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SYNOPSIS

This thesis investigates the impact of the introduction of alternative project delivery
systems to the traditional on the competitive strategies of construction firms. The
work focuses on project delivery systems from a construction company perspective,

and draws from the experiences all over the world for its findings.

A literature review of project delivery systems, their evolution and introduction was
undertaken in depth. This showed the types of delivery systems: their advantages
and disadvantages and the reasons they were preferred. A review of strategy was
then undertaken to introduce and discuss the concepts that influence competing
firms. The construction industry has unique characteristics that differentiate it from
other industries. A short discussion of these characteristics and how they influence
strategy in construction companies was therefore done. This then led to a review of
strategy in the construction industry. The concepts of project delivery and strategy
in construction companies were then linked to show, with illustrations, how delivery

systems are used as competitive strategy.

To investigate the topic further construction companies were surveyed to find out
the connection between the two concepts. It was found that alternative delivery
systems are increasingly being used by the firms. They were also familiar with
concepts of formal strategy and were actively using such concepts. Firms were
found to be using delivery systems specifically as a competitive strategy and
intended to do so more in future. The findings suggest that the use of delivery in
such a manner was not the result of a deliberate plan but more a reaction to the
changes in the industry. Construction firms need a greater appreciation of the role
of project delivery systems in their strategy as this will help them achieve their

objectives better, and result in a more efficient industry.
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CHAPTER 1

THE PROBLEM AND ITS SETTING

1.1 Introduction

The construction industry is a key industry in economies all over the world, accounting
for 7 to 15% of the gross domestic product of most countries and total world
construction: and the estimated total spending in the construction market in over 1.50
nations was approximately US $3220 billion in 1999 alone (Male and Stocks, 1991;
Tulacz, 1999). Its importance in employment and as a regulator of the economy was
underlined by Ball (1988), while Wells (1986) stressed the role construction plays in
providing capital goods to the economy, with over one half of the capital goods in
most countries being produced by the industry. Furthermore, the industry has links to a
large number of supplementary industries as a consumer of their products, such as the
steel and aluminium industries, glass, plastic and timber product manufacturers and the

financial sector (as a consumer of capital).

Because of its importance, the construction industry has come under intensive scrutiny
over the past half-century or so for its perceived reputation for poor performance and
dissatisfied clients. The Department of the Environment, Transport and the Regions
(DETR) (1998) listed time, cost and quality as three areas in which construction was
seen by customers to be under-achieving, and Ball (1988) noted that virtually all the
industry’s clients seemed unhappy with its products, saying frequently construction
projects took too long, cost too much, did not meet user requirements and did not last

as long as they should have.

Reports of poor quality, project delivery and productivity in the industry know no
national boundaries and in various countries attempts have been made to address these
and other problems identified by the relevant authorities. The Implementation and
) Steering Committee (ISC) (1997) identified some of the reform objectives for
Queensiand’s (Australia) construction industry as achieving quality building first time

at an affordable price, adequate consumer protection, better dispute resolution and



industry viability and profitability. The Department of Public Works and Services
(DPWS, 1998) identified the need -in New South Wales- to improve industry’s
business practices, capacity and efficiency, with the emphasis being placed on

improvements in productivity and quality across the industry.

In South Africa, amongst the challenges that led to the introduction of a government
White Paper were falling output and quality, an unstable workload, declining
investment and manpower training, and the need to promote empowerment and
industry capacity in previously disadvantaged sectors of the economy (Department of
Public Works @P“O, 1998). The British construction industry has seen a number of
reports aimed“ét improving the performance of the construction industry since the
Second World War (for example, the Simon, Phillips, Banwell and the Latham Reports
from 1944 to 1994). These culminated in the Egan report (DETR, 1998) which
highlighted client dissatisfaction with the price, quality and delivery time of the
product. Construction’s low profitability, lack of innovation and marginal investments
in capital and research and development were also listed as areas of concern to
stakeholders. In Love and Smith’s (2001) opinion, the problems faced by construction

were not technological by any means, but organisational and cultural.

Apart from the perceived poor quality of products, other drivers for change within
the construction industry have been more critical requirements for the project
parameters of cost, time and utility (Rwelamila, 1996). High inflation rates have put
pressure on project duration in many economies, and Mustapha, Naoum and Aygun
(1994) identified this as one of the problems facing Turkey’s construction industry.
In addition, client desire for an integrated approach to the delivery of constructed
facilities has been at the forefront of instigating change in the construction industry
in New South Wales (DPWS, 1998) in response to an increasingly fragmented

contractor pool.

Contractor-push factors include reaction to increasing competition locally and abroad
~with international contractors and to technological innovations resulting in changes
in the way people do business. Market trends and liberalisation, incorporating
privatisation, the transition from command economies to market-oriented economies

and the economic panacea also referred to as structural adjustment policies in
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developing economies have created client demands for a more productive and
efficient industry (McDermott, 1999).

The industry’s unique characteristics are responsible for much of the negative
opinion that surrounds it. There is the oft-quoted separation of design and production
found only in one other industry, the shipbuilding industry, and that to a diminishing
extent. There is the fragmented nature of the industry, with myriad professions each
in charge of and jealously protecting their turf and all having a say in the
construction project. /Fragmentation is also evident in the many contractors and
specialist sub-contractors who dot the industry’s landscape. In the words of
Morledge, (19§9):
/ “...the }é\enario of a fragmented and largely inexperienced customer base
<~ and a Similarly fragmented but knowledgeable supply side, resulting in
disappointment is one where the potential for improvement is significant but

the medium for improvement is almost non-existent”.

Comparison with other industries poignantly brings home the deficiencies of
construction industry product delivery practice in responding to customer wants
(Koskela, 1992; DETR, 1998). Case studies by Doyle and Bridgewater (1998)
showed the emphasis the motor vehicle, electronic, airline, fast-moving-consumer-
goods and financial sérvices industries place on understanding consumer wants, and
then designing and delivering goods to match these wants. They achieve this through

a direct interface between customer and producer.

The customer focus mindset is the end result of an evolutionary process that can be

traced back to the concept of division of labour espoused in Adam Smith’s 1776

book, The Wealth of Nations (Hammer and Champy, 1995). Growth in markets and

company sizes led to bureaucracies in the 1820’s, specialisation and management‘
innovation in the 1920°s to 1950’s and deterministic management and organisational

models in the 1950’s and 1960°s. By then, an excess of demand over supply
_characterised the world and quality and service standards were often appallingly low.

Increased global competition spurred by the emergence of South East Asia as an

economic power zone contributed to the recognition of the importance of marketing.

In addition, the excess of supply (capacity) over demand led to the emergence of

3




marketing (creating consumer preference) rather than manufacturing as the basis for
competitive advantage. Finding manufacturing capacity was easier to do (and thus
less creating of a unique position) than producing unique brands. Present thinking in
these industries has shifted to viewing relationships with customers as all-important,
and the focus is therefore on creating loyalty, branding, measuring customer

satisfaction and forging closer links with them.

One response to the problems facing construction’s supply side has been the
introduction of new project delivery systems. As McDermott (1999) pointed out, the
concern with broader developmental goals meant that project delivery systems which
considered more than speed, quality, price competition, price certainty and risk
transfer were needed. In addition the historical linear and sequential relationship
between design and construction activities which is a feature of the established
traditional project delivery system has been cited as a major contributing factor to
many of the industry’s problems. The perceived underlying structural deficiencies in
construction’s social set-up could also be attacked through the proper use of delivery
systems, which McDermott, (1999) saw as not only technical and organisational sub-

systems but as a much more complex social interaction.

Up to the early 1970’s the vast majority of projects were procured using the
traditional, or as Cox and Thompson (1998) would prefer, sequential method. The
depression brought about by the oil crisis of 1974 ignited the search for alternative
ways of construction delivery in an increasingly time and money conscious industry
(Franks, 1990). The post-recession period was characterised by changes brought
about by shifts in the industry’s structure and changing perceptions on the client’s
side (Masterman, 1992). These changes resulted in the launching of the British
Property Federation (BPF) system, the designing of bespoke delivery systems (often
with substantial client input), and the increased use of design and build and
management-oriented systems. Masterman (1992) credited the clients’ desire to
improve the building process with the introduction of new methods, although the

_ traditional/sequential method is still widely used.

At present, there are a whole host of new delivery systems available for the

discerning client or consultant. Cox and Thompson (1998) identified some of them as

4



sequential contracting, design and build contracting, performance contracting, partial
design and build/sequential contracting (a hybrid of the two), minor works
contracting, management contracting, construction management, serial contracting
and framework agreements, extended arm contracting, relational contracting, internal
contracting and the latest buzz word in the construction industry, partnering. To these
we may add the build-operate-transfer (BOT) and build-own-operate-transfer
(BOOT) delivery systems used mainly on large projects of a specialised nature such
as infrastructure provision. Each of these project delivery systems have their own
advantages and disadvantages compared with the traditional method. For example,
Sanvido and I_;ochnar (1999) suggested that where construction speed is critical,
design and build proved superior to construction management and to the traditional
method but usually to the detriment of project costs, while Masterman (1992) held

that design and build resulted in lower costs too.

The impact of these project delivery systems on the construction industry,
construction companies and their competitive strategies has not been fully
investigated. Porter (1980: xiii) was of the opinion that “every firm competing in an
industry has a competitive strategy, whether explicit or implicit”, and Male and
Stocks (1991) stated that a construction company’s strategy determines the method it
uses to sell its services and produbts to the market. This strategy either arises directly
from or determines the project delivery system used. Competitive strategy is about
how a business should compete, what means it uses to arrive at the end it desires, and
is aimed at finding that niche in the industry where a company can derive maximum
advantages for itself (Porter, 1980). While there is debate as to whether construction
firms can influence the choice of delivery system used, the particular systems the
firm specialises in determines the market and conditions that it competes in and is
within its ambit to change. According to Ramsay (1989), the consistent use of
business strategy has only been seen in the recent past -and that by a select few firms
in construction. An example of this is what Hindle (1996) referred to as “quiet
revolution”, where contractors have turned to alternative business systems instead of

_the conventional antagonistic business practices common in construction.

This study proposes to investigate the impact of the use of these new project

delivery systems on contractor competitive strategies in the modern construction




industry. Changes in the project delivery system used are, in effect, changes in
production methods and possibly in the products delivered, and the study will look at

whether these have led to changes in the way contractors do business.

1.2 Problem Statement

The construction industry is grappling with problems of poor customer satisfaction,
low productivity, low profit margins and a general perception of poor product quality
and delivery. New project delivery systems have arisen, ostensibly to provide
solutions to these problems. Project delivery systems determine the method
construction companies use to sell to their market, which directly influences the
company’s competitive strategy. There has been little study on the competitive
strategies used by construction companies, and how these have adjusted to the

changes in the way projects are delivered.
The problem may be stated thus:

How have changes in project delivery systems changed the way constructors produce

and sell their products?

1.3  Objectives
The objectives of this study are as follows:

1.3.1 To identify alternative project delivery systems and trace their use by

construction companies.

1.3.2 To identify emerging competitive strategies of contractors in light of the

changing project delivery systems.

1.3.3 To ascertain whether any correlation exists between the project delivery system

used and competitive strategies, whether changes in one result in changes in

the other.




1.4  Hypotheses

1.4.1 Changes in project delivery systems have resulted in changes in the

competitive strategies of construction companies.

1.42 Changes in project delivery systems have resulted in a shift to more direct

selling practices between construction companies and their customers.

1.4.3 Construction companies use project delivery systems as strategies to achieve

competitive advantage.

1.5 Importance of the Study

The two crucial partners in any business transaction are the buyer and seller, the
producer and the consumer, and in the case of the construction industry, the contractor
and the customer. The study will help identify the reaction of one of those two parties
to fundamental changes in the industry, and the possible effects this will have on the
other and on best practice for construction project delivery. Aided by its drawing on
business practice and sociology, the study will point to directions the industry should
take to ensure an efficient, responsive and progressive industry that compares to others
in the economy, especially given that the construction industry is seen to be lagging
behind the rest.

1.6  The Delimitations
Limitations of time and cost dictate that a geographical boundary has to be set for this
study. It is proposed to focus the study on the building sector of the construction

industry in the Western Cape region of South Africa.

Construction firms may have many objectives including maximising profitability,

increasing market share or just maintaining a presence in the industry. Because of the




complexity that would be involved in studying each of these objectives, it will be

assumed that the profit-maximisation motive is the sole objective of the firm.

1.7 Definition of Terms
In this study, some specific terms used are defined as follows:

Project delivery systems: the methods used by the construction industry to deliver a
product of construction. In this research the term is used interchangeably with, though

in preference to, building procurement systems.

Alternative project delivery system: any other project delivery systems apart from the
traditional, or the design-bid-build (as it is also referred to), system.

Strategies: The determination of the long term goals and objectives of an enterprise,
the adoption and direction of courses of action and the allocation of resources

necessary for carrying out these goals

Competitive strategies: strategies aimed at achieving some advantage over its

competitors that will help the firm achieve its objectives.

Customer: there is debate in the construction industry as to who is the actual customer
of the construction product - the client, consultants or the end user. While there are
merits to all sides of this argument, in this study the term customer is used to mean the
client, or the person/organisation initiating the construction process and to whom the

keys are given at the time of handing over.

1.8  Assumptions

While the choice of project delivery systems will have a major influence on the
successful completion of construction projects, there are other factors that could have a

bearing. These include, among others, the competence and expertise of the
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construction team, their relationship with the client, prevailing social and economic
factors and constraints of time, money, etc. When trying to ascertain the causes of
project success or failure it may not be possible to separate the effect of these factors

from the choice of project delivery.

1.9  The Study Outline

Chapter 2:  Project Delivery Systems: Theory and Practice. -
This chapter rev1ews project delivery systems, their genesis and evolution and current

thought on the problems and the way forward.

Chapter 3:  Strategy

This chapter involves an overview of the theory of competitive strategy.

Chapter 4:  Strategy in Construction

This chapter looks at competitive strategy theory as discussed in the preceding chapter
with regard to the construction industry. The linkage between project delivery systems
and competitive strategies will be analysed.

Chapter 5:  The Research Methodology
The fifth chapter will discuss the research methodology and data sources as well as

data collection.

Chapter 6:  Results of the Surveys and Data Analysis
The results of the data collected in the surveys are presented and analysed in this

- chapter. Hypotheses are tested using various statistical methods.

Chapter 7:  Summary, Conclusions and Recommendations
This chapter summarises the research and draws conclusions from the data collected in
_ the study, hypotheses testing and literature reviews. Recommendations arising from

the study are then made.

Appendices and a list of references will be provided at the end of the document.
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CHAPTER 2

PROJECT DELIVERY SYSTEMS: THEORY AND PRACTICE

2.1 Introduction

This chapter begins by tracing the evolution of project delivery systems from the
nascent construction industry to its present day structure. This will help identify the
pressures that ‘have shaped the industry’s delivery methods and shed light on future
directions in this regard. It describes the different project delivery systems in use,
and their characteristics, advantages and disadvantages as seen by industry
practitioners, with a global viewpoint being adopted as to the source of the literature
reviewed. The chapter looks at customer satisfaction within the industry as it relates
to project delivery systems, though this topic can not be extensively dealt with due to
its broad nature. The chapter then looks at the construction industry in South Africa

with regard to project delivery systems development.

2.1.1 Definitions: project delivery systems versus building procurement

systems

Throughout this thesis the term project delivery system has been used in preference
to the more common building procurement system, and this would be an appropriate

point to distinguish between the two.

The Oxford -English Dictionary (1989) defines procurement thus: to obtain,
especially by care or effort; acquire or bring about. Building procurement would
therefore be the acquisition of a building, or the bringing about of the existence of a
building. Franks (1990:34) defined building procurement as “the amalgam of
activities undertaken by the client to obtain a building”. As the traditional process of
’building meant that the client had to use an indirect route to acquire his product
(through the professions and involving many sub-contractors and suppliers) a more

comprehensive description of the phrase ‘building procurement systems’ is “the

10



organisational structure adopted by the client for the management of the design and

construction of a building” (Masterman, 1992:1).

The Oxford English Dictionary (1989) gives the meaning of delivery as “the action
of handing over, or conveying into the hands of another; esp. the action of a carrier in
delivering letters or goods entrusted to him for conveyance to a person at a distance”
and “the formal or legal handing over of anything to another; esp. the putting of
property into the legal possession of another person”. The emphasis for the purpose
of this topic is the transferring of an item, in this case a building, between two

parties.

According to Sanvido and Kochnar (1999), a building procurement system is the
process by which an owner buys or acquires design and construction services for a
project, while a project delivery system defines the relationships, roles and
responsibilities of the parties and the sequence of activities required to provide a
facility. The project delivery system organises the various participants into a team to
deliver the intended facility, while the building procurement system is defined by the
sequence of activities the owner uses to select the project team. Procurement begins
with project solicitations and ends with the formation of the project team, and
examples of procurement methods are open bidding, pre-qualification, proposal,
direct selection and negotiated procurement. Examples of project delivery systems

are design-build, construction management, design-bid-build, etc.

Cox and Thompson (1998) dismiss the use of procurement because current practice
falls shy of all necessary in procurement, e.g., consideration of all variables in the
commercial environment to maximise purchaser’s objectives including issues of
outsourcing, make or buy decision, optimal sourcing relationships and supply chain
management. Thiskassumes procurement decisions need to be all encompassing, or
consider matters of the environment in depth, which may not be the case as the cost
implications to the client of the purchase will determine the level of detail (and

therefore eneréy and cost) put into making the decision.
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2.2 The evolution of project delivery systems

Construction can rightly claim to be one of the oldest industries existing, dating back
to the first human settlements on the banks of the great rivers, the Nile, Indus and
Tigris. Examples of fine construction also abound in civilisations everywhere; Great
Zimbabwe, Angkor Wat, the Harrapan and Mogul structures in India and in the Arab
and Ottoman world. Modern construction, however, dates from the Roman Empire,
1500 - 2000 years ago, with the first major publication on architecture and
construction being published around this time by Marcus Vitruvius Polo (Sebestyen,
1998). From this point onward the industry began exhibiting one of the
characteristics that defined it in later years, that is, fluctuations and resurgences
depending on the external political situation. In this case, this was the fluid situation

that prevailed in Europe until the end of the seventeenth century (Saalman, 1968).

Social stability helped the industry develop, and craft training and education resulted
in the formation of guilds in Europe, which were associations for the improvement
- and protection of branches of trade. These were hierarchical bodies, divided into
master, journeymen and apprentices and further divided into special brotherhoods,
perhaps the beginning of the hierarchical mentality that still prevails in the industry
(Singer, Holmyard and Hall, 1968). Shand (1954) further described how construction
was led by a master mason who designed the building and supervised construction
and even acted in the same role as modern quantity surveyors. These mason-
architects established the architectural profession through their commissions and

increasing division of labour.

With the introduction of new construction methods following the scientific and
industrial revolution the guilds started losing their pre-eminent -position, evéntually ,
giving way to professional designers and contractors (Sebestyen, 1998). At times the
architect even took upon himself the role of the master mason, though this brought
about a conflict of interest and the temptation to engage in fraud (Ball, 1988). The
first formal building arrangements took the shape of customers engaging skilled
craftsmen to produce the relevant trade components of the building under the

supervision, albeit sometimes, of the architect (Masterman, 1992).
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The emergence of the capitalist contractor saw firms undertaking the entire building
process and relegating the trades to sub-contracting or employed roles (Mastexman,
1992). Furthermore, the professions led by architects moved away from their
previously ambiguous role and staked out positions, later enhanced by statute, as
‘independent designers of buildings and managers of the construction process’
(Franks, 1990). This further entrenched the system of having the architect as the head
of a hierarchy of consultants providing the design and pre-tender documentation,
which was then used by contractors for tendering in competition.

Technological developments, the emergence of steel as a bu'ildin"g‘ -fnaterial,
mechanisation and the invention of Portland cement to name a few examples, led to
the emergence of the modern construction industry. Linder (1994) described the
emergence of the international constructor as being launched by the extensive urban

development, railways, infrastructure and housing projects of the 19th century.

Steady progress took place in the industry up to the Second World War and the
traditional project delivery system predominated right up to the end of the Second
World War. After hostilities had ceased the rebuilding process saw projects of
increasingly greater size and complexity and this was the period of greatest growth in
European construction output, mainly due to improving economic conditions, technical

progress and the need to rebuild (Sebestyen, 1998).

Dissatisfaction with the traditional project delivery system was already beginning to
make itself heard, with the main criticism being the resulting inefficiencies from the
separation of design and production. The Simon Report of 1944, Phillips Report in
1950 and Banwell Report in 1967 all advocated for change in the tendering system to
non-conventional methods like selective tendering (Masterman, 1992). The Banwell
report also noted “the need to form a design team at the outset with all those
participating in the design as full members”(Franks, 1992, citing Banwell). This
thinking gradually shifted to bringing in the contractor as early as possible so as to take
_ advantage of his knowledge and experience and improve the buildability of the project.
Publication of these reports and their underlying tacit approval by the British

government gave local authorities, then the largest consumers of housing, the courage
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to try out new project delivery systems, stimulating their use throughout the

construction industry.

Masterman (1992) divided the history of project delivery into three eras, and the period
already discussed from 1945 to 1972 was the first of these. The second period was
ushered in by the oil crisis of 1973-1974, which brought growth to a halt as fuel prices
rose drastically within a short period. The primary effect of this “oil shock” -and the
resulting economic depression- in all industries but most markedly in construction was
a renewed focus on efficiency and value for money in products (Masterman, 1992).
Manifested by changes in project delivery systems, new customer priorities started a
drive for change in the construction industry that gained momentum and marked the
start of the third phase around 1980. There was an increasing willingness to try new
methods and variants of the old, best exemplified by the British Property Federation

and its system of project delivery.

