?
− Ĉһc ÿiӇm cӫa nhӳng ngѭӡi tham gia vào quá trình ra quyӃt ÿӏnh cho mӛi giai
ÿoҥn hoҥch ÿӏnh và thӵc hiӋn chiӃn lѭӧc làm viӋc vӟi nѭӟc ngoài là gì?
− Anh/chӏ ÿánh giá thӃ nào vӅ ҧnh hѭӣng cӫa quá trình hӝi nhұp quӕc tӃ cӫa
ÿҩt nѭӟc?
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− Anh/chӏ có bao giӡ nghƭ là sӁ thay ÿәi phѭѫng thӭc làm viӋc vӟi nѭӟc ngoài
không? Thay ÿәi ÿó là gì và bao giӡ? Tҥi sao? Công ty cҫn nhӳng ÿiӅu kiӋn
gì ÿӇ thay ÿәi nhѭ vұy?
− Bây giӡ nhìn lҥi các phѭѫng thӭc làm viӋc vӟi nѭӟc ngoài thì anh/chӏ hài
lòng vӟi quyӃt ÿӏnh nào và không hài lòng vӟi quyӃt ÿӏnh nào? NӃu nhѭ có
thӇ làm lҥi tӯ ÿҫu thì anh/chӏ có làm khác không?
− Theo anh/chӏ thì ÿiӅu gì tҥo nên thành công hay thҩt bҥi trong quá trình hӝi
nhұp quӕc tӃ cӫa công ty mình nói riêng và công ty cӫa ViӋt nam nói chung?
− Anh/chӏ có lӡi khuyên gì cho các doanh nghiӋp ÿang trên con ÿѭӡng hӝi
nhұp quӕc tӃ cӫa hӑ không?
− Anh/chӏ có kiӃn nghӏ gì tӟi nhà nѭӟc không?
Xin thêm thông tin
− Anh/chӏ có thӇ cung cҩp cho tôi tài liӋu cӫa công ty ÿѭӧc không?
− Anh/chӏ có ÿiӅu gì chia sҿ thêm không?
− Anh/chӏ có thӇ giӟi thiӋu các doanh nghiӋp vӯa và nhӓ khác mà có làm viӋc
vӟi nѭӟc ngoài cho tôi phӓng vҩn ÿѭӧc không?
− Trong quá trình nghiên cӭu thì có khҧ năng là tôi sӁ có thêm vài câu hӓi mӟi
xoay quanh vҩn ÿӅ hӝi nhұp quӕc tӃ cӫa doanh nghiӋp vӯa và nhӓ cӫa ViӋt
Nam. Khi ÿó tôi có thӇ hӓi thêm anh/chӏ ÿѭӧc không?

C2. TRANSLATION
General questions
− Please describe your company’s development since its establishment.
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− How are decisions made in your company? What factors influence the
process?
− How does your company study markets?
− Which information channels has it used? What is the effectiveness of each
one?
Questions related to the internationalization process
− When did your company start internationalizing? If your company
internationalized upon establishment, then why did you do so? If your
company internationalized some time after establishment, then why did you
wait?
− What internationalization strategies has it implemented? What led to the
change in strategies?
− What factors influenced your company’s internationalization process?
− What are the characteristics of the people involved in the decision-making
process of planning and implementing each of your company’s
internationalization strategies?
− What do you think of the impacts of Vietnam’s international economic
integration process?
− Have you thought of changing your company’s current internationalization
strategy? If yes, what changes are involved and when will they be
implemented? Why? What conditions are required for their implementation?
− If you look back at your company’s internationalization process, what
decisions are you happy with and what decisions do you feel regret about? If
you could do it again, what would you have done differently?
− In your opinion, what can lead to the success and/or failure in the
internationalization process of a Vietnamese company in general and in your
company in particular?
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− What advice can you give to companies which are on the internationalization
path?
− What do you propose the government should do?
Request for further information
− Can you provide me with your company’s documents?
− What else do you want to share with me?
− Can you introduce me to other internationalizing SMEs for interviews?
− While advancing in my research process, I will most likely have new
questions related to the internationalization process of Vietnamese SMEs.
May I come back to you for further interviews?
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Appendix D: Code book

D1. FREE CODES
The codes are termed “free” because they are not yet assigned to any category. For
easier reading, these codes are listed in alphabetical order. The numbering of the
code IDs follows their sequential creation. Missing numbers indicate deleted codes.
Codes that were renamed (no matter how many times) during the analysis process
have kept their initial IDs.
Code name
accounting practice
alliance
business association
business regulation
business service
buyer bargaining power
centralization
characteristics of key decision makers
characteristics of workers
common business practice
communication method
competitor action
consumer preference
core business activities
country comparative advantage
CPC considered but disregarded
CPC discarded
CPC new
CPC pattern
CPC resumed
culture
customer requirement
DIST adopted
DIST considered but disregarded
DIST dropped
distribution policy
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Code-ID
142
80
366
26
365
272
168
36
123
20
104
23
13
119
283
64
143
63
128
257
114
372
243
354
311
15

