et

Integrated
Facilities

Management
in Vietnam =

134 /by Ranajay Dasgupta

Overview of Vietnam’s
current Integrated

Facilities Management LY g %
(IFM) Services Market RN B

%F’*E’v‘ﬂfﬁﬁ%é
EE(IFM)ARTS
Fﬁi%

ASIAN TIGERS INVESTOR REPORT | MARCH, 2010




THE MARKET FOR IFM SERVICES

in Vietnam is at a very early stage of
development. Facility management
(FM) is generally regarded as routine
cleaning and maintenance services of
buildings that are performed by hiring
cheap local cleaning contractors. In
terms of customer awareness and market
participation, Vietnam lags behind its
South East Asian counterparts such as
Malaysia, Singapore, and Indonesia.
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The market for outsourced FIM services

can be split into 2 typical types of service:
single services and integrated services.
Single service providers offer services
within one service sphere only whereas
integrated service providers offer services
in multiple service spheres and in some
cases, manage all the functions related to
the facilities.
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Single service providers, that are
mainly cleaning companies, dominate
the FM services market in Vietnam. The
market is highly fragmented and industry

participants vary from large domestic
and international companies to small
cleaning and maid agencies. Homegrown
Pan Pacific Corp. is the largest cleaning
service provider in Vietnam. International
FM companies such as ADEN
Services and P.Dussman Vietnam
Co. Ltd have limited market
share in cleaning services but are
more dominant players in other
FM services such as catering and
remote site management.
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Economy

Though the top—tier global real estate
service providers such as CBRE, Jones
Lang LaSalle and Colliers International
are present in Vietnam, most of these
companies are yet to start offering IFM
services in the country.
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Good potential for growth in IFM
services in Vietham
SRS R M E RIS TISRI = ERE

'The fledgling IFM services market in
Vietnam has strong potential for growth
due to a variety of independent as well
as interrelated factors. Though the global
financial crisis has taken its toll on the
building construction industry, the amount
of floor space being added, especially in
the commercial office sector, continues to
increase significantly from the ongoing

projects. Ho Chi Minh City is set to see
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Cost is the single most important criteria for
outsourcing FM operations to third party service

providers in Most cases

a three-fold increase in Grade A office
space in the period 2009-2011. Close to
200,000 sq. m. of Grade A and B office
space was added in Hanoi in 2009. New
office buildings are expected to be more
technologically advanced and are required
to adhere to stringent environmental
norms. Professionalism in facility
management is expected to increase and
the trend to outsourcing to IFM services
providers can grow in the process.
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Following the trend in other Asian
countries, the demand for IFM services is
expected to come mainly from large mul-
tinationals setting up offices in Vietnam.
With an increasing presence of multina-
tionals, especially in the financial services,
IT and telecom sector, there is a potential

growth opportunity for IFM service pro-
viders.
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'The rise in pollution is a burning issue
in Vietnam that has led the government
to temporarily stop the development of
industrial parks in certain provinces.

All industrial facilities need to have
adequate water and waste treatment
facilities. IFM service providers with
consultative skills in energy and waste
management can expect a potential
growth opportunity.
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Apart from the above three factors, the
increasing trend to outsource non-core
operations by the businesses is expected

to increase the demand for third party
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IFM services. However, the trend in Viet-
nam has so far been to outsource to local

cleaning service providers. It remains to
be seen how IFM service providers can
differentiate themselves from routine
cleaning service providers and increase
their footprint in the market.
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Market restraints that dampen the
prospect of growth
HIHRERLERIIRFRE

While there seems to be a good
prospect for growth for IFM services in
Vietnam, a number of factors can pose a
strong restraining effect. The awareness
about the benefits of outsourcing FM
services to third party service providers
is very low and is likely to remain so
in the near future. The preference to
manage facilities in-house continues
to be high, especially among local
companies. Cleaning and security
services are generally outsourced to
cheap local players. Hence, the trend
to engage professional IFM service
providers is low.
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'The strong connections with local
companies and the benefit of local market
knowledge continue to help homegrown
players dominate the FM services market.
International IFM companies face chal-
lenges to penetrate the market, given
they do not enjoy the cost benefits and
connections with local government and
businesses.
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Cost is the single
most important
criteria for
outsourcing FM
operations to third
party service providers
in most cases. This
short-term vision by the
companies almost always
leads them to handpick cheap
local players for facility maintenance.
Local players hire cheap semi-skilled
and unskilled labour and hence enjoy

R

cost advantages over international IFM
service providers. Government facilities
are managed in-house or by local FIM
companies (mostly cleaners) that maintain
strong relationships and connections with
the government. Budget allocation for FM
services is low, limiting the opportunities
for IFM players.
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'There are other issues that might
dissuade the IFM service
providers from operating in
Vietnam. Mechanical and
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Electrical (M & E) services, which can
be a significant revenue earner for FIM
companies, are generally managed by
in-house engineers and not outsourced.
Customers, especially during current
difficult economic environments, have
turned price-sensitive and margins for
FM companies have typically gone down
and vary currently between 5% and 10%.
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'The challenges explained above can
have a relatively strong adverse impact on
the potential growth of the IFM services
market and hinder Vietnam from being
a strong market for IFM services, unlike
countries such as Singapore and Malaysia.
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Prospective growth opportunities
BEEEWES

Construction in real estate, rising concern
about pollution, and an increase in focus
on energy conservation are expected to
influence the growth of IFM services in
Vietnam. While the trend to outsource
all types of FM services will grow in the
future, the demand for integrated services
is not expected to rise dramatically, at least
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The current market for

integrated services
is less than 1% of the
potential FM services
market

in the next 3—4 years. The banking, I'T) and
telecom sectors are expected to offer the
maximum growth opportunity for IFM
players. Growth of IFM services is driven
by these sectors in emerging economies
such as Indonesia. The industrial sector,
especially the oil and gas and power
industries, are also expected to drive the
growth of the IFIM market as businesses
start outsourcing their non-core activities, a
trend observed in other Asian countries.
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'The current market for integrated
services is less than 1% of the potential
FM services market. While this might
be encouraging news to the IFM service
providers, the process of gaining foothold
in the Vietnam market will be difficult
and fraught with various challenges.
IFM players need to differentiate
themselves from local specialized FM
players by creating awareness of the
value-added services they can provide
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compared to regular cleaning or

security service providers. They should

highlight their expertise in energy

and waste management, best practices

benchmarking, and I'T-enabled services.
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This article was authored by Ranajay Dasgupta, Consultant, Asia Pacific Environmental (&
Building Technologies Practice, Frost & Sullivan.
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