At present, though the traditional system still predominates there has been an increase
in the use of other forms. The emphasis in project delivery systems has moved from
production to processes, and Taylor e al. (1999:164) stated that:
“Perhaps the significant change that has occurred in construction
procurement in recent years is that the needs of customers and clients are
being considered as important by many of the role players, not so much in
terms of the suitability of the resultant product, which some will argue has
always been considered, but in terms of the process which customers must

endure in order to procure a bespoke product.”
2.3  Reasons for the evolution of new project delivery systems
There are many reasons for the development of new project delivery systems, some

operating in tandem and others completely independent. An analysis of these reasons

. gives a good indication of the drivers for change in the construction industry.
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2.3.1 Increasing project complexity

The increasing complexity of projects has caused a rethink of appropriate delivery
methods in order to achieve the best results. Where highly specialised buildings are
to be constructed, systems like turnkey contracting which transfer the onus of design,
construction, fit-out and commissioning to the contractor are used. Examples of such
buildings are smelters, processing plants, refineries, power stations, etc., and
contractors engaging in this type of construction will naturally have built up a wealth
of experience in the field. As an example, the cost of erection of semi-conductor
fabrication facflities (cleanrooms) was around US$ 48,500 per square metre in 1999
and is rapidly rising (Sanvido and Mace, 1999). Cleanrooms have stringent
contamination control, vibration control, and temperature and relative humidity
control requirements. Time is critical in the industry because of the product lead
times, every six months the computing power of chips doubles and new semi-
conductors are necessary. Users may demand “design and construction schedules
that put from 750 to 950 square meters of cleanroom (US$ 36-45 million) in place
per month at submicron quality standards” (Sanvido and Mace, 1999). This type of
project was found to be best delivered by the design and build delivery system
(Konchar and Sanvido, 1998).

For less involving structures the early involvement of contractors at the design stage
facilitates the design of specialist services and complex structures and eventually.
their constructability. The design team and the client can take advantage of the

contractor’s expertise at the stage where it is most cost-effective.

2.3.2 "The shift to private sector financing of public projects

Traditionally public sector projecté were welfare-oriented while private sector
projects were profit-motivated (Edwards and Bowen, 1996). The provision of
infrastructure and basic services such as water, electricity and sewerage were seen as
"social goods to be provided by the government and financed through taxation and
fees. Increasing competition for scarce government financial and technical resources

and a desire for efficiency in resource allocation have seen a shift to collaboration
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between public and private sectors in the provision of facilities and infrastructure.
The public sector taps private resources to fund projects, while the private sector
gains from an expanded market (Cheah, Kuschinsky and Miller, 2001). The difficulty
of excluding a party from using these types of goods, their inelastic price demand
and the long gestation and payback periods have been previous deterrents to private
sector involvement (Alli, 2001). However, political will and the creation of an
enabling environment as well as the increasing acceptance of private-public
partnerships by investors, financiers and organisations such as the World Bank have
accounted for the rise in such methods. Provided the critical success factors
identified by Jgﬁ'eries, Cook, and Rowlinson (2001) for BOOT projects are present

the popularity of such methods is expected to rise.

Design-construct-finance,  design-build-maintain,  design-build-operate,  build-
operate-transfer and build-own-operate-transfer are all variants of design and build
that have arisen to cater for this emerging market. Cheah et al. (2001) found that a
mix of project delivery and finance mechanisms was emerging to alleviate the
problem of insufficient public sector funds. A further development was the adoption
of the 2000 Model Procurement Code in the US providing for the simultaneous
application of the design-bid-build, design-build, design-build-operate and build-
operate-transfer project delivery and finance methods. The application of mixed
delivery thinking in the US has gone so far as to develop a suite of proprietary
database software calléd CHOICE which analyses and proposes ideal delivery,

financing and capital programming alternatives for projects.

2.3.3 Single point responsibility and improving communications within the

production team

Cracks began to show in the traditional system as the lack of liaison and poor
communications between the professions, the contractors and clients became the
subject of report after report. Banwell ‘decried “the failure of the industry and its
. professions to think and act together or to reform its approach to the organisation of
construction projects” (Masterman, 1992:8). This was to become an oft-repeated
complaint over the years. The construction industry has been described as a

fragmented industry, composed of numerous independent specialist organisations
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that act independently in a single process (Hindle, 1998). The resulting

communication gaps between the professions, contractors, labour and eventually the
client gave rise to what Rwelamila (1997) called discontinuities. In an attempt to cut
down on the high cost in terms of project delays, claims, counter claims, and a
decline in quality, pioneering clients introduced new relationships in the industry.
The aim was single point responsibility, or barring that, an early introduction of the
contractor into the project to increase communication and reduce tension within the
project team. Care has to be taken, however, to ensure that responsibilities and duties
are well demarcated when professionals and contractors wgrk together in novel

contractual arrangements.
2.3.4 Customer dissatisfaction

Perhaps the most significant publication in the construction industry in recent times
has been the Egan report (DETR, 1998). Two central points arose from this report;
one, that the construction industry’s problems had become a matter of deep concem
to the clients; and two, that clients are organised, influential and sufficiently
knowledgeable of the industry to suggest and implement major changes in its
workings. The report noted growing dissatisfaction among private and public sector
clients in terms of delivery time, cost and quality (DETR, 1998). Great
improvements in providing customer satisfaction in other industries made their
captains, some of the biggest consumers of construction products, even more

unwilling to accept the industry’s poor performance.

The Egan report listed a series of process fundamentals that have worked in
manufacturing and service industries, like committed leadership, customer focus,
team and process integration around the product, a quality driven agenda and
commitment to people, and suggested their adoption if UK construction was to
succeed in the 21* century (DETR, 1998). Similar pressure resulted in the British
Property Federation designing their own method of project delivery out of the

. frustration of its members “at the perceived substandard performance of the UK |

construction industry” (Masterman, 1992:21).
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With such clients willing to experiment in an attempt to find a best-fit solution to
their construction needs, new project delivery systems proliferated. However,
Tookey - et al. (2000) differentiated between small/occasional/naive clients and
large/regular/experienced clients and postulated that there was a large and growing
gap between the two. Smaller clients were less able to influence changes in the

industry and benefited less from initiatives to improve construction.

2.3.5 Time and its implications on costs

Ever since the Organisation of Petroleum Exporting Countries (OPEC) crisis of
1974 and the fesulting inflation, investors in construction have focused on procuring
buildings more quickly and cost-effectively. Time has a directly proportional
relationship to costs through interest payments, and the cost opportunity of tying up
the large sums of money needed in construction means that in projects where funding
is external, the relatively slow traditional project delivery system may result in

unacceptable costs being incurred.

The rise of the publicly quoted corporation and the attendant need to maximise
returns on capital has (for accountability and shareholder satisfaction) emphasised
the need for cost and time saving project delivery. In public organisations, an
increasingly literate and demanding electorate has taken up the role of shareholder.
The purpose of construction is also a factor here, a speculative builder or developer
would need to recoup his investment in the quickest possible time, while a client
building his retirement home would be more concerned about the overall cost than

about time.
2.3.6 The influence of risk management

A further consequence of the shift to external funding for projects (and a greater
sensitivity to their financial implications) is the evolution of the risk management
. concept in construction. Risk is interpreted to mean “the possibility of (financial)
gain or loss which may occur during the course of a project” (Ibbs et al., 1986).
Sawczuk (1996) classified project delivery system risk under pure and particular

risks, including injury to persons and to property by fire water, collapse, subsidence,
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vibration, etc.; fundamental risks including those arising from war, and speculative

risks such as those attributable to adverse weather, labour and material shortages.

The nature and objectives of clients and projects have changed greatly over the years.
As projects grow more complex and margins dwindle, the science of risk
management has become more structured and precise. These changes, coupled with
the reluctance of professions to evolve accordingly, have resulted in a situation
where “inadequate attention is given to matters concerning risk allocation in

-

construction projects” (Rwelamila, 1997).

~
©f

Successful contract Strategies ideally would transfer risks to parties in proportion to
their capability to respond to situations should the need arise, and if the desire to
minimise risk features high on a client’s list of predetermined objectives an
appropriate project delivery system would be selected (Ibbs et al., 1986). Generally,
fixed price project delivery systems including lump sum fixed and fluctuating price,
design and build, guaranteed maximum price and package deals transfer most of the
financial risk to the contractor. Construction management derivatives, cost
reimbursement and the traditional system put the onus of financial management on
the client. Fig. 2.1 shows the apportioning of financial risk between the client and the

contractor according to various delivery systems and contractual arrangements.

19




Contractual approach Client Contractor

Design and build (package deal)

Lump sum (fixed price)

RISK

Lump sum (fluctuating price)
RISK.

Schedule of rates, remeasured upon completion
RISK

£

Cost reimbursement — guaranteed maximum price
with a fixed mafiagement fee RISK.

Cost reimbursement - target price with a fixed
management fee RISK

Cost reimbursement - target price with a
fluctuating management fee RISK

Cost reimbursement — dayworks basis

K

Construction management - separate trade
contracts (contractor or professional consultant) RISK >
with trades bid upon a fixed lump sum

Construction management — scparate trade
contracts (contractor or professional consultant) RISK 3
with trades bid upon cost reimbursement

Figure 2.1 Allocation of financial risk
Source: Masterman, 1992

2.3.7 Changing economic fortunes

The fluctuating fortunes of businesses universally have stimulated the use of new
delivery systems. Client companies are tighter with budgets and demanding more
value for money than in the past. In Japan, an economic boom fuelled by record
exports and positive balance of payments resulted in a surge in construction. The
emphasis was more on value than cost, and certainty rather than duration. The
. recession that begun in the 1990’s brought increasing pressure on client costs and, by
extension, on construction companies to improve project cost performance. Coupled
with the Japanese penchant for building relationships and existing loosely allied
keiretsu (conglomerates) and kanekikai (family of sub-contractors), this resulted in an
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increase in the popularity of design and build with a partnering slant (Cox and
Townsend, 1998).

Greater competition brought about by the liberalisation of economies has also meant
that clients look for all means of cutting costs to survive in their markets, of which
facility erection cost is a prime one. As Raftery, Ceste and Hui (2001) found, people
were more likely to try new construction methods or techniques in periods of

economic downturn than in periods of relative prosperity.

Construction companies have also been forced to look at ways of improving their
bottom lines by diversifying into areas where margins are more respectable. Intense
competition in the traditional delivery system markets and their focus on price as the
means of determining the tender winner have resulted in tender rates being slashed,
with contracting companies contriving to make up lost revenue through claims. The
shift from this highly competitive market into less price competitive ones has the

effect of creating a ready supply-side base for alternative delivery systems.
2.3.8 Contractor marketing efforts

In a natural progression from their passive roles in the construction industry,
contractors have started marketing themselves and construction solutions straight to
the client. Hindle and Rwelamila (1993) attributed this in South Africa to prolonged
recessions and the fact that as a result architects and quantity surveyors have failed in
their traditional roles as providers, or marketing agents, to the industry. Construction
marketing takes many forms, from needs analysis, design with options and financial
packages to construction, operating and maintaining facilities (Hindle, 1998).
Contractors began to pitch these services and products directly to customers:

e “by finding prospective customers with whom they negotiated design and build
packages

e by identifying potential property development projects and bringing together
. financial backers and tenants, for which they were awarded construction contracts,
and

e by becoming property developers themselves, taking the development risk and

ensuring a construction contract” (Hindle, 1991).
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The new crop of managers, usually graduates well versed in business management
and marketing in the construction industry, have contributed to this change
(Hillebrandt, Cannon and Lansley, 1995). Innovative marketing methods like BOOT,
the adoption of proven business practices and the move to a more proactive role in
the industry are consequences of the advent of the newer, more dynamic construction
manager (Hindle, 1998). The result has been a willingness to suggest and implement
new methods of delivery to clients who are now more aware of their options in this

regard, thanks to contractor marketing. .
2.3.9 The eﬁi&ct of speculative building

There has also been a tendency for contractors to engage in speculative projects for
various reasons; as a method of investing their profits, a means of creating their own
market and hedging against construction demand fluctuations and to take advantage
of large land banks. Barlow and Gann (1999) estimated that annually 82% of the new
housing in the UK was supplied by private speculative housebuilders, showing a
steady increase from 1988. Expertise gained in such endeavours, where the
contractors usually use a design and build, construction management or management
contracting approach, gives all parties the confidence to try out new approaches to
construction. An important result is the development of technology and proprietary
industrialised systems. Prefabrication and slip form techniques, the use of time, cost
and labour saving techniques have all contributed to the use of new contractual

methods, primarily package deals and design and build (Ball, 1988).

The need to use standard building types in speculative housebuilding led to the
development of standard housing types. In Japan this resultéd in a high degree of
standardisation, prefabrication and systems building (the use of prefabricated
components and standardisation to produce modular buildings) (Gann, 1996). The
companies responsible for much of the development in this field were materials and
Acompvonents manufacturers seeking new markets (Sekisui Heim, an offshoot of
Sekisui Chemical Company) and larger firms With expertise developed in othér
industries, for example Toyota Homes (Toyota Motors) and National Homes
(Matsushita). The design build capacity of such firms is enhanced by the use of
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computer-aided design and computer-aided manufacturing and computer-controlled

production management systems (Gann, 1996) in Japan. Increasing the level of
customer choice and satisfaction using such methods is lacking in the UK, however
(Barlow and Gann, 1999). Construction management company Mace developed the
first off-the-peg offices in Newport, South Wales using pre-engineered building with
standard components (Anon., 2001). This signified a move to producing facilities of

other types than housing using such methods.

2.3.10 Changing attitudes :

The number ‘éf clients and consultants who choose to implement new project
delivery arrangements has been boosted by the apparent acceptance by the industry
of new methods where previously there was reluctance. The publication of the Joint
Contracts Tribunal (JCT) 1981 “With Contractors Design” form of contract was the
signal that the package deal system was a respectable and sensible way of procuring
a new building (Janssens, 1993). The increasing willingness of professions to work
with and in contractors’ organisations gave this method the design competence
necessary to produce high quality work. Furthermore, consultants have become more
willing to recommend and support package deals and other systems where
contracting companies play a leading role, especially as they design (as independent

consultants) a large proportion of the works.
2.3.11 The effect of globalisation

Globalisation has also contributed to the spread of new project delivery systems.

Globalisation may be defined as:
“A process, driven largely by business and facilitated mainly by technology,
by which natural, cultural and man-made barriers preventing individuals and
enterprises concerned with construction operating anywhere in the world are
eliminated resulting in activity spreading from many parts of the world to all
over the globe.” (2nd CIB-TG 29 International Conference on Construction
in Developing Countries, 2000) '
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The breakdown of national barriers in the process of creating regional market
groupings is best illustrated in the European Union. Standard rules for procurement
and more transparent tendering apply to all countries at the pain of punitive measures
against non-conforming countries. Exposure to systems in other countries for both
consumer and contractor, encouraged by easier cross-border opportunities, give both
a chance to gain experience in and customise previously unused methods. Bovis
builds in the United States, where there are a greater variety of project delivery
~ systems and an emphasis on design and build. American companies pioneered the
partnering system based on the Japanese keiretsu approach. Orie of the main reasons
behind the intraduction of the British Property Federation method of delivery was the |
international experience gained by members of the federation, which caused them to
contrast UK construction industry performance unfavourably with Europe and North
America.

Multinationals and the experience gained in other countries accelerate the “borrowing”
of ideas. After Honda acquired a 20% stake in motor manufacturer Rover, the British
firm adapted its internal customer-led procurement philosophy from its partner. The
previously used project delivery system was single-stage selective tender, but the
focus, at least until its buyout by BMW, was on effective cost management/supplier

partnership, its own derivative of partnering (Cox and Townsend, 1998).

Sometime multiple factors cause changes in project delivery systems used. Food giant
McDonalds was dissatisfied with the traditional delivery method because of inefficient
designs and poor time and cost performance. They found the poor communication
between the designer and the end users unacceptable, and needed to greatly slash the
“speed to market” for new restaurants. Their solution was an increase in the use of
étandard, modular components and a “process” (supply chain) approach to restaurant
delivery, forging close relationships with a few preferred component suppliers and
contractors. Given McDonalds presence in 73 countries and a problem and experience
sharing culture emphasised amongst those branches, success with this project delivery

- method inevitably causes its spread over a wide area (Cox and Townsend, 1998).
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2.4  The theory of project delivery systems

2.4.1 Project delivery system and contract strategy

There is a key distinction that should be made at this juncture and that is the difference
between delivery systems and contract strategy. Contract strategy is a component of
the project delivery system, and is defined as the acquisition and combining of all the
necessary resources for the completion of a project, the resources being classified as
consultant, contractor, sub-contractor, supplier, or client inputs (Rowlinson, 1999).
Rowlinson further defines it by considering seven variables: organisational form;
payment meth;'d; overlap of project phases; contractor selection process; source of
project finance; contract documents; and leadership, authority and responsibility.
These taken together comprise the contract strategy. On the other hand, one way of
defining project delivery systems follows from the work of Austen and Neale (1984),
where the delivery is seen as a mix of contract strategy, culture, management,

economics, environment and political issues.

Comparing the effect of project delivery systems on project performance to the effect
of conditions of contract brought McDermott (1999) to the conclusion that the latter
had minimal effect on performance. An explanation could be that conditions of
contract are only necessary where disputes arise within contracts, so where good
project prehistory and working relationships exist a smooth-running project will ensue

irrespective of delivery method.
2.4.2 Categories of project delivery system

In an attempt to clarify the various organisational forms that pass for project delivery

systems, different authors have broadly grouped them into categories that are

instructive in showing the different attitudes that govern client-contractor relationships.

Masterman (1992) used the relationships between the contracting parties to define the
system of project delivery and came up with the following categories:

| o Separated and co-operative systems: the separation of the design function from

construction is a significant feature of this category. The main project delivery

system here is the traditional project delivery system but many variants exist
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allowing differing levels of co-operation between the two parties, though they

remain as separate entities with different roles in the process.

The variants are negotiation, two-stage tendering, continuity contracts, serial
contracts and cost-reimbursable contracts.

Integrated systems: the design and construction functions of a project are
integrated and are the responsibility of one party, usually the contractor.
Systems in this category include design and build, package deal, develop and
construct and turnkey methods.

Management oriented systems: the contractor is elevated (sic) to the status of a
consultgnt (note the implication that a contractor is lower in status than a
consultant) and the management of design and construction is integrated. The
mode of payment is usually in fee form, and the contractor may or may not be
required to provide construction services in the course of the contract. The
three systems Masterman (1992) places in this category are management
contracting, construction management and design and manage.

The British Property Federation (BPF) system: developed from first principles
by the BPF, this system stands alone in its category and has never really caught
on. Its importance lies in the fact that it marked the emergence of a strong and
assertive clientele, as it was a client response to their dissatisfaction with

perceived under-performance in the UK construction industry.

Franks (1990) had a somewhat similar division of systems. His four main categories

o Designer-led competitive tender, where there is a designer, normally the

architect or the engineer as the leader of the construction process and a
division of responsibilities between design and construction. The principal
types mentioned are the traditional system and fast-tracking, which can be
classified as a variant of the traditional.

Designer-led construction works managed for a fee: corresponding to
Masterman’s management oriented systems, these have a management
contractor or a construction manager undertaking the management of the works
for a fee and, as previously noted, these are usually divisions of construction
firms. Two-stage tendering and management contracting/construction

management are the identified systems.
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o Franks’ (1990) third system type is the package deal, which comprises the
turnkey, package deal, contractor’s design and design-and-build delivery
systems. The common feature of this type is the unification of the roles of
designer and constructor in one organisation, the contractor’s, and single-
point responsibility for the client. Services offered may extend to finding
sites, arranging financing and sale and leaseback.

o The project manager/client’s representative led systems have a single person
or firm acting as a “surrogate client” (Franks, 1990:20) and who is the contact
point between the client and the rest of the project team. The project manager
does not participate in the design or construction aspects of the work and has
the solé responsibility of managing the project. This role may be inserted in a
traditional system environment or in a package-deal sort of environment.

o The BPF system is recognised by Franks (1990:24) as “having done much to
promote the clients interests” and it “unashamedly puts the clients’ interests

first”, but its influence, as has been noted before, is minimal.

Cox and Townsend (1988) used divisions of project delivery options similar to the
ones above. |

o Traditional tendering is based on and has as its principal characteristic the
separation of design and construction. The main types identified are single
stage tender two-stage tender and continuity contracts.

o Single source systems are those where one firm is responsible for the
delivery of all the clients’ construction needs. Cox and Townsend (1998:37)
distinguish a number of systems in this category, and see the difference as the
varying “balance of responsibilities between client and contractor”. The
variations are design and build, package deals, turnkey, and more recent
emergents being build-operate-transfer, design-build-maintain and design-
build-finance-operate, among others.

o Management systems are those where a client engages an organisation to
manage and co-ordinate the design and construction of the works. Several
variations of this system are noted: management contracting, construction
management, design and management and project and management services,
with the most common being management contracting and construction

management.
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o - Other systems are grouped together in one generic category, though the only
member of this other category is the partnering system. A probable
explanation for the appearance of partnering and the non-appearance of the
BPF system is time. In the seven or so years since Masterman published his
work the partnering method of dontracting has become increasingly popular
while the BPF system has faded into obscurity. It could be argued,
nevertheless, that partnering evolved from the BPF system. At the very least,

the mindset that gave rise to one was responsible for the other.