Code position
69
22
32
49
33
27
70
53
64
14
88
24
25
71
7
128
127
129
125
126
9
17
97
95
96
94

Code name
economic condition
education and training
external factors
financial management
financial system
firm resource and capability
foreign exchange policy
formalization
hierarchy of authority
HR management
ICT
IM considered but disregarded
IM new
IM returned
IM withdrawn
individualism vs. collectivism
industry life cycle
industry structure and attributes
information censor
information management
information source
information treatment
input market pattern
intensity of rivalry
intermediary
internal factors
international collaboration
international economic integration
international management
international support
international trade
internationalization commencement
internationalization objectives
internationalization pattern
internationalization strategies
IS considered but disregarded
IS exploited
isolation
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Code-ID
61
268
59
25
29
82
141
46
83
50
95
183
153
271
270
369
370
44
117
4
103
231
152
32
290
57
264
116
65
371
282
126
99
73
144
113
112
296

Code position
15
35
1
84
36
80
50
72
73
85
37
119
120
117
118
10
18
16
46
86
89
87
116
23
20
52
92
8
83
2
4
131
81
115
82
90
91
6

Code name
KDM business experience
KDM capability
KDM decision making
KDM education background
KDM international network
KDM management style
KDM management training
KDM personal goal
KDM personality trait
KDM presupposed interest
labor supply
law and bylaw
law enforcement
legal system
living standard
market price
market structure
marketing management
OM abandoned
OM considered but abandoned
OM new
OM returned
operation considered but disregarded
operation implemented
operation pattern
operation withdrawn
organization configuration
organization culture
organization goal
organization technology
output market pattern
planning
politics
practice of government officials
PRIC adopted
PRIC dropped
pricing policy
PROD adopted
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Code-ID
22
136
88
49
11
87
124
38
2
199
148
277
178
367
275
62
368
173
184
205
12
242
101
55
138
182
66
207
100
345
98
174
284
230
313
318
185
305

Code position
54
55
56
57
58
59
60
61
62
63
38
34
48
31
39
26
19
93
136
135
137
134
123
124
121
122
67
74
75
68
133
109
3
47
99
100
98
102

Code name
PROD considered but disregarded
PROD dropped
product life cycle
product policy
PROM adopted
PROM considered but disregarded
PROM dropped
promotional policy
psychic distance
public interest
public opinion
quality of government support
quality of labor force
quality of public information
real size vs. reported size
registered business form
relationship initiation
relationship maintenance
relationship management
research and development
risk management
size
specialization
strategy implementation duration
supplier bargaining power
supply chain
tax policy
timing
trade policy
transportation
Vietnamese government
Vietnam's image
Vietnam's infrastructure
worker capability
worker composition
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Code-ID
306
164
330
60
161
244
226
35
253
201
111
233
147
110
215
89
84
21
18
262
3
47
172
127
232
19
48
67
364
146
56
295
115
53
156

Code position
103
104
21
101
108
106
107
105
11
12
13
45
40
41
78
76
111
112
110
113
114
77
79
132
28
29
51
130
44
42
43
5
30
66
65

D2. CODE HIERARCHY
The code hierarchy depicts answers to the “what”, “who”, “where”, and “when”
questions. Codes at lower levels are properties of their immediate parent codes. The
order of codes at the same level is arranged alphabetically.
1 external factors
1.1 culture
1.1.1
individualism vs. collectivism
1.1.2
psychic distance
1.1.3
public interest
1.1.4
public opinion
1.1.5
common business practice
1.2 economic condition
1.3 industry structure and attributes
1.3.1
industry life cycle
1.3.2
customer requirement
1.3.3
market structure
1.3.4
intermediary
1.3.5
product life cycle
1.3.6
alliance
1.3.7
intensity of rivalry
1.3.8
competitor action
1.3.9
consumer preference
1.3.10 market price
1.3.11 buyer bargaining power
1.3.12 supplier bargaining power
1.3.13 supply chain
1.4 international support
1.5 international trade
1.5.1
Vietnam's image
1.5.2
isolation
1.5.3
country comparative advantage
1.5.4
international economic integration
1.6 politics
1.7 Vietnam's infrastructure
1.7.1
legal system
1.7.2
business association
1.7.3
business service
1.7.4
law and bylaw
1.7.5
education and training