2.4.3 Types of project delivery system

Having looked at the project delivery system categories as proposed by various
authors, a closer look at the specific project delivery systems would be useful in

revealing more about the nature of business relationships in the construction industry.

The traditional project delivery system

Also known as design-bid-build in the United States and sequential method by Cox
and Thompson (1998), the traditional project delivery system is still the most widely
used project delivery system globally despite many drawbacks attributed to it. The
traditional project delivery system owes its rise to the demise of the late medieval
period gilds; the increasing specialisation of the professions and the development of
the architect as producer of drawings, specifications and supervisor of works; the
growth and preference for obtaining tenders competitiveiy; and the growth of the
large-scale building contractor, though it is not clear whether this influenced the

development of the new contracting methods or vice versa (Satoh, 1995).

The usual procedure is for the client, after perceiving the need for a facility, to engage
a lead consultant who is usually the architect. The lead consultant prepares the design
brief and quantity surveyors provide estimates of costs, used to refine the design
further. Final drawings and specifications are sent to contractors in bill of quantities
 form, who in turn submit their tenders for the work. The accepted tender is used as the -
basis of a contract that guides the entire construction process up to the completion of
the works and handing over (Franks, 1990).
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The traditional system exhibits the following characteristics:

o A sequential delivery process, with the des‘;ign stage being followed by
tendering, contract performance and eventually the handing over of the works.

o The project design is substantially complete before construction begins.

o Contractors are paid on a lump sum or admeasure basis (mainly in the form of
interim payments at a regular interval) while the consultantsb are paid on a fee
basis (mainly based on the amount of the accepted tender).

o The design and construction processes are undertaken by different parties who
have little interaction with the other’s activities and operate in a confrontational
atmosp;;ere (Franks, 1990; Masterman, 1992).

Advantages:

o Familiarity with the system gives users, from clients to contractors, confidence
in its operation. This may be responsible for inertia and a reluctance to adopt
possibly better methods and so is a debatable advantage.

o Within the constraints imposed by the client, this method will most likely result
in designs that are aesthetically pleasing and meet client requirements closest.

o Monitoring of project cost from inception to completion is easily done with this
method, and the use of bills of quantities makes the valuing of variations to the
contract easy to ascertain.

o Itiseasyto comparé tenders from different contractors and the resulting offers

are usually quite competitive, at least in terms of the initial offer.

Disadvantages

o Should design not be substantially complete before construction commences
excessive variations and disruption of the works may occur.

o The requirement for design to be complete before construction commences
adds to the project duration with the associated costs.

o A problem arising from the intense competition that results from open
tendering is that firms may tender just low enough to win jobs and hope to
make up any losses in margins later through claims and shortcuts, resulting in
higher costs in the long run.

o Traditional delivery is unsuitable for co-ordinating the large range of specialist

designers found on large-scale and complex projects.
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o The traditional project delivery system fosters an adversarial culture, based as it
is on the rigid separation of duties and a hierarchical structure. This culture has
been blamed for all manner of evil ranging from increased costs due to claims
and counter-claims, diminished buildability, more time spent on dispute
resolution than would be desired and a lowering of quality as parties pursue
conflicting objectives in the project (Franks, 1990; Masterman, 1992).

Variants
Over the years many variants of the traditional system have come into being to counter

its perceived shortcomings.

o Two-stage tendering: to alleviate the problems that arose because of the
separation of design and construction, two-stage tendering was devised in the
1960’s. While the term can be used to describe a variety of procedures, the
accepted procedure involves a degree of integration of the design team and the
contractor in two stages. A similar process to traditional delivery is followed up
to the tender stage where bills of approximate quantities or notional bills of
quantities are produced. A pre-selected list of contractors’ tenders is drawn up
on the basis of the rates derived from this approximate documentation. The
tendering may extend to management of the works, design, and construction
expertise, resources and site organisation. The winning contractor thus
becomes a full participant in the project and can advise on all aspects of the
works from design to construction. The tender figure accepted is based on the
rates transferred from the approximate or notional bills and on full bills of

quantities or remeasurements.

Two-stage tendering has the advantages of time savings and reductions in
overruns, but at the loss of price certainty. It is most suited to large or complex
projects where the contractor’s input is valuable before construction
commences, or where the construction period needs to be shortened. Franks
(1990) saw two-stage tendering as a management-oriented method, contrary to
the accepted classification by other authors who saw it as a traditional project

delivery system variant.
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o Continuity contracts: these are contracts where the successful tenderer is
offered the chance to undertake a future similar contract following completion
of the first. Rates for the second contract are negotiated using the first as the
basis. Use of this method demands that there be two or more similar projects in
close proximity and of a similar nature, and that the schedule of the following
project be flexible enough to accommodate changes in the preceding project.
Competitive rates are obtained using this method with fewer variations and
shorter cost overruns, but the client is tied to using a contractor with no
guarantee that the performance the second time around will be similar to the
first. Tgere are three forms of continuity contracts: ad-hoc, where rates for the
second project are based on the rates for the first; term, where the contractor is
appointed for a fixed period and paid according to a schedule of rates; and

serial, where similar projects are grouped together for economies of scale.

o Serial contracts: a number of jobs are awarded to one contractor based on
master bills of quantities with a separate contract for each job. With projects of
a similar nature and geographical proximity, economies of scale can be realised
and parallel working can be used to further speed progress. The experience and
working relationships built over a project can now be used on other projects
with reductions in construction time and costs and an increase in quality

achieved.

o Negotiated contracts: past experience or selection based on other appropriate
criteria is used to appoint a contractor who joins the project team early in the
design stage and provides advice on buildability, value engineering and
construction methods. Negotiation may be held with a few chosen contractors
with their expertise assessed by clients and contractors, or with one contractor
and rates established which form the basis of bills of quantities. Negotiated
contracts are useful where the client sees time as of essence, where early starts
are required on site, where contractor expertise is required early in the design
stage and where contractors are already on site. The disadvantage of this
method is that the costs are usually higher than would be the case if other types

were used.
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o Cost-reimbursable contracts: contractors using this method are paid the costs

incurred in executing the project plus a predetermined sum. The sum may be
calculated on a cost plus basis, either as a fixed fee, a percentage calculated on
the final cost or a percentage based on initial cost plus variations. Contractors
may also be paid on a target cost basis with a fixed fee based on an agreed
upon cost of the works, and a final fee which can be fixed, or a share of any
cost savings. Targets may be set on time, utility or quality in addition to cost
(Franks, 1990, Masterman, 1992; Cox and Thompson, 1998; Cox and
Townsend, 1998). .

o

Design and build

Design and build was defined by Masterman (1992:56) as “an arrangement where one
contracting organisation takes sole responsibility, normally on a lump sum fixed price
basis, for the bespoke design and construction of a clients project”. Design and build is
characterised by single point responsibility on the part of the contractor, and a
unification of the design and construction phases of a project. The method is actually
making a comeback, having been the predominant method of construction delivery (in
the form of architects who were also builders) until it was supplanted by the traditional
project delivery system in the early 18th century (Shand, 1954; Sebestyen, 1998). Its
attractiveness derives from its integration of design and construction, which has
attendant time and cost savings. The single point responsibility offered to the client is
also a major advantage and the contractor usually guarantees the performance of the

constructed facility.

Although overall responsibility for project performance lies with the contractor the
client may appoint a representative to ensure that quality arid cost objectives are met.
The main advantages of this system are: overall design and construction times are
faster, though individually the two processes may take longer; single point
responsibility minimises risk, misunderstandings and simplifies procedures;
_ buildability improves due to contractor experience being brought to bear; and overall

costs are lower.
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Many van'ationé exist on the design and build theme. The Construction Round Table
(CRT) (1995) recognised three: direct, where the contractor is appointed after an
appraisal but without any competition on price; competitive, where a consultant
prepares a conceptual design which is used as a basis for competition on price and
detailed design; and develop and construct where the design is developed further by
the consultants before the contractor is asked to step in and complete the design and
construction. As can be seen, competition and method of selection vary greatly. The
range of services offered by contractors in design and build give rise to variants that
include project financing, and these include the build-operate-transfer, build-own-
operate-transfer, build-own-manage, and others of such a nature (Cox and Townsend,
1998). Other identiﬁed variants on the design and build theme are the package deal,

turnkey and develop and construct systems.

o Package deals: Masterman (1992) saw the package deal as differing from
design and build only in that package deals use proprietary systems while
design and build use bespoke systems. It is unlikely that package deals can
satisfy all the client requirements. Proprietary systems have been used in

- previous situations and have a chequered reputation, with some notable failures
such as the Wimpey system (Ball, 1988). The advantages are that the client can
see examples of the proprietary systems where they have been used on
previous projects, and most of these systems have been used over a period of

time and been “debugged”.

o Turnkey: the method involves the contractor taking sole responsibility of a
project from design to the stage when the project is handed over and the keys
literally turned to open the facility. It is usually used in complex installations
like power stations, chemical engineering _plants and refineries, where
construction might extend to installing and commissioning machinery, and may
also involve preliminary site work, and training client staff on its use. The
client is saved the trouble of moving in, and can begin activities immediately

after handover.

o Develop and construct: this involves the preparation of a sketch design or
conceptual drawings by the consultant which are then given to the contractor,

the contractor develops the design further and uses his refined drawings,
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specifications and costs as the basis for his offer. This is the same method CRT

(1995) refers to as direct design and build.

Management contracting

In this system the contractor is appointed on a professional basis as an equal member
of the design team to provide construction management services. A contract
administrator takes care of client interests, reimbursement is on the basis of a lump
sum or percentage fee plus cost of construction and the actual construction work is
carried out by package contractors “employed, co-ordinated and administered by the
management contractor” (Masterman, 1992:78). The client appoints the design team
who produce sketch drawings, working briefs and define project scope. Tenders are
invited from management contractors, who submit management proposals and
indicate the desired fees (usually in a tWo—stage step). The selected contractor helps
the design team prepare final drawings and specifications, advises on buildability and
construction technology, and aids in the preparation of tenders for the works
packages. The contractor enters into contracts with the selected works contractors
and assists the design team in monitoring progress. This method entails a high level
of risk for the client and calls for his continual involvement in the project through

representatives.

Though opinion is divided on the general performance of the mode, it is held that
costs are higher than those for the traditional system but project completion times are
faster and early starts or completion are enabled. Other advantages include a high
degree of flexibility, especially in relation to schedules, a separation of the works
into packages such that failure on the part of a contractor does not impinge on project
. performance; and the construction experience of the management contractor ensures
better industrial relationships and easier incorporation of new construction
techniques and materials. Its disadvantages are that the increase in administrative
work detracts from the construction effort and increases costs; greater risk devolves

to the client; and the client has no idea of his financial commitment at the

commencement of the project due to the absence of a tender sum.
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A guaranteed maximum price may be obtained from the contractor in some instances
but this places an added burden that may minimise his effectiveness as a client

adviser.

Construction management

Similar in most respects to the management contracting system, construction
management differs by having the client enter into contracts with the works
contractors directly instead of with the contractor. The construction manager is
appointed to manage the project as a consultant on a fee basis and all the work is

carried out by the package contractors.

Separation of the management from contractual responsibility roles gives this
method the advantage that construction can begin separately for each works segment,
resulting in faster completion times. The client enters into direct contract with the
works contractors resulting in tighter controls over costs and improved cash flows for
the contractor. It also brings the client into direct contact with the construction team
promoting better working relationships. On the minus side, the client and the
contractor’s duties have to be clearly spelt out as their roles vary from project to
project. As for management contracting, there is usually a cost premium associated
with quick construction times and construction management suffers further from
being identified closely with fast tracking. The system also requires the client to be

conversant with construction and be closely involved in the process.

Design and manage

Design and manage can be undertaken either by a consulting professional or a
contractor. The undertaking firm acts as a consultant responsible for the design and
construction of the project. Where the consultant acts as the design and management
organisation the contracts are signed between the client and the works contractors
and professional fees are payable. Where the contractor plays the managing role the
- contracts are between them and the works contractors and fees are on a fee plus

actual costs basis. Most designers are unable to meet the managerial standards
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required for construction projects and their unfamiliarity may result in poorly run

contracts.

The British Property Federation (BPF) system

The British Property Federation is a body representing the majority of UK property
development organisations, retailers and commercial companies active in
construction. Tired of the perceived shortcomings of construction industry project
delivery methods and the sub-standard performance of the construction industry, the
BPF formed a working party with the help of a few consultants to draft an improved
system (Mastgpnan, 1992). The system incorporated aspects of the existing project
delivery metho’ds considered appropriate, and the end result was a document that
“unashamedly put clients first” (Franks, 1990:23).

The procedure involves the client appointing a representative (usually a consultant or
a project manager), a design team leader and the design team who prepare detailed
drawings and specifications. The design team is paid a lump sum to avoid the lack of
incentive that percentage-based fees offer to consultants in order to keep costs down.
The process is divided into four stages: preparation of brief, design development,
tendering and construction. The lump sum fees are paid at each stage with incentives
for completing within time and budget. Tenderers submit quotations based on the
drawings in lump sum form, including activity schedules, organisation charts,
personnel details, method statements, lists of sub-contractors and schedules of time

charges.

Bills of quantities are not prepared, instead a schedule of activities is substituted and
the contracting firm is responsible for preparing its own tender quantities and figures.
The contract is awarded to the lowest acceptable tender and the client representative
and design team ensure compliance with the design terms. Management of the
project is vested in the client’s representative, supervision rests with a client
appointed supervisor and disputes are presided over by an adjudicator, another client
appointee. Thus there exists“room for duplication of responsibilities and duplication

. of work.
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Advantages:

o The contractor is given latitude, within the confines of the specifications, to
choose some design aspects, methods and suppliers.

o Contractors may propose design changes, which if proven to save time or
money are rewarded with a share of the savings.

o If the contractor has sufficient information at the project’s inception the client
benefits from having a firm price offer.

o Consultants are likely to reduce costs.

o Disputes are quickly settled due to the presence of an adjudicator.

Disadvantages:‘

o The absence of bills of quantities and the increased risk to the contractor will
likely result in increased costs to cover eventualities.

o It is difficult to choose between tenders especially where there is a fair
amount of contractor-designed work.

o Ambiguous relationships and lines of responsibilities can cause conflict

within the project.

The BPF system has never been well received and its use is steadily declining even

among federation members.

Partnering

A relatively new phenomenon in the 1990’s construction delivery systems,
partnering is not a clearly defined concept, seeming to mean many different things to
different people. UK’s Construction Industry Institute’s (CII) (CII, 1991: iv)
Partnering Task Force Partnering defines it as:
...a long-term commitment between two or more organisations for the
purpose of achieving specific business objectives by maximising the
effectiveness of each participant’s resources. This requires changing
traditional relationships to shared culture without regard to organisational
boundaries. The relationship is based on trust, dedication to common goals,

and an understanding of each other’s individual expectations and values.
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Another definition comes from the Construction Industry Board (CIB) Working
Group 12 (CIB, 1997), which states that:
“Partnering is a structured management approach to facilitate teamwork
across contractual boundaries.... It should not be confused with other good
project management practice, or with long-standing relationships, negotiated
contracts, or preferred supplier arrangements, all of which lack the structure

and objective measures that must support a partnering relationship. "

According to Bennett and Jayes (1995) there must be three features before an
arrangement can be termed partnering: mutual agreed objectives, a good problem

resolution process and an active search for continuous performance improvement.

Dispute continues to rage over whether partnering is a project delivery system or

simply a contractual arrangement between two parties. As Bresnen and Marshall

(2000) noted:
“..while there is broad agreement about the overall ‘philosophy’ of
partnering, there is considerable variety in its manifestations in practice. In
particular, there are wide-ranging and diverse views about the relative
importance of contracts and charters, the preferred duration of partnering
arrangements, the role of incentives systems in encouraging collaborative
behaviour and whether there is a need for formal team building and
JSacilitation. Partnering is thus an imprecise and inclusive concept capturing
within it a wide range of attitudes, behaviours, values, practices, tools and

techniques.”

Cox and Townsend (1998) identified a number of partnering types, including project
‘partnering, post-award project partnering, semi-project bartnering, pre-selection
agreements, co-ordination arrangements and strategic/full partnering (Table 2.1).
These differ on grounds of relationship duration, partner selection and the most
appropriate conditions for their application. They note that a whole range of
_ relationships have been identified in partnering, spanning from adversarial, guarded
adversarial, informal partners to project partners. Adversarial relationships involve
parties pursuing their own interests in the contract and at the other end of the

spectrum project partners participate as equals with common goals and objectives. In
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between these two relationships guarded adversarial relations co-operate within the
bounds of the contract and informal partners move beyond contract boundaries to
establish co-operation. Bennett and Jayes (1995) categorised partnering relationships
into project partnering and strategic partnering, with the former being undertaken on

a once-off basis and the latter used on a long-term basis for more than one project.

Table 2.1: Different forms of partnering

Differentiating Features
Forms of partnering | Relationship Basis of partner Conditions for use
duration selection
Project One-off Competition/negotiati | All projects. Best
on value for high risk
Strategic/Full Long-term Competition/negotiati | Where good business
on case, part of medium-
long term strategy
Post award One-off Competition Public projects,
including series of
small projects
Pre-selection One-off/ Long-term | Negotiation Any project. Advance
agreement selection of contractor
Co-ordination One-offf Long-term | Competition/negotiati | Any project.
agreement on Agreement overlaid
on standard contract
Semi-project One-off Limited competition All projects where
scope for negotiation
is limited

Adapted from Cox and Townsend (1998)

Rowlinson (1999) also highlighted the need to identify the stakeholders in a
construction project in order to identify the benefits that actually accrue from
partnering. He drew up a comprehensive list of benefits for stakeholders, that is, the
building owner, design team, main contractor, specialist contractors, sub-contractors
and suppliers. Main partnering benefits to the building owner are: a reduced exposure
to litigation; a lower risk of cost overruns because of better time and cost control; and

an easier resolution of any problems resulting from open communication.

" The main contractor gains from reduced litigation, better time and cost control and a
win-win situation that allows opportunity for more profit. Consultants also benefit

from the reduced litigation, an enhanced role as interpreters of design intent and
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gains from more financially successful projects. Sub-contractors and suppliers find
that improved decision-making avoiding claims and saving money, reduced litigation
and more financially successful projects are their main benefits from partnering
(Olsen, 2001; Matthews, 1999).

The main criticism of partnering is that it assumes a level of trust in buyer-seller
relationships that may be difficult to find. The construction industry is home to
adversarial relationships and mistrust, which may be difficult to overcome in
practice. Partnering assumes the need for cultural change in construction, as a tenet
of its case is Qllye need for attitude change amongst practitiongré in the industry. The
necessity for collaboration between stakeholders is undermined by the fact that
conflict is the norm and collaboration the aberration (Bresnen and Marshall, 2000).
In addition, Cox and Townsend contended, the nature of supply relationships is such
that they are driven by the distribution of power within the business relationships. A
survey of partnering practices in the UK was given in evidence, and it found that:
buyer and seller objectives in crucial areas are usually in conflict; co-operation
endured as long as mutual competitive advantage did; and success depended on

organisational consistency.

It also seems to depend to a great extent on a cultural change within contracting
organisations and the industry based on mutual objectives and trust and the manner
in which such changes are to be achieved is often left unclear. Some advocate the use
of formal tools and techniques actively to ‘engineer’ project-specific partnering,
while others argue that “attitudes and patterns of behaviour within the industry are so
deeply ingrained that it is difficult to produce any immediate transformation”
(Bresnen and Marshall, 1999). To them, the conflicting interests in the exchange
relationship between client and contractor are too great to be gulfed by an appeal to

mutual interests, especially in the short term.

Cox and Thompson (1998) also queried the ability of partnering to survive in one-off
. projects, suggesting it only worked where the buyer had enough clout from his
position as a constant purchaser of construction products to dictate the relationship
with sellers. The prevailing economic environment may be crucial to the success of a

partnering venture as, for example, a buyers’ market enables the client to shift risks
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to the contractors and influence changes, and a sellers’ market does the same for the
contractor. The underlying conditions must therefore be conducive to encouraging

the two parties to work together (Bresnen and Marshall, 2000).

Partnering remains a potent force in construction industry project delivery system,
but as Matthews (1999) pointed out it cannot be seen as a panacea but rather a way
out of the traditional problems. It requires, apart from project team building and
appropriate tools and techniques, a change in mindset, a strong commitment from the
top management, sensitivity to factors that influence working methods, an
understanding of group and individual motivation and an appreciation of long-term

implementation processes.

2.4.4 Contractor responses to alternative delivery systems

Before the introduction of alternative systems, the overriding criterion on which
construction companies competed was cost. Fierce competition resulting from easy
entry in construction markets pushed margins and profits down and resulted in poor
returns on investment for the companies. Some attempt to limit competition occurred
using closed bidding and negotiation variants of traditional delivery, but in the end
cost leadership was still the only source of competitive advantage for the selected
companies. Porter (1980) identified five processes by which firms could add value to
their products: inbound logistics, operations, outbound logistics, marketing and sales
and service. Of these, outbound logistics and service were inapplicable using the
traditional model. Inbound logistics and marketing and sales were limited to minimal
functions as the contractors had little control over the inputs (specified elsewhere and
dependent on construction schedules) and marketing and sales (products already sold
before the producer was determined and all that remained was ascertaining price).
Operations remained the best avenue for adding value, and with design already in the

hands of others efficiency in production became the focus for firms’ efforts.

Alternative delivery methods gave some initiative back to construction companies,
by passing over responsibilities in design and construction methods (design and build
variants), service (BOT, design and manage, design and maintain). The expectation

would be that contractors would embrace alternative delivery systems as a way of
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getting away from competition and appropriating more value from the construction

process for themselves. Their responses, however, have been varied.

Firms develop consistent patterns of behaviour or ways of responding to their
environments (Hofer and Schendel 1978; Miles and Snow, 1978, Porter 1980) which
is referred to as their strategic orientation. There are various typologies, and one
described by Miles and Snow (1978) identified four strategic orientations: defender,
prospector, analyser and reactor. Defenders have narrow product or market domain
aﬁd try to create and maintain niches with a limited range of products or services. By
not searching for new opportunities they become highly dependent on a narrow
product/marke{ area and protect that area through tactics like lower prices, higher
quality, and superior delivery. A prospector firm continually searches for new
opportunities, and has broad and flexible product/market domain and technological
base. The firm usually reacts quickly to change and uncertainty, sees opportunities
before the rest and is the first to enter or exploit new markets. Product and market
innovations are important to the organisation. Analyser firms tend to move into new
markets only if prospectors have already explored them, and are characterised by a
cautious approach. By combining flexibility with stability they seek the best of both,
and are successful at marketing the ideas of prospectors. Reactor firms are passive
takers of the market with no long-term goals or strategies. They do not have a
defined product/market domain, and do not investigate or try to capitalise on new
opportunities (Miles and Snow, 1978; Bahaee, 1992).

Firms in construction corresponding to all four orientations can be identified by their
response to alternative project delivery. The majority of construction firms are
defenders and reactors. Defender response has been to remain in the traditional
building system market area and compete on lower prices - at the expense of
margins-, higher quality of work, focus on exclusive niches and superior delivery
times. Reactor firms have simply taken the market as it is and carry out work 'as and

where they find it.

The reactions of the analysers and prospector category firms have been most
interesting, however. Construction companies have a production oriented, or at best a
sales oriented, culture (Preece and Khalil, 2000). The shift in client needs and
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expectations, however, led to new business paradigms where flatter and more
dynamic organisations are preferable to the pyramidal management structures
(Mintzberg, 1991). Part of this paradigm is an increasing client indifference to how
the services are delivered and a focus instead on an “uninterrupted flow of services at
predetermined levels of quality” (Allen et al., 1999). Downsizing and rightsizing
have left client companies without technical expertise and they will increasingly rely
on contracting companies to provide across the board solutions that solve not only to
their technical but their business problems too (Poggiolini, 2000). Clients hire firms
that can do more than perform some scope of work. They often seek teams who have
the ability to determine and prioritise what needs to be done. That includes finding
out what’s dri\}ing the need, how success can be measured, who else will be affected
by the results, and so forth. They are able to define and deliver high value, providing
benefits that far exceed the cost of services. By identifying what it is that the client
really wants, they have moved to providing solutions rather than a part of the

solution.

Prospector firms were the first to move into design and build and its other variants
such as BOT, BOOT, design and manage and turnkey projects. Along the way there
have been casualties and analyser firms have learnt from the mistakes of the
prospectors to move into the next phase, the marketing of services using prospector’s
ideas. The ideas generated have been used to drive developments in such project

types as design and build, turnkey and public-private partnerships.

With the acceptance of alternative project delivery systems a number of construction
firms have gone the market-oriented route and redefined the contracting role to
include financing, designing, management of construction, facilities management,
property development and housebuilding. The ﬁrms have in effect moved upstream
or downstream along the construction value chain as defined by Cox and Townsend
(1998). Amongst the reasons for this is the need to counteract fluctuations in
demand, the increase in experienced habitual clients, the wider range of project
. delivery systems and the ease of obtaining project for the larger, more diversified
firms (Hillebrandt et al, 1995: Lavender, 1996).
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2.4.5 What Project Delivery System? The Client’s Decision

Who is the client?

Before taking into account the factors affecting the client’s choice of delivery,
consideration must be made of the definition of the client. The client can simply be the
sponsor of the building process, the initiator of construction and the appointer of the
project team. The client may also be a multi-organisation, either temporary or
permanent. In such a case there will be many conflicting “project priorities and
construction needs. The separation of ownership and occupation is another aspect of
many projects ﬁat needs to be considered in specifying project priorities. The set-up
that has traditionally predominated in the construction industry has a design team led
by the architect selecting the contractor based on tenders prepared by the team. This
results in the architect becoming, for the contractor, a “surrogate client” and inserting
themselves in between the client and the construction team (Rowlinson, 1999:31). This
is partly a reason for the dissatisfaction already noted within the construction industry.
For this reason Rowlinson (1999) chose to look at projects from a multi-organisational
perspective and preferred this view to be introduced into any methodology seeking to

select a project delivery system.

Client categories

Masterman (1994), before examining the reasons clients select project delivery
systems, saw it fit to, first, identify the various types of clients and their characteristics.
This is because different classes of clients determine project success using different
criteria. The conventional way of categorising clients splits them into two divisions:
public and private clients. These have been further divided into experienced and
inexperienced clients, and the suggested cut-off for experienced clients is one new
project every five years. Clients carrying out more than this would then be termed
experienced (Masterman, 1994). Another criterion for categorisation is the end use of
. the constructed facility. Here two groups are identified: primary constructors, whose
main business activity is the construction of buildings for sale lease or investment; and
secondary constructors, to whom construction is a peripheral activity to their main

business activities and whose expenditure on construction represents a small
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proportion of their annual turnover. He thus arrived at a classification system for

clients which he suggested was capable of further sub-division (Fig. 2.2).

Clients
Public Private
Experienced Experienced Inexperienced
Primary Secondary Primary Secondary Secondary

constructors constructors constructors constructors constructors
Government funded Central and Property Mainly large Mainly
development agencies local government companies and  active medivm and
local authorities i developers industrial small

and industrial
commercial commercial
retailing and retailing
organisations organisations

Figure 2.2 Categories of clients
Source: Masterman, 1994

The client categories can be listed as:

o Public experienced primary clients
Public experienced secondary clients
Private experienced primary clients

Private experienced secondary clients and

cC O O O

. Private inexperienced secondary clients

The client’s experience and reason for construction should therefore be a major factor

influencing the choice of delivery systems.

" Rowlinson (1999) held the view that the client had moved from being;
. “An occasional builder to a regular builder;

. Naive of the construction process to being highly sophisticated;
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. A distinct person or body to a much more unfocused and temporary multi-
organisation;

. Outside the industry to within it.”

Rowlinson (1999) identified another school of thought which held that only particular
clients could use particular delivery systems. This assumed that client organisations are
incapable of learning, however, and was criticised for taking a narrow view of contract
strategy. The view that only certain types of clients can use certain strategies concurred
with Cox’s (1998) thinking that the vast majority of construction customers could not
implement delivery systems such as partnering in the style of the British Airports
Authority. This was because of the lack of knowledge and purchasing clout among the
predominant one-off buyers which large companies have. Power in the industry resides
mainly with the suppliers (contractors, consultants), power in this case defined as the
ability of an individual or an organisation to own (or to control) specific resources or
assets (goods, services or know-how) within a particular construction supply chain.
This control is exercised in such a way that it allows them either to “appropriate the
majority of the value that ﬂéws within the chain, or to determine the allocation of
value to other participants throughout the entire supply chain” (Cox and Townsend,
1998:3).

Client criteria for project performance

The conventional view on client criteria for project performance is that these should be
based on time, cost, quality and utility concepts, and to a lesser degree the additional
concepts of flexibility and risk allocation. This can be traced back to the Banwell
report (Wood, 1975), and most client guides that have been produced to help in the
‘project delivery decision are based around finding the right balance of time, cost,
quality and utility requirements. National Economic Development Office (NEDO)
(1985) listed nine criteria for clients to select project priorities:

e time, or speed of construction required;

. ® time certainty, a firm completion date;

® cost certainty, price competition;

o flexibility;
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e complexity;

e quality required,
e responsibility, encompassing single point responsibility to the client and the design
team's professional responsibility, and;

o risk allocation of cost and time slippage.

Singh (1990) used eight similar variables to help determine the comparative
performance of contracting systems, these being:

o speed of design and construction;

certainty of cost, time and payment schedules;

e flexibility in accommodating design changes;

e quality levels; complexity;

e risk avoidance and responsibility;

e price competition which included the value for money issue; and

e dispute resolution and arbitration.

Masterman’s (1992) study showed that different client categories had different criteria
for determining successful projects and there was sufficient evidence to consider that
priorities in projects depended on client type and project typology, as shown in Table
22,
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Table 2.2 Rankings of criteria by various clients

Clients criteria Rating by [Ratingby [Ratingby [Ratingby [Ratingby [Overall
public public private orivate private rating®
experienced experienced experienced jexperienced finexperience| -
primary ©  secondary  primary ndary i secondary
clients® clients* clients® clients* clients*

Certainty of 11 3 1 2 I 1

completion date

Value for money 3 4 4 3 3 2

Desire to be 4 5 2 9 2 3

involved/informed

Certainty of finalTost 6 2 3 4 7 4

Accountability 2 7 7 1 6 5

Elimination/reduction 8 11 5 7 4 6

jof financial risk

Lowest possible 1 1 6 5 9 7

kender

Single-point 5 8 9 6 10 8

responsibility

Shortest design and 1 6 8 10 g 9

construction period

High quality 7 10 11 8 11 10

lrchitecture and

innovation design

Flexibility to change 9 9 10 11 5 11

design

* The rankings are just an indicator of perception, not a measure of importance. For example, public
experienced secondary clients considered the first four criteria they ranked as very important (1 being the
most important and 11 the least).

Adapted from Masterman, 1992

Liu and Walker (1998), on the other hand, saw the issue of selection criteria as more
complex than merely matching criteria to contract strategy. They evaluated project
outcomes on the basis of project goals, participant’s behaviour and project organisation
. performance. Individual perceptions added dimensions to the evaluation of project
outcome and in a two-level model they identified a first level of project success and
linked it to second level, participant satisfaction. A similar argument holds that the

perception and response to project objectives and the social aspects of organising for
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project delivery were critical in determining delivery systems suitability and not an
emphasis on the technical logistics of delivery (McDermott, 1999).

Introducing a fresh angle to the issue, Tookey et al. (2000) reported that there was
evidence that clients were increasingly selecting contractors based on their ability to
construct using ‘preferred modalities’ of approach throughout project delivery, such as
supply chain management, lean construction, partnering and superior information
technology. These preferential modalities were not synonymous with particular
delivery systems but were generic types of best practice applicable to all systems. This
was 'best exeg;’;pliﬁed by the UK Ministry of Defence's (MOD) ‘Building Down

Barriers’ initiative, also known as prime contracting,

It may be fallacious to try to derive a selection model for contract strategy, as this
would consider only a limited set of criteria. Not all delivery system options would be
considered, and in any case contract strategies are country and time-dependent. The
type of technology used can determine the delivery system and the project
environment, legal, economic, political, technological and sociological, will affect
selection. These are rarely considered in project delivery system selection (Liu and
Walker, 1998). In addition, Rowlinson (1999) noted that some selection criteria could
be addressed without necessarily impacting on project delivery system type. Using
experienced staff can mute project complexity, seen by some as an issue to be

addressed during selection.
Determinism and objectivity

The deterministic school of thought assumes that an optimal project delivery system
exists for any given project. Projects exist in a complex environment with many
participating organisations with differing objectives, however, and what is optimal for
one organisation may not be optimal for the others. Cox and Townsend (1998) were of
the opinion that there could never be a best practice, only better practice, in

. construction project delivery.

Objectivity is assumed in the choice of project delivery system, which may not

necessarily be so. Construction consultants have been accused on occasion of not
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advising clients fully on the range of project delivery systems. It remains to be seen
whether the consultants will act in the clients’ best interest and suggest the use of
methods even when those methods curtail the powers of, or eliminate altogether, the
consultants. The client has evolved tremendously over the last decade while by all
accounts construction industry consultants have not and so may not be best placed to
offer advice. Whoever the adviser, be it consultants outside the industry, contractors,
construction industry consultants, or the developers of knowledge based systems such
as the SPACE or ELSIE systems derived in the UK, their bias will always cloud the

selection decision.

2.5  Project delivery system and client satisfaction

One of the undisputed facts arising from studies, researches and reports on the
construction industry in the recent past has been the general level of client
dissatisfaction with its products and processes. DETR (1998) identified unpredictable
delivery time, failure to keep within anticipated costs, and failure to achieve desired
quality levels as the grounds for customer dissatisfaction. Morledge (1999) found
that the UK construction industry’s reputation for delivering defective buildings, and
delivering them late and above cost, was partly justified. He cited a survey of
construction customers, which indicated that a third of the projects were delivered
both late and over budget. According to the Construction Clients’ Forum (1997), in
70% of cases the completed building itself usually met client requirements, but
problems during the project delivery process and during the post-construction period

tended to mar the level of client satisfaction.

By 4ll accounts client satisfaction should be the driving force, and the measuring rod,
of industry’s performance. Up until the 1950’s an excess of demand over supply
characterized most of the world’s industries, and quality and service standards were
often appallingly low. Amongst other reasons, recovery and the economic boom
following from World War 2, the emergence of new competitor nations such as the
South East Asian tigers meant supply (capacity) began exceeding demand. Marketing
(in essence the creation of consumer preference), rather than manufacturing, became

the basis for competitive advantage, and finding manufacturing capacity was easier
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than producing unique brands. Company priorities then changed from selling to
understanding consumer wants, and then designing and delivering goods to match

these wants (Doyle and Bridgewater, 1998).

To Doyle and Bridgewater (1998) the essence of business today is creating
organisations and strategies that meet consumer needs more effectively than the
- competition. A successful business strategy is one that focuses on relationships,
especially given that new customers are difficult and expensive to attract, spend less
and are more price sensitive. The emphasis is therefore on creating loyalty, branding,
measuring customer satisfaction and forging closer links with them. Drucker (1971)
and Peters (1982) suggested that the only purpose of a business was to create a
satisfied customer. What a business thought it produced was not of first importance -
especially not to the future of the business and to its success. What the customer

thought he was buying, what he considered "value", was decisive.

Gitomer (1998) saw the basis of customer satisfaction as (1) identifying customer
needs and (2) ensuring their satisfaction. To McNealy (1994), customer satisfaction
occurred when client expectations were met or exceeded, and Anderson’s (1973)
reverse view defined customer dissatisfaction as the disparity between expectation
and perceived product performance. The use of already established client criteria for
project performance can be used as a basis for measuring customer satisfaction, and
Bowen, Pearl and Edwards (1999) highlighted the importance of client briefing to the

attainment of client objectives and the achieving of customer satisfaction.

Though satisfaction is a subjective concept difficult to measure to any quantifiable
degree, Procter (1997) identified mathematical models that have been developed to
show relationships and expected outcomes in customer satisfaction behaviour. Client-
satisfaction was defined as a function of service quality, and repeat purchasing as a
function of satisfaction, prior intention and attitude. Procter (1997) considered the
relationship between client satisfaction and service quality using the relevance of
~ expectations and perceptions as a measure of performance and therefore satisfaction.
Service quality was related to client satisfaction and this relationship is the premise
upon which a SERVQUAL model evaluating expectation and perceptions of

performance was used for the analysis of service quality in service industries.
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Smyth (1999) perceived improving satisfaction as the client-orientated approach to
business, with the desired outcome of client satisfaction audits an attitude and
commitment to serving clients geared to matching service delivery with specific
client needs, improved levels of repeat business and/or improved referrals.
Customer-orientated cultures try to redefine quality service and products in a
partially subjective way to become more responsive to the needs and requirements of
the customer directly (Hammuda and Dulaimi, 1999). Their customer focus is simply
a way of trying to ensure that what is produced corresponds’to what the customer
wants, and the customer is asked in one way or another to assess the quality of
products and éervices and, by implication, the processes responsible for these goods

and services.

While many models have been put forward to match clients with their ideal project
delivery system, research on satisfaction after the project and any relationship to the
project delivery system is sorely lacking. In one study, Rwelamila and Hindle (1993)
found that the adoption of new project delivery systems resulted in lower quality
standards compared to projects built using the traditional project delivery system,

and suggested reasons for this.

While the overall picture points to an industry that does not emphasise customer
satisfaction, a survey of the US construction industry by consultants Deloitte &
Touche and the Associated General Contractors of America found that there is a
trend by construction companies to rank customer satisfaction as the primary
indicator of business success, above net income and gross profits (Deloitte and
Touche, 2000). Signiﬁcantiy,v the same survey also found that construction
companies are enjoying healthier profitability and increased work availability during
the same period, but there is no indication as to whether a focus on client satisfaction

has a beneficial effect on profits, or vice versa.
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2.6 The South African Situation

The construction industry in South Africa accounts for 3% of gross domestic product
and 35% of gross domestic fixed investment, and is estimated to rise to twice this
figure over the next few years (DPW, 1998). It employs over 40,000 people and is
seen as a major player in the Reconstruction and Development Programme’s drive to
improve the lot of previously disadvantaged communities. Ofori, Hindle and Hugo
(1996) analysed the strengths and weaknesses of the South Africa construction
industry and listed proposals for the future development of the industry. Some of the
challenges facing the industry have been identified as re-integrating into a global
economy; oveféoming capacity constraints arising from almost ten years of sustained
decline; and improving output and performance in a manner that includes those

historically disadvantaged by the policies of the past (Allen ez al., 1999).

Demand in the industry, as in the construction industry globally, has been subject to
cyclic patterns of ‘boom and bust’, an estimated 35% of construction workers losing
their jobs in the 1970’s recession and 30% losing their jobs in the late 1980’s and
early 1990’s. According to the South Africa Reserve Bank the contribution of
construction to Gross Domestic Product fell from 5.37% in 1975 to 2.87% in 1997
(DPW, 1998). Hindle (2000a) observed a steady reduction in demand by 31.5% over
the last twenty years and 18.8% over the last 9 years. Furthermore, there has also
been a shift in demand source, from the public to the private sector. The civil
engineering and roads construction markets are identified as those with the greatest
reductions, while housing and general building have experienced growth during the
same period. Affirmative procurement has also shrunk the market further for some
established contractors especially as the private sector has adopted policies geared to

redressing South Africa’s inequalities.

A study carried out by Mooki (1996) found that contrary to assertions that the use of
the traditional project delivery system and its variants was declining and design and
build and management-oriented project delivery system increasing, the opposite was
" the case. This was ascribed to inertia, the desire to stick with proven methods, a lack
of knowledge and the lack of clarity as to the scope of the briefing process on the
part of both clients and consultants. Hindle and Rwelamila (1993) noted that there
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had been a shift towards the use of closed bidding and negotiation, which may be
seen as hybrid versions of the traditional conventional system. An interesting result
of a survey of clients and consultants (Bowen et al,, 1999) is that South African
contractors appear not to favour the use of the design and build and management-
oriented project delivery systems, considering that these give the contractor the

prominent role in the project.

The industry is at the time of writing in the process of restructuring with new acts
governing the construction professions having been introduced in parliament. There
is some degree of argument about the introduction of these bills; Hindle and
Rwelamila (2060) and Hindle (2000b) are of the opinion that this will further stifle
the development of the construction industry in South Africa. In addition, there is
also the proposed introduction of the construction industry development board to
regulate construction, incorporate the development policies articulated in the RDP,
improve value for money in the industry and allow the government to direct the

development of the industry.

Allen et al. (1999) envisioned the direction for the industry as a new demand
paradigm involving more public-private sector partnerships and a shift from the
purchase of assets to services; and a new supply paradigm based on partnering and
trust, virtual teams and supply chain integration and the increasing use of technology
in construction. Confidence in the industry’s potential is high (DPW, 1998), and
research and industry are displaying increasing synergies (Snyman, 1999).

2,7 Summary

This chapter has introduced and explained the different project delivery systems in
the construction industry, and has also discussed the nature of the industry. The next
chapter will focus on strategies in the industry in general and the construction

industry in particular. That will set the stage for connecting this section of projéct

delivery systems with strategy in the construction industry, which is the ultimate aim

of this thesis.
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CHAPTER 3

STRATEGY

3.1 Introduction

This chapter introduces and discusses the theories and components of business
strategy. It looks at various definitions and levels of strategy, the value of strategy
and traces thé7emergence of strategic thinking from the 1960’s to the present date.
Management and strategy are then discussed together with the role of leadership, and
the theories of competitive strategy are expounded upon. These include the four

different approaches to strategy as well as the contingency theories of strategy.

The strategic planning process and strategy formulation, game theory and strategic
choices and options are critical fof a comprehensive understanding of the topic and
are included together with a short discourse on the market cycle model. The chapter
concludes with a look at strategic implementation and evaluation. This will then set
the groundwork for an understanding of the role strategy plays in successful business
practice and how this applies to construction companies; the topic for the next

chapter.

3.2  Definitions of strategy

Mintzberg et al. (1998) argued that strategy actually encompasses five definitions.
Strategy can be perceived as a plan, a course for the future (intended strategy); as a
pattern of behaviour over time (realised strategy), as a position denoting the location
of products in markets; as a perspective or vision of the organisation’s intention; and

as a ploy intended to fool competitors.

Strategy was defined by Chandler (1966:16) as “the determination of the basic long
term goals and objectives of an enterprise, and the adoption of courses of action and

the allocation of resources necessary for carrying out these goals.” Similarly,
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Johnson and Scholes (1999:10) defined strategy as “the direction and scope of an
organisation over the long term: which achieves advantage for the organisation
through its configuration of resources within a changing environment, to meet the

needs of markets and fulfil stakeholder expectations”.