186

1.7.6
financial system
1.7.7
ICT
1.7.8
labor supply
1.7.9
living standard
1.7.10 quality of labor force
1.7.11 quality of public information
1.7.12 transportation
1.8 Vietnamese government
1.8.1
trade policy
1.8.2
quality of government support
1.8.3
information censor
1.8.4
practice of government officials
1.8.5
law enforcement
1.8.6
business regulation
1.8.7
foreign exchange policy
1.8.8
tax policy
2 internal factors
2.1 characteristics of key decision makers
2.1.1
KDM business experience
2.1.2
KDM capability
2.1.3
KDM decision making
2.1.4
KDM education background
2.1.5
KDM international network
2.1.6
KDM management style
2.1.7
KDM management training
2.1.8
KDM personal goal
2.1.9
KDM personality trait
2.1.10 KDM presupposed interest
2.2 characteristics of workers
2.2.1
worker composition
2.2.2
worker capability
2.3 organization configuration
2.3.1
organization technology
2.3.2
accounting practice
2.3.3
centralization
2.3.4
core business activities
2.3.5
formalization
2.3.6
hierarchy of authority
2.3.7
organization culture
2.3.8
organization goal
2.3.9
registered business form
2.3.10 size
2.3.10.1 real size vs. reported size
2.3.11 specialization
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2.4 firm resource and capability
3 internationalization objectives
4 internationalization strategies
4.1 international management
4.1.1
financial management
4.1.2
HR management
4.1.3
information management
4.1.3.1
information treatment
4.1.3.2
communication method
4.1.3.3
information source
4.1.3.3.1 IS considered but disregarded
4.1.3.3.2 IS exploited
4.1.4
international collaboration
4.1.5
marketing management
4.1.5.1
distribution policy
4.1.5.1.1 DIST considered but disregarded
4.1.5.1.2 DIST dropped
4.1.5.1.3 DIST adopted
4.1.5.2
pricing policy
4.1.5.2.1 PRIC adopted
4.1.5.2.2 PRIC dropped
4.1.5.3
product policy
4.1.5.3.1 PROD adopted
PROD considered but
4.1.5.3.2 disregarded
4.1.5.3.3 PROD dropped
4.1.5.4
promotional policy
PROM considered but
4.1.5.4.1 disregarded
4.1.5.4.2 PROM dropped
4.1.5.4.3 PROM adopted
4.1.6
planning
4.1.7
relationship management
4.1.7.1
relationship initiation
4.1.7.2
relationship maintenance
4.1.8
research and development
4.1.9
risk management
4.2 internationalization pattern
4.2.1
input market pattern
4.2.1.1
IM returned
4.2.1.2
IM withdrawn
4.2.1.3
IM considered but disregarded
4.2.1.4
IM new
4.2.2
operation pattern
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4.2.3

4.2.4

4.2.5

4.2.2.1
operation withdrawn
4.2.2.2
operation considered but disregarded
4.2.2.3
operation implemented
CPC pattern
4.2.3.1
CPC resumed
4.2.3.2
CPC discarded
4.2.3.3
CPC considered but disregarded
4.2.3.4
CPC new
timing
4.2.4.1
internationalization commencement
4.2.4.2
strategy implementation duration
output market pattern
4.2.5.1
OM returned
4.2.5.2
OM considered but abandoned
4.2.5.3
OM abandoned
OM
4.2.5.4
new
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D3. CODE RELATION SYSTEM
The code relation system depicts whether any two codes have a relationship, and it
helps to provide answers to the “how” and “why” questions. For example, the code
politics is related to the code firm resource and capability. The nature of the
relationship can be uncovered only by reading the coded text segments. Doubleclicking on the dot which signals that two codes are related can make MAXQDA
bring up the coded segments. Because the code book is too big to be presented in its
entirety, only a snapshot is provided here.

190

Figure A-3: Code relation book
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D4. PROCESS CODING SYSTEM
Explanation on how to interpret the system:
− Each case-based strategy is denoted in Ci-j format, where “i" represents case
IDs and “j” represents the strategy IDs of case “i". For example, C1-1 depicts
the first strategy implemented by firm C1.
− The presence or absence of a code shows whether the coded concept has a
relationship with the respective implemented strategy. For example, the
element politics was not considered by firm C1 when it developed and
implemented the first three strategies. However, the firm considered this
factor when it developed its fourth and fifth strategies.
− The composition of codes present in each column depicts the context for that
specific strategy.
− Changes in the composition of codes among each firm’s implemented
strategies depict changes in contextual conditions that led to changes in
strategy.
Because the code book is too big to be presented in its entirety, only a snapshot is
provided here.
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Figure A-4: Process code book
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