Lynch (1997) saw strategy as a broad program for defining and achieving an
organisation’s objectives and implementing its missions. To Wheelan and Hunger
(1989:5), strategy, “includes the determination and evaluation of alternative paths to
achieve and organisation’s objectives and mission and, eventually, a choice of

alternatives that are to be adopted.”

For Porter (1980: xvi), competitive strategy was “a combination of the ends (goals)
for which the firm is striving and the means (policies) by which it is seeking to get

there”.

It can therefore be seen that a universal definition of strategy does not exist. While
some include the purpose of the organisation among their definitions, others
distinguish between the purpose and the actions involved in carrying out the
~ objectives (Lynch, 1997). |

~3.2.1 Components of strategy

Brown (1996) summarised the common features of strategy as:
o involving decisions with long-term impact,
o formed by senior management,
o serving to focus on the organisation’s aims and objectives and
o generating possible options which would then be narrowed down to

specific choices to be implemented.

3.2.2 Levels of strategy

" Johnson and Scholes (1999) recognised three levels of strategy: corporate level
strategy (overall purpose and scope of the organisation); business unit level strategy

(competing in a particular market), and operational level strategy (concerning
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component parts of the organisation and their delivery of the corporate or business
level strategy). Jensen (1998) introduced a different perspective by looking at a
firm’s strategy as composed of three main elements: its competitive strategy, its

organisation strategy and its human strategy.

3.3  What is the value of strategy?

Strategy defines the fundamental issues that affect corporations and their futures. It
integrates all fhe functional areas of the organisation, covering the range of its
activities. Fuﬁhermore, it is essential in developing the organisation’s distinct
identity, which can translate to a source of sustainable competitive advantage
(Lynch, 1997). Whittington (1993) perceived this as a consequence of processualist
thinking where imperfections in the markets and in organisations underline the

crucial importance of an organisation’s unique talents and skills.

3.4 Emergence of strategic thinking

Though some would single out Sun Tzu’s “The Art of War” as the first treatise on
strategy of any form, Ansoff (1979) and Chandler (1966) traced the origins of the
strategically oriented company to the turbulent period of the post-industrial era, circa
the 1950’s. The industrial history of the United States, where the issues of strategy
and management were first studied, is divided into four periods. These are: the
industrial revolution period characterised by inventions and advances in
manufacturing and transport; the mass-production era and its emphasis on standard
products at the lowest price; the mass-marketing era which emphasised a market
approach rather than a production oriented one; and the post-industrial era that saw
increasing changes in the dynamics, boundaries and structure of the business
environment. In the course of this evolution, firms’ concerns shifted from producing
at the lowest cost to effective marketing, and in the post-industrial stage, to product

" innovation, expansion and diversification.
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Strategic thinking grew out of the advances in management views that came about in
the early 196Qfs led by Chandler, Ansoff and Sloan, and Andrews and Christensen at
the Harvard Business School, to explain the changes in the post-industrial era
(Montgomery and Porter, 1991; Whittington, 1993). At the time, companies still
adhered to the principles of specialisation and the division of labour advocated by
Smith (1976). As companies grew larger and labour more specialised and
fragmented, there was a need for a more efficient system to manage the
organisations, streamline production and improve returns on investment. Sloan
(1963:49), at the time the head of General Motors was a pioneer in strategic thinking,
and defined the profit-orientated goal of strategy:

“Itisas] ;ee it the strategic aim of a business to earn a return on capital, and if

in any particular case the return in the long run is not satisfactory, the deficiency

should be corrected or the activity abandoned. "

Under Sloan, General Motors decentralised their management structure, highlighted
the importance of placing money where it would earn greater return and emphasised
executive expertise in finance instead of engineering or manufacturing, all seemingly
straightforward now but at the time radical thinking.

Ansoff (1965) saw firms as seeking to achieve their objectives through the
accumulation of profit, the raison d’etre of the organisation and the cornerstone of
business, by converting their resources into goods or services and selling these to
customers. He classified business decisions into three categories, operating,
administrative and strategic, each pertaining to a different aspect of the resource
conversion process. Operating decisions aim at maximising the efficiency of the
resource conversion process and the profitability of operations through resource
allocation, operation scheduling, performance monitoring and applying control
actions. Administrative decisions deal with structuring the firms’ resources to
maximise performance potential. This includes structuring the organisation by
delineating authority and responsibility relationships, work and information flows,
 distribution channels and facility locations as well “as the acquisition and
development of resources. Strategic decisions focus on the external problems facing
the firm rather than the internal, strategic in this case referring to the relationship

between the firm and its environment. The main decisions for the firm were the
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product mix and the market, defining the firm objectives and goals and how to

exploit and develop present product/market positions.

In constructing a model of strategic decisions, Ansoff (1965) saw them as aimed at
selecting a combination of products/markets for a firm, either by adding to, divesting
from, expansion or contraction of existing products/markets. He laid out four steps in
strategic problem solving; the perception of a decision need or opportunity,
formulation of alternative courses, evaluation of alternative courses and the choosing
of one or more alternatives for implementation. v
While Ansoff Eoncentrated on strategic decisions and perceived the structure of a
firm as following the strategy, Chandler (1966:13) concentrated more on the
administrative side, saying:
“The thesis that different organmisational forms result from different types of
growth can be stated more precisely if the planning and carrying out of such
growth is considered a strategy and the organisation devised to administer these
enlarged activities and resources. Strategy can be defined as the determination of
basic long-term goals and objectives of an enferprise, and the adoption of action

and allocation of resources necessary to carrying out those goals.”

Chandler (1966) recognised that strategy changed in relation to changes in
opportunities and needs created by changes in population and demographics, national
income, and technological innovation. The need to expand or employ existing
resources to meet these new demands could be met through changes in structure, the

design of the organisation through which projects were administered.

One of the major difficulties inhibiting the recognition of the strategy’s importance
in business management has been the role of the entrepreneur in start-up firms.
Entrepreneurs create firms from a novel idea to supply a product or service satisfying
consumer needs while providing the assuagef of the need with a profit. This key idea
_or strategy is not usually explicitly written out but kept in the founder’s head, guiding
his decision making through-out the growth of the firm (Schendel and Hofer, 1979).

59



Changes in the business environment and nature now require that strategies be
explicitly identified and understood. These changes include the increase in
interdependencies, the rate of change in the business environment and the growth in

size and complexity of firms,

To Schendel and Hofer (1979), the above strategy paradigms all suffered from the
flaw of not distinguishing between corporate-level and business-level strategy. Also,
they did not clarify the relationship between policies and strategy in integrating the
firm with its environment acroéé several organisational fevels. Ansoff (1979)
expounds further, adding that whereas the original mismatch was between the firm
and the marke:t environment .interface, the internal organisation of firms were the
ones mismatched with the surrounding turbulence and additional mismatches

occurred within the socio-political, ecological and resource environments.

3.5  Strategy and competitive advantage

“The essence of strategy is for a firm to achieve a long-term sustainable advantage
over its competitors in every business in which it participates” (Hax, 1987:3). This
succinct statement implies that strategy exists primarily for the pursuit of sustainable
competitive advantage. Competitive advantage grows out of and is sustained by the
value created by the firm which exceeds the cost to the firm of creating that value
(Porter, 1985).

According to Porter (1980), there are two basic types of competitive advantage,
which are related to the generic competitive strategies: cost leadership and
differentiation. Davies (1995) made the important point that competitive advantage is
judged by the buyer or the customer according to their values, and not by the seller.
These values give rise to the concept of value chains,which is an aggregation of the
firm’s activities that add value to its product from receﬁtion of inputs to the delivery
of the finished product (Porter, 1985). (The definition of value chains here is
* different from the one offered by Cox and Thompson (1998), which is the process by
which money is exchanged through the supply chain in response to an initial supply
offering). The total value created at the end of the chain is evaluated by the customer
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in comparison to other chains, and forms the basis of his purchase decision. Value
activities are divided into primary activities, those involved in production, transfer
and after sales service, and secondary activities that support the primary activity. The
margin is the difference between the total value and the cost to the firm of creating

that value. An example of a generic value chain is given in Fig. 3.1

FIRM INFRASTRUCTURE \ E

HUMAN RESOURCE MANAGEMENT ) \g

- TECHNOLOGY DEVELOPMENT ‘\
PROCUREMENT \

INBOUND OPERATIONS UTBOUND MARKETING | SERVICE
LOGISTICS OGISTICS AND SALES

NI

Fig. 3.1 The generic value chain
Source: Porter (1985)

Value as perceived by the buyer, however, is a difficult concept to pin down and may
have many different meanings. For example, should value be measured at the time of
purchase or consumption? Lai (1995) identified differences between the meaning of
customer value to marketing strategists and its meaning to consumer behaviour
researchers. To marketing strategists customer values stresses the buyers' evaluation
of a product at the time of purchase while to consumer researchers, customer values
stress buyer valuation of the product on its consumption or possession. In
construction, purchase takes place well before productiori in contrast to most other
industries. This means that (a) the decision to purchase is not determined by the
customers valuation of the product, and (b) customer values may not be indicative of

the true consumption value of a product with a possible life span of up to thirty years.

Ascertaining value in construction is further complicated by the deep cultural and

personal meaning encoded in homes, as shown by Claiborne and Ozanne (1990).
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They used a culture and consumption model to show that custom-made homes served
as a metaphor for the consumer's life, underlining the difficulty in putting a figure to

an object viewed with such subjectivity.

As a product, construction represents a sizeable investment and in the case of the
residential market it may well be the single largest purchase a consumer makes. To
consumers, purchasing a home is the start of a continuing consumption relationship
with the product that may span decades (Claiborne and Ozanne, 1990). This need to
look beyond the purchase behaviour of buyers to the use behaviour of consumers was
noted by Boyd and Levy (1963), who pointed out that customers purchase products
depending on %ow well how well the products serve the use to which they are put.
This was further influenced by the total consumption system comprising the product

in question and related ones.
Lai (1995) devised a framework of product evaluation for consumers (Fig. 3.2)

which took into account the cultural values, personal values, consumption values,

and generic and perceived product benefits.
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Fig. 3.2 A Framework of Product Valuation for Customers
Source: Lai (1995)

The value chain’s importance lies in its use as a tool for analysing the competitive
advantage of the firm and that of other firms. Each firm has a unique value chain,
determined by its history, strategy, strategy implementation and culture among other
factors. Once the firm has determined its value chains and those of the competition,
it is then in a position to decide whether to compete on cost leadership and develop
the necessary strategies, or search for a unique defendable position for a

differentiation strategy (Davies, 1995).

Value chains are the individual firm components of the supply chain, what Porter

refers to as his value system. Again, it is critical to note the importance of the
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consumer’s perception of value, which may be different from constructors’, and
around which constructors should design their value chains. This was emphasised by
Cox (1997:119) who defined entrepreneurial activity as the “ability to understand
how the stream of value within a supply chain (not a market) can be radically

changed by contingent forces”.

3.6 Management and strategy

»

Management has been variously described as the conducting or supervising of, for
example, a business; the act or art of managing, the art of organising people and the
judicious use of means to accomplish an end. The Oxford English Dictionary (1989)
describes management as the application of skill or care in the manipulation, use,
treatment, or control of things or persons, or in the conduct of an enterprise,
operation, etc. \
New industries tend to adopt the style of previous industries before developing their
own style, and since the major organisations and industries of the pre-industrial
period were the military and agriculture, it was not surprising that early industrial
enterprises were based on the hierarchical military management style. They gradually
developed their own modern management methods, the starting point being early
industrial research which held that larger companies, large-scale production, longer
production series, standardisation and repetitive processes were the optimal ways of
organising production. Workers were seen as motivated by income considerations
only, and there existed ideal methods of technology and management, which only
needed to be identified and refined for the best results. Management therefore

concentrated on achieving these goals.

There was a realisation, in the period following the Second World War, that small -
company sizes had their advantages, not the least of which was flexibility and
innovation. Smaller corporations would result in a more co-operative as opposed to
 centralised management system and fitter, leaner companies. Porter (1985) redefined
the whole management scenario when he developed the prevailing thinking from the

theory of comparative to competitive advantage. Arguing that comparative advantage
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was not as important as the ability to innovate and develop products, he developed

his five forces model to help explain the avenues for strategic advantage. Production
systems also moved from ignoring worker attitudes to stressing more human

concepts of management.

About this time, the growth of scientific strategic management approaches and
strategy as a management tool forced a change in managers’ perceptions of the
operating values and external forces affecting their organisations. Strategic
management is “the way in which successful executives formulate and implement
strategies that achieve the goals and objectives of their organisations” (Rowe, Mason
and Dickel, 1985:2), and involves an intimate knowledge of a business and its
environment. Rowe et al. (1985:11) further expanded the definition to mean “the
decision process that conjoins the organisation’s internal capability with the
opportunities and threats it faces in its environment so that its values can be
realised”. Strategic management involves identifying the business’s values, assessing
its environment, resources and capabilities, and specifying the business’s
components (uniis) to which resources are allocated and further developing the
decisions taken by management. It is a multi-faceted undertaking involving strategic

planning and control, organisational considerations and resource requirements.

Classical thinking envisions senior management as visionary leaders who inspire and
motivate the organisation. Nonaka (1988) differed from this view, and postulated that
the role of middle management was underplayed and top management overrated in
setting corporate directions. Nonaka (1988) advocated a synthesis of top-down and
bottom-up management styles to into what he termed symbiotic, or compressive,
management, where top management’s function was to create and set the strategic
vision while middle management created and implemented the concepts that brought
about the strategic vision. Kotter (1990) emphasised the role of leadership over plain
management, seeing leadership as dealing with change as opposed to management
which dealt with the day to day issues of running the firm. The dramatic growth of
knowledge-based technology companies and the Internet economy have helped
maintain, and even bolstered, the image of the heroic leader a la Jeff Bezos, Larry
Ellison and Bill Gates.
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The systemic approach sees leadership as the function of a social class rather than the
individual. Whittington (1993) saw leadership in a systemic context particularly
dependent on culture and further pointed out that a particular class, group or
profession usually dominated top management positions. Leadership then became the
“collective advance of self-interested groups” be they managers or the professions,

and strategies influenced by the same groups’ interests.

3.7  Theories of competitive strategy

Whittington (1993) identified four generic approaches to strategy: classical,
evolutionary, processualist and systemic. These differed on their attitude to profit

maximisation and their views on the origins of strategy, as seen in Fig. 3.3.

OUTCOMES

Profit maximising

4
Classical Evolutionary
PROCESSES
Deliberate <« 3 Emergent
Systemic v Processual
Pluralistic

Fig. 3.3 Generic perspectives on strategy
Source: Whittington (1993)
3.7.1 The Classical Approach

Competitive strategy can be defined as a broad formula for determining the mode of

competing goals and policies of a business. To classical theorists, profit
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maximisation is the goal for businesses and rational planning the means to achieve it.
Strategy is seen as “the rational process of deliberate calculation and analysis
designed to maximise long-term advantage” (Whittington, 1993:3) and to classicists
it is important because rational analysis and objective decisions make the difference
between success and failure in the long run. Industry structure analysis as
championed by Porter (1980) and Williamson’s (1985) concept of transaction costs
are examples of classical techniques aimed at providing a clear method of deriving

strategy. .

At the heart ﬂof classical thinking lies the concept of firms led by the rational
economic man who is ruled by self-interest and lays emphasis on maximising the
financial returns on all investments. There is an element of militaristic thinking in
this school of thought, as strategy -a controlled and conscious process of thought- is
formulated at the head by a manager or managers and implemented down the line
without question. For Srivastava (1994) the emphasis on a hierarchical capitalist

management was a “self-servingly conservative political ideology”.

Classical techniques have also been accused of focusing solely on market forces and
ignoring the social, cultural and political elements that affect the organisation,
witness Porter’s (1980) concentration on five economic forces while downplaying

government and labour.
3.7.2 The Evolutionary Approach

To Henderson (1991), Gause’s Principle of Competitive Exclusion perfectly explains
the reason strategy exists in business. After a study of protozoans in a competitive
environment, Gause arrived at the conclusion that'no two species can co-exist that
make their living in the identical way. Henderson (1991) drew parallels between
competition in ecological and business settings. Many species have evolved in
different environments. - The richer the environment, the more the potential
~competitors, and the more Darwinian concepts of natural selection weeds out the
weak and enables the fittest to survive. Referring to Gause’s Principle, each
competitor has to have a unique advantage over another, be it in price, function, time

and place utility, or merely consumer perception. A competitor trying to usurp the
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advantage of rivals is trying in effect to engineer evolution to suit himself

Henderson (1991:5) thus viewed strategy as all about a “deliberate search for a plan

of action that will develop a business’s competitive advantage and compound it”.

While the evolutionary approach agrees with the classical in seeing profit
maximisation as the desired goal of business, they differ in their views on the origin
of strategy. To the evolutionary approach, strategy evolves from the chaotic
environment of competition and individual companies adapt to the environment as
best as they can, with the strongest surviving and the weak betoming extinct. This is
diametrically o_pposed to classical approaches which view strategy as the by-product

of clear rational thinking and planning by the managerial force.
3.7.3 The Processual Approach

Proponents of the processual approach see -as evolutionists do- that strategy does not
arise from rational approaches but a confused and chaotic process. However they
recognise that the profit motive may not be all that drives a firm, and indeed may not
be an outcome guaranteed by markets. Whittington (1993) perceived the two
fundamental themes of processualism as a realisation that the rational man does not
exist, and firms are not united in pursuing a single objective such as profit but are a
coalition of individuals with different objectives and cognitive biases. The latter thus
brings into play the political nature of the organisation, with members bargaining
with each other in order to arrive at a consensus of objectives which then determine
strategy. Strategies are not the by-product of rational analysis but a way in which

managers try to create order out of a complex and chaotic world.

The processual approach to strategy differs in four ways from the classical approach;
strategy may serve to uncover decisions and simplify the environment to enable
managers to cope; plans serve as much as reassurances to managers as they are tools
for guidance; strategy may emerge retrospectively instead of pfeceding action; and

_internal competencies are as important in strategy as external positioning.
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3.7.4 The Systemic Approach

Systemic theory views strategy as peculiar to the socio-economic and cultural systems
in which firms find themselves. Decision-makers do not operate purely on calculated
economic bases but are influenced and guided by their society and its cultural rules.
Despite the trend towards globalisation the founding country still shapes the business
form, from Korean chaebols and Japanese keiretsu to the large western multi-nationals
and smaller South East Asian firms, and most retain a majority of local shareholders
and directors. As Whittington (1993:28) puts it, “behaviour that may look irrational or
inefficient to a_plassical theorist may be perfectly rational and efficient according to the

local criteria modus operandi of the particular social context”.

According to the systemic approach Strategy as we know it may be unique to the North
American culture, placing as it does the onus to act and the responsibility for the
outcome on the individual, rather than any quirk of fate, luck or history. The bias is
towards Western (particularly US and UK) concepts of an individual free-market
economy emphasising profits and markets while disregarding state resources and
national interests. Systemic thinkers see this as the product of very particular historic

and economic circumstances (Whittington, 1993).

Furthermore, differences in strategy have to occur because economic and social
conditions underpinning markets vary from culture to culture. Whittington (1993)
sees one example of this in differing shareholder attitudes in the German, Japanese
and US economies. In the two former countries financing institutions are deeply
involved in industry and often own substantial shares or have loose co-operative
agreements. This results in more patient shareholders and a preference for the longer-
term view on investment. Such companies tend to target market share over return on

investment, while the converse is true for firms in the US.

It is a contention of systemic thinkers that the historical dynamics of societies
_influence strategy, and, like most societies, are still developing. The main message in
this approach is that no single model of strategy can be used universally, and strategy

must be socially sensitive.
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3.7.5 Summary of the attributes of strategy categories

The table below, taken from Whittington (1993), shows a summary of the main

attributes of the four strategy categories. This is not a rigid classification, and there

are variants of and different perspectives on the classes that may overlap.

Table 3.1. The four perspectives on strategy

Classic Processual Evolutionary Sysiemic
Strategy Formal Crafted Efficient Embedded
Rationale . Profit Vague Survival Local
‘ maximization
Focus Internal Internal External External
{plans) (politics/ (markets) (societies)
cognitions)
Processes Analytical Bargaining/ Darwinian Social
learning
Key influences Economics/ Psychology Economics/ Sociology
military biology
Key authors Chandler Cyert & March Hanaan & Freeman Granovetter
Ansoff Mintzberg' Williamson Marris
Porter Pettigrew
Key period 1960s 1970s 1980s 1990s

Source: Whittington (1993)

3.7.6 Contingency theories of strategy

The contingency theory approach attempts to find a middle ground between “the

view that there are universal principles of organisation and management and the view

that each organisation is unique and that each situation must be analysed separately”

(Steiner, 1979: 405). This can also be seen as common ground between the positions

of universal truths and unique situations. The approach tries to determine the

correlation between observable behavioural responses in organisations and specified

environment conditions. Inherent in the contingency theory is the idea that different

organisational structures arise in firms at different stages in their growth due to

environmental forces. By emphasising inter-relationships and causal relationships in

situations it attempts to identify the structures and actions that best meet the needs of

an organisation (Steiner, 1979).
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Steiner (1979) proposed four divisions of contingency theory development: based on
case study tradition; derived from organisation theory; derived from empirical

experience and based on conceptualisation.
Case study tradition

Contingency theories derived from case analyses incorporate a wide range of
variables. In this category, theories are developed after actual studies of the actions
and reactions of firms in the market. For example, one theory holds that product life
cycles are the most crucial factor in determining business strategy and the variables
involved in developing appropriate strategies are (i) market and consumer behaviour
variables, (ii) industrial structure variables, (iii) competitor variables, (iv) supplier
variables, (v) broader environment variables and (vi) organisational characteristics
and resources. These are the major determinants of business strategy and are used to
formulate normative contingency hypotheses that dictate what businesses should do

in response to external pressures.

Organisation theory

Organisation theory contingency theories are derived from Chandler’s opinion that
strategy was related to and influenced by the application of the firm’s resources to
market demands. According to this approach, external environmental variables
determine the decisions and effectiveness of managers and explain the differences
between firms. Organisations and their sub-systems react to the environment
differently, and the sub-systems must all react appropriately if the firm is to be
effective. In support of organisation-centred theory contingency theories, stable
environments have been shown to result in centralised organisations with specialised
task orientation, close worker supervision, a clear chain of command and inflexible
procédures. Rapidly changing environments, on the other hand, result in
decentralised organisation structures with goal orientation pre-dominating,
participatory decision-making and interpersonal managerial styles. The premise is
that there is no right way to react to environmental changes but organisational design

must be tailored to each situation.
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Another approach has been isolating conditions for two environmental contingency
variables, environmental uncertainty (certain or uncertain) and the perceived need for
strategic change (high or low), and proposing different strategies for different

combinations of the conditions.

Empirical evidence

Contingency theories have been developed based on empirical research in such areas
as leadership, research and development strategies and diversification strategies. For
example, empirical research on factors influencing profitability concluded that
vertically integrated businesses have advantages in mature industries in the long run.
High research and development pay off most in slow-growing markets, profitability
from new markets is greatest in stable products, higher market share translates to
greater profitability and market share is most important in markets with infrequent
buyers. Further empirical study results have helped draft strategy on leadership,

showing the interdependencies between effective leadership and group situations.
Contingency theories based on conceptualisation

Two types can be distinguished in this category, comprehensive conceptualisations
and listings of hypotheses and propositions. Ansoff's (1965) work on corporate
strategy would fall in the first class and the life cycle proposition lists developed by
Luck (1972) in the second.

3.7.7 Other explanations

A further classification of theories of strategic management comes from Johnson and
Scholes, who used the extent of managerial choice and control to arrive at five
theories: rational planning, crafting or logical incrementalism, chaos/complexity,
cultural/institutional and ecological/natural selection. Logical incrementalism is a
blend of formal analysis, behavioural techniques and power politics geared towards

achieving predetermined objectives in a step-by-step manner (Quinn, 1987).
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3.8  Strategy formulation and the strategic planning process

The process of developing a strategy is a continuous one from planning to
implementation and monitoring, and is subject to revision at any point along the line.
It begins with a clear declaration by management of the purpose of the organisation
and a mission statement, or a statement of strategic intent declaring the desired future
state or aspirations of the organisation. This helps it focus and acquire strategic
direction and is the first step in formulation (Johnson and Scholes, 1999). The
mission statement, acébrding to Edum-Fotwe, Price and Thorpe (1996), is the
company’s reason for being. It expresses the intended strategies of the organisation

and assesses previous company performance, forming a basis for its log term vision.

Further to this, the strategic scope of the organisation needs to be clearly defined.
Strategic scope is the boundary of the organisation’s geographical spread,
product/service diversity or business style and methods. Brown (1996) highlighted
the fundamental steps in strategy development: understanding the firm’s internal key
competencies and the strengths that provide it with an advantage in the market;
acquiring knowledge about external factors; setting targets and objectives; generating
options and formulating plans; and implementing and monitoring the plan through

control instruments.

3.8.1 Strategy formulation

Strategy may be implicit as in the case of small businesses, or explicit and formalised
for larger corporations. Whatever the case, all organisations undertake a strategy
formulation process designed to “structure the unstructured problems a firm faces”
(Schendel and Hofer, 1979:95). Grant and King (1979) defined strategy formulation
as the sequence of steps taken between the time at which resources, the operating
requirements and a set of goals were preliminarily identified and the time at which a
proposed strategy was subjected to evaluation. For them strategy formulation
involves identification of the factors which comprise an appropriate strategy for the
organisation and specification for alternative strategies for consideration in the

evaluation/selection phase. Schendel and Hofer (1979) divided formulation into
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constituent processes of problem identification, problem analysis, generation of

appropriate alternative solutions, evaluation of alternatives and choosing the strategy.

Different schools of thought on strategy formulation exist following on the
approaches to strategy, and, as has been seen, some reject the notion that formal
processes are relevant or bear fruit in fluid business environments. Mintzberg (1991)
preferred the concept of crafting strategy as opposed to planning strategy, implying
as it does an image of skill, dedication and mastery of detail instead of a reason-
oriented analysis of competitors and markets, strengths and veaknesses. Drawing an
analogy between a potter and a manager, he believed formulation was more the result

of individual creative thinking than the result of a formal and structured process.

A similar distinction summarised the two main approaches to strategic development
as the prescriptive or deliberate approaches and emergent approaches (Lynch, 1997).
In a prescriptive approach the objective and main elements of strategy are
determined in advance, while emergent strategies develop in the course of the
organisation’s life by responding to developments and adapting to organisational
needs. Possibly better results could be achieved by allowing the firm’s actions and
experiences to guide the evolution and development of the strategy (Mintzberg,
1991). Emergent strategies arise without clear intentions and may later become

company policy if recognised as valuable by management.

Because of future uncertainties and the advisability of forward planning, strategy
evolves as a combination of emergent and deliberate processes. A purely emergent
strategy would imply an organisation without a shred of control, just as a -purely
deliberate strategy would imply an organisation incapable of learning. There is thus a
continuum between the two, with some strategies falling closer to one end or the

other.

Examples abound of consensus strategies combining elements of emergence and
premeditation, such as Honda in the United States, and Canada’s National Film
Board. Deliberation and control are combined with flexibility and organisational
learning. Mintzberg (1991) also suggested that as important to an organisation as

planning and visionary strategists are strategists who recognise strategy as it
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emerges. Furthermore, in what Mintzberg (1991) termed umbrella strategies,
management outlined the overall strategy (deliberate) while leaving the specifics for
those lower down the organisational ladder (emergent). Mintzberg (1991) also
identified an approach where management controls the strategy formulation process
while leaving the actual content of strategy to others, which he termed process
strategy. An oxymoronic situation arises because strategic management
acknowledges and exists because of continuous change in the company and its
environment strategy, while the formulation of strategy imposes stability on an
organisation, resulting in a situation where having a stratégy creates resistance to

.

changes in that strategy.

Miller and Friesen (1984) developed a quantum theory of strategic change in which
they postulated, after studying a large number of companies, that most firms enjoy
long periods of stable strategies until a faster changing external environment
becomes discordant with the organisation. A brief period of revolutionary strategic
change then occurs in the organisation, somewhat akin to a commercial version of
Stephen Jay Gould’s “punctuated equilibrium” theory. At this point any emergent
strategies are used as an alternative to importing from firms in and out of the
industry. Mintzberg (1991) suggested that organisations need to have alternative
cycles of change and stability, change to ensure that the organisation keeps pace with
changes in the business world and stability in order to settle down and develop core

competencies that exploit determined strategies.

Porter (1980) identified the four key factors that needed to be considered in strategy
formulation, seeing as they determined the firm’s scope. These were:
Internal limits
o Company strengths and weaknesses: these are a profile of its assets and
skills relative to competitors
o Personal values of the key implementers of strategy.
External limits
o Industry opportunities and threats: define the competitive environment
o Broader societal expectations: involve the impact on the firm of factors

such as government policy, social concerns and evolving mores.
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Porter (1980) devised a process for formulating strategy that involved identifying the

current strategy; factoring in assumptions on the company’s relative position, the

industry and competitors; industry, competitor and societal analyses, testing

assumptions; identifying feasible alternative and making choices.

Mintzberg et al. (1998) proposed ten schools of thought on strategic formulation,

each a perspective on rather than an all-encompassing explanation of the process.

These are:

Prescriptive schools: concerned more with how stratégies should be formed

rather than how they are formed

o The design school: sees strategy formulation as a process of informal

design, in particular conception

o The planning school: formalised the design perspective incorporating

a more detached and systematic process of formal planning

o The positioning school: envisages an analytical process focusing on

the selection of strategic positions

Descriptive schools: describe how strategies are, rather than how they should be

made, and consider specific aspects of the formulation process.

O

The entrepreneurial school: strategy as an extension of the
entrepreneurial vision, a visionary process

The cognitive school: uses the field of cognitive psychology to
understand the strategist’s intentions

The learning school: the complexity of the environment results in
strategy formulation being an emergent process as the
organisation adapts or learns

The power school: strategy formulation is seen as a process of
negotiation between the oréanisation and its environment

The cultural school: the culture of the organisation determines the
strategy that emerges, within a collective and co-operative process
The environmental school: formulation is a reactive process with

the initiative outside the organisation and not inside it

Integrative schools: combines features of all the other schools
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o The configuration school: the above schools are seen as stages in
an organisation’s strategy-making process, sometimes

corresponding with the life cycle of the firm.

3.8.2 Game theory

Game theory is to economics the study of how groups of people interact and to
psychologists the theory of social situations. It has been described as the science of
conflict (Levin and DesJardins, 1970), or, more comprehengively, a method for the
study of decision-making in situations of conflict (Shubik, 1984). Game theory
occupies a central place in economics as the other main branches of economic
theory, decision theory, general equilibrium theory and mechanism design theory, are
closely connected to game theory. There are two main branches of game theory: co-

operative and non-co-operative game theory.

Levin and DesJardins (1970) pointed out that it was important to realise that game

theory did not concern itself with identifying appropriate or optimum strategies but

in providing universally applicable rules governing strategic behaviour. For a game

to be recognised as such five conditions must be satisfied:

e conflict of interest between players,

o multiplicity of choices for the players,

¢ the rules governing choices are known to all,

e the game’s outcome is affected by the choices the players make and

e the outcome for all known choices is known in advance and can be numerically
defined.

Game theory was f';rst documented by Zerrn.elo in his theorem on chess in 1913,
which asserted that chess has only one individually rational payoff profile in pure
strategies (Levin and DesJardins, 1970). Previously, however, Waldegrave had
provided the first known mixed strategy solution to a two-person game and Cournot
had discussed the special case of duopoly and utilised a solution concept in his
“Researches into the Mathematical Principles of the Theory of Wealth". Emile Borel
provided the first modern formulation and proofs of mixed strategy as well as finding
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the minimax solution for two-person games with three or five possible strategies in
1921. 1In 1938, Ville gives the first basic proof of the minimax theorem, further
expounded upon in von Neumann and Morgenstern's Theory of Games and
Economic Behaviour published in 1944. Steady developments since then have
occurred, leading to the award in 1994 of the Central Bank of Sweden Prize in
Economic Science in Memory of Alfred Nobel to John Nash, John C. Harsanyi and
Reinhard Selten for their contributions to game theory (Levin and DesJardins, 1970;
Walker, 1995).

®

Being the study of strategic decision making, game theory has been used by decision
units (individuals, groups, organisations or society) to identify situations where logic
and the rules of strategy apply and where they do not. Outcomes that cannot be
reduced to numerical values and are based instead on some value judgements

become difficult to compare, however.

The easiest way to illustrate a game is by listing the players (or individuals)
participating in a matrix. The choices (referred to as actions or strategies) available to
each player are then listed, and in the case of a two-player game, the actions of the
first player form the rows, and the actions of the second player the columns, of the
matrix. The utility or payoffs to the players represented numerically as entries in the
matrix (Levine, 1995). Dixit and Nalebuff (1991) looked at the most common gamé
theories, providing insights on their application in everyday strategic thinking,

including games with catchy titles such as the Prisoner’s Dilemma.
3.8.3 The strategic planning process

Definition of strategic planning

The ultimate mission of the strategic planning process is to influence managerial

behaviour. It generates the specific actions needed to carry out a given strategy.
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The strategic planning process

Rowe et al. (1975) distinguished between the rigid and traditional closed strategic
planning systems where the plan itself was all-important, and open planning systems
with the plan as a transactional component and an integrating factor for overall

performance and productivity.

Brown (1996) used a flowchart from Wheelan and Hunger (1993) (Fig. 3.4) to show
the eight steps in the strategy planning process but warned that the models were
theoretical and in practice not neatly sequenced but interactive, constantly being

refined and réshaped.

1. Evaluation of a corporafon’s current performance
2. Examination and evaluation of the current mission, objective and policies
3. A scan of the external environment (opportunities and threats)

4. A scan of the internal corporate enIironment (strengths and weaknesses)
5. Analysis of the strategy factors and revision of missions and objectives
6. Generation, evaluation and selection of the best alternative strategy
1. ImpleIentation

8. Evaluaton and control

Figure 3.4 Hunger and Whelan’s strategy formulation model
From Brown (1996)
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3.9  Strategic choices

What strategic options does a firm have? Porter (1980), whose work has become
strategy’s reference text, identified three generic competitive strategies used by
firms: overall cost leadership, differentiation and focus. Using overall cost
leadership, a firm commits itself to producing at a lower cost relative to other
competitors. Cost cutting and strict cost control, efficient production facilities, cost
minimisation in areas not seen as core to the company’s efforts and concentration on
higher-margin customers are all ways cost leadership is achieved.

Differentiation is the systematic attempt to create features in a company’s product or
service that are seen to be unique by customers. Customer support and service,
branding, technology and quality are examples of differentiating tactics commonly
used. While costs are not ignored, they take second place to differentiating features
and because of resulting brand loyalty higher costs can be charged for products than

in a cost-leadership environment.

Focus as a generic strategy aims at identifying and serving a small segment of the
market more efficiently than a broad market. The firm may benefit from
differentiation by meeting the needs of this narrow segment better, or from cost
advantages or a combination of the two. It may involve market share and

profitability.

Porter (1980) split up the generic competitive strategies further into specialisation,
brand identification, push versus pull (brand identification versus distribution
channel support) distribution channel selection, product quality, technological
leadership, vertical integration, cost position, service, price policy, . leverage,

relationship with parent company and relationship to home and host government.

Echoing Porter, Johnson and Scholes (1999) used a “strategy clock”, showing
various combinations of perceived added value and price vis-a-vis competitors, to
identify the main competitive strategies available to firms. Price based strategies
either combine lower perceived added value with lower price -a ‘no frills strategy’-

or similar perceived added value with lower price -low price strategies- (Fig. 3.5).
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Needs/risks

Likely to be segment specific

Risk of price war and low margins: need to be a cost
leader

Low cost base and reinvestment in low price and
differentiation

Perceived added value by user, yielding market share
benefits
Perceived added value sufficient to bear price premiumny

Perceived added value to a particular segment, y
warranting price premium

Higher margins if competitors do not follow:

risk of losing market share

Only feasible in monopoly situation

Loss of market share

Brown (1996) listed options that a firm may choose from (Table 3.2).

Table 3.2 The four perspectives on strategy

Source:

Development methods
Direction intemal Acquisition Joint Ventures
Do nothing - - -
Withdraw Liquidate Complete sell-out  Licensing
Partial divestrment  Subcontracting
Management buyout
Consolidation Grow with market,  Buy and shut down  Technology transfer
increase quality, subcontracting
productivity,
marketing
Capacity reductipn
Market penetration  Increase quality. Buy market share Collaboration
productivity, Industry
marketing ratonalization
Product/service R&D Buy-in products Licensing, franchising
development Modifications Consortia
Extensions Lease facilities
Market development Extend sales area  ~ Buy competitors New agents
Export Licensing
New segments Consortia
New uses
integration: Switch 'focus’ Minority holdings Technology sharing
Backward -
Horizontal New units Buy subsiciiaries Exclusive agreements
Forward
Unrelated Create subsidiaries Tied arrangements
Diversifiration Franchising
Consortia
Brown (1996)
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Brown’s (1996) strategic choices include the already discussed generic choices, and
in addition growth, divestment, diversification and integration and alliances. Growth
may involve the developing of existing markets, seeking new markets locally or
internationally, diversification or the widening of product ranges. It should be
pursued within the context of the firm’s objectives as growth for its own sake serves
little purpose. Divestment can be achieved by selling business units or removing
products from markets due to the firm or product not meeting profit, cost or market
requirements. In diversification the move the move may be into different markets,
geographic zones customer segments, industries or products: Horizontal and vertical
integration and strategic alliances are the main methods of integration and alliance.
The growth in importance of supply chain management has raised the desirability
and profile of alliances. Strategic alliances take many forms, licensing agreements,
joint ventures, buyer-seller relationships, (just-in-time manufacturing) research and

development and marketing alliances, franchises and consortia.
3.9.1 The Five Forces Model

Porter (1980) recognised that competitive strategy is the search for a favourable
competitive position in an industry, and that the choice of competitive strategy
determined by both the attractiveness of industry for long-term profitability and the
relative competitive position of the firm within the industry. Porter also realised that
competitive strategies not only responded to a firm’s environment but also had the
ability to change the environment to suit the firm, as its competitive strategy could

work to make an industry more attractive.

The three generic strategies of cost leadership, differentiation and focus are geared to
helping the firm achieve competitive advantage. Porter (1980) postulated five
competitive forces that determined an industry’s attractiveness and which could be
influenced through strategy. Once that was done, by analysing competitors and
placing them into strategic groups, the most attractive positions in the industry could
be assessed. The five competitive forces in any industry are the threat of new
entrants, the threat of substitute products or services, the bargaining power of
suppliers, the bargaining power of buyers, and rivalry among the eXisting

competitors (Fig. 3.6). The strength of these forces, and thus the industry's
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profitability, depends on the structure and the underlying economic and technical

characteristics of the industry.

POTENTIAL
ENTRANTS

Threats of
new entrants

Bargaining power of Bargaining power
oo INDUSTRY
| fb
suppliers COMPETITORS of buyers
SUPPLIERS > ¢———| BUYERS
Rivalry among existing
firms
&
Threats of
substitute products
or services
SUBSTITUTES

Figure 3.6 Five forces driving industry competition
Source: Porter (1980)

The five competitive forces determine an industry’s attractiveness by influencing the
elements of return on investment for a firm: the said elements being price, costs and
the required investment. For example, the power of the buyers determines the
distribution of the value created by a firm, whether it goes to the buyer in a fiercely
competitive market or to the firm where competition is milder. As Cox and
Townsend (1998) saw it, the leverage a firm has, its control over resources in the
supply chain, determines its appropriation of profit versus the customers, suppliers,

employees and competitors.
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The strategies adopted by firms can change the five forces in an industry and thus the
" industry’s structure and its attractiveness. It is not a "prisoner of its industry's
structure” (Porter, 1980:7) and can modify the rules of competition within that

industry.

Shen and Dong (2000) used the five forces model for a detailed structural analysis of
the housing sector in Hong Kong in the aftermath of its financial turmoil, and Wang
and Yang (2000) adopted a modified model of Porter's analysis to identify the
characteristics and changes in Australia’s construction industry. The strength of each
of the five forces varies among different industries. In the construction industry, the
threat of the substitute can be assumed non-existent because of the non-substitutional
nature of the products or services provided by the industry. In addition, government
plays an important role in its economic development and therefore the threat of

substitutes in Porter's model was replaced with the effect of government.

3.9.2 The Market Cycle Model

The market cycle model was developed by the consulting firm Coxe Group as a
market positioning model for assessing external market needs and the firm’s internal
skills, strengths and requirements for meeting those needs (Adams and Bradford,
1997). The model focuses on the life cycle of concepts, and postulates that as
concepts move from the new and radical to the tried and rested, the values that the
client needs and that the firm should provide change correspondingly. The market

cycle model is also referred to as the idea-service-delivery model.
Idea concepts

In the idea stage of the model, the market requires innovative and creative solutions
to new, unusual, high risk or complex client problems. The firms set out to analyse
the market and create or exploit demand for their unique products or services. Client
emphasis is on the satisfactory solution of problems rather than cost and the

delivering firm emphasises its skills and ability to solve challenging problems.

85



Service concepts

Projects not involving new or challenging concepts but still having a high level of
complexity require highly regarded firms with the necessary know-how to execute
them. What sets firms apart at this level are qualifications, personnel and experience,

with client relationships and price important but secondary considerations.
Delivery concepts )

At this poin; the projects are simple enough for any number of firms to be able to
provide effective solutions. The factors on which firms now compete are efficiency
and cost. Table 3.3 summarises the market cycle model and the motives and driving
forces behind the stakeholders.

Table 3.3 The Market Cycle Model

{Ideas {Service Delivery
Value and Buying Motive [Client buys the lient buys the iClient buys the
xpertise of a xperience of a grey  jefficiency of a
rainpower firm, ir firm fprocedure firm.
rganisation and Internal {Star-based. eam-based. {Paraprofessional teams
yStems Support/recognise starsiSupport/recognise orking under direct
who get and do work. jteams. High level of pervision of senior
eting traditionally jproactive business professional personnel.

ocused on relationshipidevelopment. Depth oderate to high level
evelopment and d breadth of f proactive marketing
putation in the SOUTCES.
ketplace. Tendency
or repeat work. -
{Hiring and Staff Retention {Recruit the best and cruit career-oriented {Recruit trained
rightest who will wantiprofessionals with Jjparaprofessionals with
o move up quickly or strong sense of fcommitment to getting
eave the firm. Seek  icommitment who seek fa specific job done
individual recognition oth individual and  fefficiently. Limited
d rewards. eam rewards. Low  Jlong-term security
) turnover. sEexcept at the top.
Project Process rojects performed by {Projects performed by {Streamlined process
tar or small team with fa technical team under fwith strict adberence to
tar directing the effort.jthe direction of a istandards and
reative solution is keyiproject manager or Eﬁchedules. Quality and
o client satisfaction. rincipal. Project fost control are key to0

uccess depends on  client satisfaction.

ltion is key to client
tisfaction. ;

86



Table 3.3 The Market Cycle Model (continued)

Ideas Fervice iDelivery
abour Cost, Fees, and igh labour cost. High fModerate labour costs. {Low labour costs. Low ;
lient Risk ees - charge rates oderate fees — price  ifees - lump sum '
ibased on value not work hourly with Ipricing, with profits
ost. Low volume, highimoderate profitsor  koming from
gin. Client ghE‘Jmp sum with low  lefficiency. High
perceives high risk ~  fnon-billable time and  jvolume, low margin.
providing services they foverhead costs. iClient perceives low
have never tried Variable volume, . jrisk - routing services |
before. ariable margin. Client jprovided. '
rceives moderate
- isk ~ providing :
- fservices that have been
one before but still
uire customisation. |
iClient Type lients with one-of-a- itutions and Volume developer and
ind problems or a gencies with complex jorganisations use to

roblem for which you jproblems that require jquick turnaround and

ve a unique solution. skill to solve cost

Client wants you to ectively. olutions. Client trusts
olve problem udgement of principal

Marketing and Sales ifeet skills and 1l experience of the {Sell low price and
Techniques putation of gurus to and technical fefficiency to

clients with unique eams o solve complex jorganisations in need

iproblems. Image based jproblems. Cultivate  jof reliable solutions

on star’s reputation, igh repeat business  jand often tangible,

Star deals with top om satisfied clients. jphysical results.

decision-makers in equires principals and{Extremely cost

client organisation. roject managers who icompetitive.

this to advantage.

Source: Adams and Bradford (1997)

Business concepts will move from the initial idea phase through a continuum to the
delivery phase in the market cycle, and through market research a firm should aim to
identify at just what stage a concept is in. Adams and Bradford (1997) suggested that

while it was thought a firm should concentrate on competing in one phase to the
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exclusion of others, a firm could function in all three, though naturally its strengths
and focus should be on one phase. Furthermore, a firm should recognise whenever its
field of operation moved from one phase to another and react accordingly, either by

leaving the market or changing its internal systems to compete effectively.

3.9.3 Portfolio analysis and strategic decision making

While in smaller businesses there is no distinction between strategic business unit
and corporate level strategy, this phenomenon in large corpqrations forces the parent
company to evaluate the business unit as a portfolio of investments. A number of
matrices have been developed to help management decide the best fit of businesses
in the portfolio. The Boston Consulting Group matrix groups businesses into high
share, high market growth stars; low share, high growth question marks; high share,
low growth cash cows and low share, low growth dogs, according to their market
share and market growth (Schendel and Hofer, 1979). The idea is that an
organisation should have products or strategic business units that generate the cash
(cash cows) that caters for its potential future money earners (question marks and

stars).

The directional policy matrix (Brown, 1996) positions business units according to the
long- term attractiveness of the market they are in and the competitive strength of the
business unit in that market. The competitive strength of the business unit in any
market is determined by its market share and the superiority of its resources, be they
financial, managerial or other. Product/market evolution matrices plot the
competitive position of a business unit against the stage of product or market
evolution, the stages of evolution being declining, maturing, shaking out, growing
and developing stages (Schendel and Hofer, 1979). The public sector portfolio matrix
plots public need and support together with funding effectiveness against the ability

to serve effectively.
In the life-cycle portfolio matrix, the relative strength or weakness of a firm is

combined with the stage of the product(s) life cycle. The stage of the product(s) life

cycle is graded from embryonic, growth, mature and ageing while the competitive
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position of the firm ranges from dominant, through strong, favourable and tenable to
weak (Hax, 1987).

Corporate financial strategy is affected by and affects business unit strategy and
overall corporate strategy. The risk/reward relationship will vary depending on the
particular business unit’s characteristics. Using the Boston Consulting Group matrix
for illustration, high-risk question mark investments are usually offset by sourcing of
funds from investors who in turn spread their risk by having a portfolio of such
investments. Lower risk cash cows and dogs may be financéd by borrowing against

assets or equity (Johnson and Scholes, 1999).

The use of matrices has been criticised on various grounds. They rely on a strict and
narrow definition of markets, which in some industries is difficult and can lead to an
erroneous picture of the brganisation’s exposure. They also assume it is easy to
ascertain the stage a product is in, whether in decline or growth. Resurgences in
sales, for example, have been known to happen to various products over time as
tastes come full circle. Slowdowns in sales of particular products may not be directly
related to the desirability of that product and may be due to market instability and
economic cycles. Besides this, matrices do not consider the difficulty of divesting;
the barriers to exit that organisation’s may face in their product fields or strategic

business units (Brown, 1996).

3.10 Strategic implementation and evaluation

In an emergent approach, strategy implementation occurs in conjunction with
strategic development as strafegies emerge and are considered, developed and tested.
In a prescriptive atmosphere, however, there occurs a more structured and separated

process.

3.10.1 Strategic implementation

One of the problems with many existing companies is the separation of the

implementation of strategy from the day to day running of the organisation. Rowe et
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al. (1985} identified five pheses of action ia order for management to successfuliy
implement stratemc change  These were anaysing and plunning the change,
comaunicaing i, wainine accepiance of the necessary behawioura] ckanges, making
the actua: fransition to the new strategies and consolidation 2ad fallow-up. They used
a spual change moeda! to anawvse the percepaens of strategic plans v stakcholders,
and steps managamen: could take to overcome rasistance. Logical incrementalism
could alse e used o implement strazcey  [neorporating organisationzl and
behavioura! aspects, logica. incrementalism tses the arganisations particu!ar blend of
politics, Tarsaining, nsgetatiens and coalitions o mould strategic issues i an
overarching- adopted stratey. Rowe ef f (1983) aso listed management by
objectives and manzgerment conirol as other methods thar could T2 used lor smategy

urplemenzation

Teo Rowe @ af (1983 the orgamisatiena: culiere -the nomms, values. beliefs ang
assumptions soderlving organisational Sscisions- ang climate -the level of opennsss,
trust and conssnsus- was finZamcental in determining stratauic implementation and
chases. Culture and climate directly atfected the azility and ease of the erganisation
to implemeant change, 202 culture clask and the resclting impact on proposed

sirategies was sugoested as one of the main reasons why most mergers tailed,

Tke tole of imrapreneers, indiviZuass  specidizally  licensed 1o inroduce
entreprensurskis witkin a firm, 15 @ more radical method of getting strategy
implememed, which oy geing round the orzanisation’s sometimes stultifving
atrmosphere eneocrages innovalon and 4 more aporopriate cultere This appross
aained favour after International Business Machines {[BM) used it to develop s
dasktop computers, and is now the nonm {or ‘Tricks-and-mortac” companics looking
to set up Inteenct offshonts, o0 integrate the Intarnct and its proccrement, logistics

and marketing operations {Doylz anc Bricgawater, |993),
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3.10.2 Strategic evaluation

Ansoff{1979) sucgested that 2 model of projec: évaluation must
o Allpcnte resources between rresenl and aunice obeechives. cons:dering the

difficulty of obraining accurare date for fizuze aredictions for evawatiag specific
projoci-meskel cpporuniiey

o [dentify cpporunities with outstanding competitive advaniages

e Handle o vector of conlicting objectives as a2 firm's obrectives are usualiy

cenflicting, for example, worker satisfacnon — a functon of salaries - is

;
diamerically oppoesed o crot

» [valuate svaesctes resulting to a fizm and the compettion Ffor re 8¢ nlama

e Evaluate lons-term cotential desp:te uargliabla data aad cash-flow crojections

The decision mles tor evaluating products and markets wall citTer fom frm to frm,
These rules are determined ot two levels the fire level pertaining to the business the
fire 13 1 and the business it should be in; and the project level, where the
epporunizies and objectives facing the Jrm are considered, Ansoff (1979} used 2
cascade approach where geaeral ternts werce refined in successive convergence

Kepner and Tregoe (1965) suggested the use of the Pareto law as a basis for selceting
the best altematives- Parcto law siates that 20% of an cperational variable has an
impact of 80% of the cutcome. Beginning from the precuse that alternatives can e
best evaluated based on their measure of achieving objectives, they idenufied xey
obiectives and scoced each alternative by considering waether the solution was
consisten: with the objectives. By using a weighted score and a negatuve Pareto
distribition alternatives were then chosen. The choice of weighting method, sconng

of alternarives aad the subjectivity invelved in ranksng company objeciives -seeping

= - s :
in pnd taar these ofien ditfer- 2 } LS Qi aLTes o Iae umJiemeniandn 135

Cost-benefit analyses can ne used 1o determing wiother the benefits of an alternative

outwelgh the cost and o cheose alternatives providing maximum benefiry to the frm



(Rowe efaf, 1983) Similarly, weighted mult-attribute decision maxing can e used

ti: evaluate airernative azainst several oriteria, scmentmes mfrmally

Assessing the success ol a company's strategy may be a difficu'r preposition. What
nroportion of its success 1s due fo competitive advantages resulting from strategies?
What 13 a3 a result b, say, the contrel of <oy resources? Even amongst straregy types
itomay e difficult o attnbule success o Competitive stratepies 2y opposed o
dircetioral cr other strategies. In agdition, success 1s not a clearly defined torm for
somplex crganisations Prefiis and market share are abvious indicators, but the
success of @ company’s straegies can best oe reasured Sy reference to irs injual
atms 2nd chjectives (Glueck, 19801 These may change from time to ume, or vary
deperding on the articulater. Prefizs, furthermere, ate dependent on other variables

such as fixed costs, costs af tnacce and other inputs and manzeement efficiencics.

The simeles: yardsoeks to use may be inangial indicaters, for exaeple Sherrard’s
{1986} use of long-term price raties from the stock exchange to indicate companics

that serfermed strategically betrer thar orhers,

3.11 Conclusions

Strazcay continues to be ore af the most dynamic and rescarched fields in the
hurracities. Dewvelopmerts are <rumpeied wid regularity and directions are
constantly changing Dewvelopments in the tields of physics, history, Ziology
exeraplified by pucctuated equilisrive. chacs theory and revelutions, can provide
insighzs and medels on strategy ¢hangs n arganisators (vintzierg er al, 1998). The
core lessons of strategy, however, remam as tie now as they were when first stared
7y Ansoff, Charcdler, Sloan and others (Whiticgran, 1993). These principles form
the guiding charter for mary a successful company in all industries. The next
question s how strategy 15 applied to e construction industry with 2}] 1ts unigue
characteristics, and where project delivery systems fall within that sphere of a firm’s

operations.



CILAPTER 4

STRATEGY IN CONSTRUCTTION

4.1 [ntroduction

The aim of this chapter (5 to connect the theory of project deltvery svitems ‘o
compesitive strategy in consireenon. 1 begeny with a biief lock at the nature of the
mduscry and the construction environment and ries to cover all the salient ground
that a person ‘ntending ‘o understand conceprs of strategy m construct:on would
require. The chagter then locks at disferent strategies avaiiable o the industey and
fintshes with competitive strategy and project deivery systems. The issues to be

investigated or covered in the ficidwork should be apparent in the fast section.

4.2 The nature of the construction industry

The constricton industry i3 charactertsed by poor quality products, low productivity,
low profic margins for comracting firms, subcontraceng, refatively lew swmlled
labourers, insolveneies and fragmentation (Ball, [988; Cox acd Thempsen, 1992).
This has been attnbuted to boom or bust eycles, the cvelical nature of demand, which
has the resulting negative effects of uncertainty and instability in €emand (Cox and
Thompson, 19927, Benrett (2000) saw competition and the refiance on markat lorees

i regulate the indusiry as other causes of the problems bedevilling she industry.

Rowlinser and McDermott 1999) suguested that the perception of the construction
1agustry as having poor profitabiiity and nigh fallure rates arose from the industey’s
tack of proper croanisational structures. The separation of desiga and cons:nuction
has been widely biamed for the dissatistaction with construction produc:s, especially
those relating to buildability. This led to the ntroduction ol the agency construction

manager to assist facilily owners manage the desiun and construction entities, and



later ta the concepr of contracter invalvement in the desizn process as a construction

manager.

Outwardly adversarial short-term attitodes are commoen thronghout the suzply side
inslead of the entrepreneur:al riss-raxing calture common in dynamic and

progressive industries such as the electronics industry.

While the problems are easy to agree with, there are conflicting aporoaches to

solutions which, according to Cox and Thompsor, {19923, errby:

« concentrating on indusley’s symproms rather than the underlying problems,

* c;mm:erltr_ating gn the zresent problems rather than working towards the jideal
induatry of the funre,

» Dbeing specific for and biased towards some sectors of the indusiry,

¢ ving to cover the whele industry, which they do superficially and without

addressing the fundamental 1ssues 1o any sigmficant depth.

The formulation and implementalion of slrategy in the construction industry taxes
place in a umigue context. The industry 13 anlike mes: others in terms of it§ naturs
and products and this has impilcations for management. The fllewing secuons lock

at the construstion industry, markets and companies,

4.2.1 Sectors of the industry

An industry can be defined as a pacticular form or branch of productive labour a
trads or manulacture, or @ greup of firms producing products or services which are
close substizutes for each cother (The Oxlord English Dictionary, 1989). When
refarring o :he construcnon industry, however, there is uncartainty as o il§ exact
scepe. Despits pereeztions ol it as a cobarant whole rhere is not one industry but
many sub-industries coming together undsr the cmbrella of the main indusicy
congept. This is the reason bebind many ¢f the inappropriaze comparisons with other
industries, the trearment of inherent characreristics as problems and confusion over
the extent to which macro-sconomis zlanning 1s azpropriace For the industry’s

development (Hindle, 1557:b}.
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The main sub-seciors of consirustion are the civil engirgoring, building and housing
imdustries, which may actuwally be ndustcies based o the laternannnal Sitandard
fndustrial Classification of all Economie Acnvines (1SICY definttion (lindie, 1997a)
The industcy may alse be defined according to custemer type. similatity of end
products oo sarvices offered, a combination of tvpe aad end products, sindlacity of
inputs {substinition of esources between cutputs), rechnelogy  sroupfo-eduction
{unction, project size, market sector or structure and degree of tormality. Al thess
form separate sub-sectors of construction 2ach exhibinng difterant characterisrics froo

the other, and are each separate markets in their own right.

Hilledrardt er el {1993} divided the industny inte various sectors or markets, namely;
¢ Puilic housing

o Private housing

e Public infrastrucrure

» Private infrastnicture

» Public nan-housing

s Prvare industrial

s Private commercial

« Public and privare housing repairs end maintenance

¢ Pudlic non-housing repairs and mainterance

o Privats non-kousing rezairs and maintenance

Hirdle (1997a) classitied the industey using a conebination of customer tvpe (public

or private) and markets {industrial, consumer and reseller) to arrive at similar sectors.

4.2.2 Fragmentation

According to Porter’s (1990) definition, constuction is a frasmented industcy, one
where no firm has a significant share of the marker and there are many small and
medium firms and few large ones. It is fonther fragened in terms of kaving many
professions sach with a say 10 the censtructien arniect and jealews!y protecting their
wirf Fragmertation i3 evident in the mary contractors and soecialist sub-contraciors

who dot the industry landscupe, Morledge (159%) described the scenarin of a
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fragmentad and largely mexgenienced customer base and & similarly fragmenrzc but
knowledgeable supply side, noting thai "the potential for improvement is significant

but the medium for improvement is almost non-existens”,

Fragmentation is thought to be causec by luck of economies of scale: low hasriess Lo
entry: high transpors costs for inputs. giving the advamage to iocal firms and
Sucteations in demand ard supply. There 15 still some debate as to the existence of
barsiers to entry i construetion. Winle Hillebrandt (193%) choughe thers were 1o
barriers o entry, signified by the absence of supernormal pr.'uﬂts within the industry,
Ba'l, Farshehi and Grilli (20037 bad data showing the contrary. Mule (1991
identitied harrars o entry und concluded that thev existed but mainly at the figher
end 07 compuny and project size Demands on munagerial expertise and {inancial

reguirements mean that only a few companies can compete at this end of the scale.

Mast of the work in the mdustry s undemtaken bv macy relaevely smull firms

Ya of il construction work

defivering small prajects. Merlecge (1999) notec how 30
tn the United Kingdom in 1933 ways caried our by 95% of companies. Each
employed, on average, less than 5 employees and only 7% of the rotal pumber of
projects in the industrial arc cammercial sectors exceeded £1 million :n value.
Furthermore, the Depanment of Publie Works and Semvices (DPWS, 1998} tound
ihat in Acstrulia, €5%% of the tirms engaged m contracting and sub-contracting
emploved two people or less while less than 1% emgioved mare than 33 people. To
eive an (dei of the disparities between farge and small firms, 33% of the aurveved
firms had turaovers of less than A$ 500,000 (R 20000003 while 3% had turmovers

of AS 20 000 Go0 (R80,003,003 (0 1998) or moere.

S:umpf (2000} observed that middle-sized contractors i the UK exhibited poorer
survival, growth and financial performance than small or large contractors. Small
firms were seen as naving mche-filling, speed and flexibility advaatages while he
larger firms had the benefits urising from econemies of scale and access re cap:al
Furrhermore, duning periods of depression and tight job markerts larcer firms tendad
to take on smaller jobs than would normaily be the case, encroaching on the market

mitd-sizec froms normally operated tn at their expense.
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The fraemanted ssructure of the industry acd the low barricrs w entry cnocourage a
proliferation of compamas, and wiile this results i 2 highly competitive industry
thers i3 tire negative effect of cut-threat compatition resuizing 1o hypes-compeiition
and {ow margins Evan in the more specialised and high-value-project sectors of
constriction. excess profits are constrained by this competiziveness. In the civic
suzinsering market firms detend their terricery from competitors by lowering tendar
bids to a level that chases away competition (Briscoe, 1%38). The consequences are
increased contractual claims, disputes, undesiratle vanations and litle investment ic
rescarch and development. Maost of these Srms are also undarcapitalised and subjec:
to the vigissitzdes of 4 highly varighie industry. Tie frms thus experience marked

vanations in turnaver and protitabihty
4.2.3  Other construction industry characteristics

Hillebrandct (1934} observed -hwec catceories of characteristics that ocourred in
combination enly in the construction industry. These were those relating te the nature
af the preducts, the product delivery proeess and the organisation of the ndustry. To
Hindle {1997} th2 two charactenstics rost responsible for the industry haing
retrouressive were the hicrarehical nature of the industry’s secial structere, and the

hizh degree of technoiogical flexibility it exhibited.

Construction industry demand has the following featuras: # Is projact spacific and
short term; ad hoc, kence Huctuations in workloads, and one-cff, neaating the use of
demand consolidation and resulting in high transaction costs per proiect. The one-off
aspact of construction aiz0 has the effect of minimising the transfer of learning and
the basis for comparison of projects. In addition, the basis of scnuinising projects 15
tachnical rather than commercial. Considering the fact that most clients (93% by
number, 60% by worklead exper:ance. according to Cox and Trompson (1992)) pave
no construction, a separatz, ‘independent’ bady of consultants whose purposc is o
madiate hetween the ¢lient and the contracting organisarion nas come into existance.
This has given rise to the perception that the consultants, and in pasticular architcets,

are “surrpgate olients” {Rowlnsen and McDarmott, 1999)



A study by the Coustruction Clients” Foaum in the United Kingdom found that toe
majericy of construction clieats were Small and Oceasional Clients (SOCs), and that
mast SOCs did rov understand  coustruction project delivery processes and rabed
upen their consultant adwvisers. Daumed by the ceputation of the cerstniction
industry, this majority of inexpenencad clignts are ofien nerveus abour enuaaing in

new gonstruction {Morledyge, 1999,
4.2.4  Changing demand

The vature of demand in the constraetion itdustry has changed in the recert past
Snifts to private secror fom pudlic sector demand have deen influenced by the trend
towards privatisation in developed ccoromies which, though multi-national donor
agencies, has spread as a guiding pelicy in developing country economies. Tos
tendency s now towards having the government as an enabler of private sector
oreduction and net as a provider of goods (Hillebrandt e «f | 1993) This tendency
has been accelerated oy the emergence of trading dlogs, like the Euronean Union,
Common Market for Eastern and Southemn Afnica (COMESA) and Associatien of
Scuth East Asian Naters (ASEANY, which emphasize e need for fee mmarket
poitcies and non-interference of zovernmert 17 usiness. Ore side effect of this is
pressure on the supply side as private clienis place mors emohasis on delivering with
petter quality ard spzed than the public clicows, Maie (1929} identified snifts to
private sector demand, client monopsouist powsr, an lncrease fn tne market for repais
and maintenance and a sirong cvelical pattzrn of order placing as charactesistics of

construction industry demand.

The implications of the shift to private sector-dnver demand are tnat companiss
specialising ta pudlic sedtor works nave to adapt o the different emphases of the
private sector. In addition, some of the large infrastructural projects that were
nrevious!y uaderaken by the government are now gelivered through build-operate-
transter, build-own-operate-transfer or similar project delivery systems. This calls For

ew sets of skilly ir addition to production experise
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4.2.5  The nature of construction conmipanies

One of the universal teatures of the constructicn indestry is the cresences of many
small and medium-sized firms and a few large ones; wha: Ofosl (1591) terms s
‘pyramid structure’, There 1s an ‘inverted pyranid’ structure swhere the few iarse
firms underake the bulk of the projects by contract price {Ofar, 1991, Hillebrand: er
al., 1593} This is espemelly marked i developing countries. Smali contractors have
lirsited access to finance and cradit, tend o move in and out of the industry (n
respense to the currsnt economic conditions and are uagble dr unwilling to employ

quelifizd persennel.

In tarms of sizategy, Weowd, Dwisi and Rwelamila i 2000) showed tha: small fizms hed
no latentions of crearing specific strategic positions and confined thelr operations to
their local neighbourhoed, whils the lerge firms scught to create and sustain strategic
positicns, using such eppreackes as negetating funding and applying compentive
intelligence However, Babwes (1592 refutad the notion that the srrategies, processes
and concepts usstul to large firms were not applicable to smaller firmms, Muny
strategic mendgement concepts were 0 generic and essential in maraging businesses

as to be agplicable across size and other boundaries.

Construction companies are for e most part consimuction managers. somenmes
bscause they are appointed in that capacity on management contracting, CONStruction
manzgement or project managsr arrangements, but primanly becauss they sub-
contract the majosiny of their tendered work out and focus 01 management. Ball et af,
{2000) thoueh: this enabled firms to concearate on the arsa of their greatest
~ compstitive advantage and served o increase thelr financiz] Asxibilitv. Thae
downside, howewer, was 2 reduction in econemic rent or velue added. Ball er af
(20001 identified the main sources of ecenomic rem: as innovation in products,
techaiques or markesing mecheds, marketing, throughk branding or tormal saley wnd

-marksting networks; using skilled personnel as an wsset beze; and mencpelies.

For Cox and Thempson (1998) the zppropriaiion of econemic rent could only be
done through the coatrol of power and the accumulation of value from supaly chains

for the firm at the expense of cthers in the indusory, Power was sesn as the control of
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regources or assets within a supply chain, and the basis for power was positioning
aiong the supply ¢hain in arder to control and accumuiate maximum vaine for the

tirm;

4.2.6  The construction product

The ultimate objective of consiruchion 13 2 phvsice] sroduct thet ful&ls the client's
requirements in terms of cost, quality, time and wility, Since ataning these
objectives usually necessirates & trade-olT berween one or the other chams have to
determine thewr priorities In & clear briet The consultants interprer and modify the
brief such zﬁut at the end of the day the characteristics of the product are detemined

by both the design eam and the clienr

Because the products of the irdustry are of such a homopgenous nature, it is nor
possible to distinouish between the works of producers, which also applies to the

sroducers of the designs, the arehiteces.

The zpplication of smnciples developed 1n industrics like menufacturicg to the
construction indusiry s comgplicated by the fact that the corstruction preduct can be

seen s either & shysicel product or & service.

The pleysical product

The physicel prodect of construction ts untgue in that it is produced mostly on-site, is
immovable ard s produced ustng labour iatensive methods. The major inpurs are.

o Materials - which form approximately 40-309 of costs. Materials are
buiky so transgert ¢OStS N constouction are high and local production 1s
correspondingly impoctant

+ Labour - which constituies rouznly 2 third of construction costs

s Nile management

e Plan: and equipment

e Capital in the form of ficance {Lavender, 1996).
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The high incidence of sub-conrracting (0 the cdusiry s because of facters ranging
for the unpredictable nature of demand 10 ine indusuy and the project-based naturs of
work. Sub-contracting is a preduction strategy to help reduce the operational costs of
the fizt, and while it has beneficial shem-rerm effects on compary balance
sratemencs there are negzaiive long-term ettects of reduction in traicicg avd gualiey of
work, and ingreases m adversanial relationshios ic the industry.  The sub-corntractors
are supplhiers of labour ard rechrical expertise 1o the industey, and as suppiiers form
part of Porter” 5 (1983) “fve dorees” model Ther bargaining gower is important in
determining the costs of the inputs they provide and nltimately the cosss of

production.

The service

Services are :ntangible activines or becefis thar ome party offers anether foroa
consideration (Cowell, 1984) Apat from consultants, tuilders can also be said o
pifer services i the construction industry Because the conversion process of
materials to & faclity 5 ietacgible. netercgencous, penshable and production and
consimption are inssparable (Stocks, 19913 The services in construction are
management Services that entall the supervision of the process and projsot
marygemeon:. Consiniction miznagement and management contracting arc projoct

Zelivery svstems thar have taken service provision o the rext level in construction.
4.2,7 Construction markets and market structures

Construction companies are tsually classified according to the markets they operae
[ Thore are varlous catcgones of markets, according o reographic location, tvpe of
work, sizo of projecs, and Lhe selected merad of classification depends much oa the
res=archer’s motives Ease of cotry and exit into different marksts oreates an
“arbitrage-tke” situatior, that equalises misy and return over the industry (Ball er @l
20003 Construction markets o the main eorresgond o the seotors of the indasioy
already identified thoughk constuction projects commonly nave compovents of
different sectors, for example a ¢ivil engincering and a building component. There
are unique dificulties posed by the induestry, however. ke product (s not casily

¢lassified, Firms sell their services as assemblers of bullding and civil cogincering
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goods, in which case the product 15 1he service o rhe client The product could also

be rke project delivery system used o delver the final product (Langford and Male,

109Gy Therefore the merket could be eber a project tvipe ora sarvics.

The difficuity in :denlifving sudstitutss in conztruction led Langford and Malz (1991
te argue shat there were four perspectives for viowing substitutes: belweea design
and o2uild and projec: managemsnil managemeni conwraciing and consiruciion
manavement; Jevween otk the avove classsy; and between new construetion and
efucbiskment, repair and maintcnancs or renovaricn.

Classical sconomists indicare thar 1o a free market firms locate n the areas where
they anticipare reaping maximum benefits. Tae outpot decision -the decision as to
which market or combination of markets te enter- s influenced by the firm’s size,
expertise and available tinanciai rescurces (Briscos, 1938} Once this is determined
the focus turns to cost-eificiency which can be achieved through the contrel of
materia, labour and plant rescurces and dominance cver the supply chain. Smali to
medium-sized Jrms have advantagss of fexibiiny and efficiency at the smaller
tazksiprojects end of the constructicn spectzum, whils larger firms have higher fixed
costs and overheads and invest in plant and cquipmen: and speciaiist staff. This mves
them the advantage of Being adle to diversify 1nto many markets and handie g wider

ranes of projects witiin thess markets.

According tc Bail (1988) there are two distinct market structurss for constructicn
companics. Contracting invoived firms conrracting to construet a facilisy under
typical contract conditions and accerding to predetermined project deiivery systams,
The effort (5 in respense to a clicnt need and 15 shaped by the clienc’s brief The cther
structure Us speculative construcuen, whick invelves the aniicipation, creazion or
rasponse 1o a demand. The initiator of the praicct in this instance is the construction

company itselt

The industry’s characterisiics, the marke: and the market structure of the industry
directly determire the nawre and form of Porter’s (1930) five forces determining
competitive strategies. OF the foress, Male (1991 was of the opinion that the

consuitants largely influenced the nature and form of a firm’s competitors, While skis
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may be true [or a traditional delivery system structure, the chacges wrought by the
Latkam and Egan repons and dizectons towards now delivery systems have served

to dilute the impemance of consultans i detining the compentive arcna.
4.2.8  Selling to construction markets

In free market economizs the fundamental rele of profit-secking companies is to
produce ucoods and services thar create customers and customer walue (Drucker,
1934, Cronje of al, 1987, Lai, 19%93) The entrezrencur and &is enterprise atrenipt 1o
satisty the needs of their society at the risk of Gnancial loss and with the expectation
of reward in-thn form of pralits (Samueelson, 1980, Lizsey, 1995). Free entry and exit
inte markets ensures thar there are a number of firms ofenng simiar products, trying
to convings potential consumers of the supenority of their products andfor meeting
eonsumer needs better than their compettion Selling is the effort of the firm w0
conver: their praducts it meome (Davies, 19930 a5 distinet [rom marketing which
dentifies the needs of the customer and Dence the product the firm will trv to sell.
Both selling and marketing are thus essential acoivities withbout which the firm cannot

SLTVIVE.

The way in which fizms i the (ndustry traditienally sought w turm their 2roducts into
income was (and is) radically diffecent fzom most other industries. The acint of sale
occurs after the produer has alreadv been defined, nenating the use of marketing
techniques to deternune the product that mesung customer needs oest Sales ars
based on lowest selier bids #s opposed 10 of-the-shell purchasing in manufacturing
industzies. The prospective buvers of the oroduets are not known, ner indzed are the
produsts themselves, and it is “difficult o lecars and ictlugnce each prospective
chient™ (Hillgbrandt and Canncn, (99C) As Pearce (1999) swts it “buyers of
anstruction services do not visit the superstore on Friday evening and browse the

tixtures to tind this week's conrtractors”,

Inmovatior, customer satisfaction and customer loyalty, used by entrenrencurs in
oher indestrizs as a means of ensuring a market for their goods, are difficult to
practice. Contractors have a passive role in the purchase srocess: limited 1o putting n

and waiting 1o ve selected based on their bids. The industry consecuently resoned to
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eelaticnship marketing -creating and maintaining muiually beaeficial releionships

hetween supplicr and cusiomer- as their dominzat seliing sirategy (Pearce, 1999).

Arditi et af (200C) were of the cpinian that sales n the construcnes industry could
e cquated  Didding. Performance in sales could thus be evaluated by zsscssing a
company's success m didding, with a high rete el bidding success assusing continued
producticn and growth for the company, Hindie (1991 118) defined contractor-
selling systems as “the svstems wsed ‘o get the comreetor and chient (e the point of
saic” o other words synonvmous to the contractor salt‘ctlcn svatem. Thess were

ivided nto-two tvpes: comaetitive bidding and negotarion,
Competitive bidkling

Thus is the most frequently used method of seiling, where contractors were mvited to
sudmit bids which were then cvalveted by the ¢lhisnt and the consultants and the
contracter was usuglly ¢hosen o the basis of lowest price tendered. Twe besic tvpes
£NISE

+ Open bidding: watk a fow mincr qualitications biding 15 cpen to al, and usuaily
the work o be tendered for iy edvertissd in the media. Open cendering s
capecially valued Sy the public sceter as 1t gives the appearance of ranspasency
critical tor those zcecuntabie to the sublic {Masterman, 1942

o Clesed (invined) bidding: selected centrectors are invited, using  oriteria
determinegd by the client or project needs, to sudmit tenders. The advaniases here
lic in the pre-seiection of compezent contractors reducing the chance of poor
project sxecuticn, and less competiticn resulting in better margins  For
contractess, and less chunces of discordant bids (Crowley, 19940),

o Twe stage Jidding: open bidding using & limited set of crireria is used o select 2
list of contraczers with whom farther negcticlions are entered into. The seller 1s
chosen on the basis of these negoliaticns.

+  Scnal bidding selection on cne project leads o the contractys also undereking
similar work with the ciient. In ancther interpretstion, the sroject is broken up
intc packages that will be carricd ows serially and the winner of the first zets to

carry out the rest
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MNeTonanion

In nezaotation, a contractor and a cizent agree on & mutually acceptable price for a
preject. The vorm is for eliznts to :denti’y a suitable frm, whick i3 ther invied o
negotiars, but mcreasingly there1s a tendency fo0 the construction firm to fubare <he
aegotiations,  Seif-instigated cegenaion is simitas to and used o medn ihe same

hing 4 the term unsoliciced proposas.

Property developmeii

Apart from competiilve bidding and regotialion, toere are other selling metiods in
rse, Speculative buliding is common in the UK, which has a strong couse-kuilding
‘ndustry sub-sector. There is 20 centamty rnar developing compacy wii find buvers
for its developments, and cne compeny is the cuent and the contractor all in one.
Capon (19%0} preters to call such companies “constructors’ as distinet from

‘contractors

As the industry landscape changes. nsw seiling systems are coming inig place in

confunction with the increasing wsage of alternarive delivery systems.
4.2.9 The organisaiion and management ol construction companies

Significant differences exist between the consiniction industry and industres sueh 23
manufaciering, especially as pertains to the natute of toe product znd the methad of
praducticn. This mives ise to tie view that the two canrot be similarly analysed (and
by extension, managed?) Bresnen {19%0) made toe impontent distinction between
project oroanisations, that is, those that bave fistornically been project oriented in
oruanisation acd menasement, and orgenisations underteking mose recurrent aed
stazle  activitles. Contracting frms are complex organisations  differentiated
norizantally lnte departments/divisions and vertically i1 21 o-garisational hierarciy,
and rfurther ditferentiated 2y the geographic distnbution of otfices and projects.
Mate's (1991) analysiz clearly brought our the dual nature of the construction firm’s

structure by using an organisational rowe medel. A formal structure with a hierarchy
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of individuals existy at the headquarters or regional office, and a: the project or site
level an informal structure with looser relatoastips predominates. Small compacies
with few ongoig projecis tave looser suuctures witicrn get tighter as the size and

number of projects wereases.

Male (1991) i2entified a number of structure types that 4 contracting orgzanisation
could assume Smali owner-managed Srms have a simple structure, @nd cne step
above that n terms of complexity Is a functicnal structure wath the oreanisation
divided into deparnments carrying ous separate tasks, Thvisional and sector struciures
were tound amongst larger compamies with a wice gecurapnic spread and resulzed
from an atlemipt to create a federal system with greater auronomy tor units A tolding
company structure wook the fecerazed principle one step further by having a number
of Businesses that may be unconnected under the umbrelia of & parent company.
Matrix suuctured corpanies, as showa in Fig, 4.4, combined existing configuratons,
either temporaclly (an exampie being preject structures in corstruction) or
perrmanenily. Large contractors have both ngar and finctienal staff, organised either
along a military-style systern of gensral staff with Dagar subordinatss, ar by the
general mainx management method of dual struciure project managers and

finctional divisions (Bresaen, (G50).

Chief execulive

Fnnztion ! | Fercon 2 ! Funcuen 3§
manmager | MATELET manazsr |
i I
i i
i e Lo S, e
Bregect A manager Brosect A joum
I
Hroject 3 menaget ; Froest 2 team
|
i : i o
©oProgect O neangger Project 7 team

Figure 4.1 Matrix organisation showing dual project manager and

functional structure
Source: Bresnen (19920)
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Multi-nationaly usually torm divisions to look after branches overseas, creating a
gighal strycture where country ctficss mav operate avtonemous!y, Male (1991} also
listed machine bpureaucracies, prolessional bureaucracies and  adbucracies  as

structural types found 1o the incustry.

These structures are imperiact in detining the ramework within which stratesies ave
ceveloped acd tmplementzd  They also are a resclt ol strazeoy, as n Lthe case of
divisioral structures, which may be the cotcome of a diversiication stratezy. The
straccgics adopted oy a construction compacy and its structure are a result of
management cecisions, [n other words, “industry anc market stracture impact oo a
firm threug! orgacisatioral structare, and a contracting company, depending on how
senior managemen: perceive the environment and respood to it stuctures the

company by celineating a strategic domaln within the broader industry environment”

(Male, 1991:40).

Managzment has gereral and specilie pringiples relaticg to the field it is applied in,
and while most of the advanzes in the construction indestry have been of a technical
nature, the mapagement side still lags behind There has, nowever, besn an
increasing willingness te adent technigues developed by and for more progressive
dustiies, most aotably the metor vehicle industry, Considering the wide range of
firm types in the construction indusiry from one-man operations te muli-nationals,
the effect of advances in management has been wvanecd and difficult to establish
Ferhermaore, emphasis tends to be places on the management of the construstion
process rather than the management of construction fitms, which is seen disdainfislly
by construction praclitiorers as of use to academic researchers enly [Sebestyen,

1649983,

Maragement derives its principles rom organisaticn thecry, busingss stratzgy and
humar resources management. In a4 construction company, its rmain purposss are

project nanagemert and strateuic thinking (Male anc Stwocks, (9915



Project manazement

Project management invelves the application of knowledge. skills, tools and
rechniques to project activitics in order 1o meet stacehoiders’ needs and expectations
(Burke, 1999 or the managing of “cre-off arrangements using rescurces
specificaily gathered for that project” (Woodward, 199733 While almost every
organisaticn will underake a project of cne tvpe or another in the <ourse of s
business activities, the construction company is unique it deaiing solely with project
based pruduction for ity revenae, as opposed to steadv-state production in operaticns

oriented companics.

The proper maragement of a porttslo of projects is also erizical to the success af
construction firms (Ball 1988, Langford and Male, 1991 A “balanced qux™ of
orojects under consiruction, and feing bid for, bas strong positive effects on
cashflows and profizabiiiry. Other advantages accruc frem strategic perifolio
management. inciuding the spreading of risks over a number of projects and markets,
and increased bargaining power resulting from an expanded chenr base {Langford

ard Mele, 1991
Strategic thinking

The foremost element of strateay s to determine the optimum conditions 1 which
tiie firm can operate. Control over vanous aspects of preduction (s impoertant and tie
pecaliarities of the traditicnal project delivery systemy offer little scope for this
contral In the rraditional project delivery svstem the customers imtiate production,
producers have himied say over the product and the price is agreed upor hefore
oreduciion (Ramsay, 1939) Many aspects of conventional business strazesy are
therefore napplicakle to construction, Strazegic thinking can be uasctil when
derermining diversiication options, going global ur undemaking acguisitiony and
rlergers, Mattces like the Beston Consulting Growp matrix can be used o determine
the *srars’ and "degs’ in a contractor’s busicess and possibly the markets ic which to
operate. They serve as a business peonfolio management tool, despite many
limitations, ard aid in achieving a balanced mix of project tvpes (Langford and Male,

1591).
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‘Game theory’ and ‘lite cycle theory’ are examgles of asnects of convendona.
strateay that ‘ind lirle applicatien in eonstruction. Gare theary is difficult o relate
to because of the contracior’s lazk of control over the conatruction process, and the
applicability of Gife ¢ye.e theory is nullified by the bespoke. consumer-derarmined
nature of the groduct. Male {19911 saw the need for a long-term perspective in
construction and a departure from intermal. greduction-vriented thinking 1o an

externally focused steateme onicnianen,

4.3 Strategy for construction companies

1he preceding sections and chapters have explared the epviroament and -he basis tor
imnlementing strategy in construction companties. Woat are the strategies available

to such campames and where does competitive sirategy fit in?

Strategy in toe industy 15 influenced by the size of the firm, 1*3 management stvle
and ‘ts farm of corporate [eadership (Langtor? and Male, 1991).  Seven constituent
flelds of stratesic management fesd in the inputs Fom whick stratecy is derived
(Chinowsky, 2001} These are vision mission and goals, core competencies: kuman
and technology resources; education and knowlecge management; Snance; markets
and camaetition. OF these, Chinowsky’s study tourd that the emphasis on education
and knowlecge management ang the awareness of 20re competencies were the Helds

companies [aid jeast emphasis on

Henderson (1991) thoughs that simizar to species, firms could not coexist in an
envirenment characterised by high compeiiilon and scaree resources if they made
their Gving in idencical ways. Firms needed to have a unique advantage over their
competitars, especially in tough markets, which would enable them to out-compete
awvals in supplving a product on a sustaimable {lopg-term) and wiable {profitable)
basis (Argitl, Koksal and Kale, 2000 Porzer’s (1930} five forces determine the siate
af competition in an industry, and set the strategic agenda of action. Ardid er af

{2000} surmised that coctractors should therefore position themselves to be as
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efficient as possible ¢r they should position themselves o of¥sr services that are as

distinctive as poysible On this the basis of competitive advantags would be bullt

Cerpelitve stategies form enly one aspect of strategy that companies devise to help
them achiewe thew ultimats objectives. Production and marketing stratemies differ
from competitive strateny (0 thelr umiversal appiication.  Whatever competitive
stratgoy A firm may chose o fellow, metheds and rechnigques for maximising
production ourpur at munimum cest and for identdiving, adaping and sansfying
castomer seguirements are essenual. The next sectien locks ac these sratcuies and

their relationship te competinive strategy.

4.3.1 DMacketing Strategies

Fisher (1988) describsd marketing ay identifying or anticipating changes in the
market. Male and Stocks (1991) saw it as the managemsnt tunction concernsd with
identifving, analysing and anticipating the custorier needs so as to supply these
noeds, within the company’s capaolilities, to the 1dentitied target markst at a prefic,
The Chartersd Institute of Markering's definition refers to @ as the manacement
finction respunsible  fer adentifying,  anticigating  and  satisfying  customer
requirsments profitadly - Accerding Lo Doyle and Brideswater (1998), the medern
concepl of markesing has moved frem that previcusly held in the 1950°s and 196075,
Then

eroducing, feoas pursly advertising and sales functions. In the 197073 there was a

. markeiing was 2een as a way to go the customer 1o buy what the company was
shitt to undsrstanding consumsr needs and desigming products o mect those needs,
which has evelved twoday to include measusing cuslemer satisfaction and forming and

sncouraging cleser oxs wiih the customer.

Today, marketing 15 seen as the core functicn of any company, indecd, management
gure Peter Drugker {31993) has wnitten that business has two -and only two- basic
‘unctignss marketng and innovation. The coenstuetion adusery s, contrary t¢ all
pravailing wisdor, loathe to embrace the marketing concept fslly, with the excepticn
of speculative houase-builders (Moore, 1984 Fisher, 1986; Hillsbrandt er af, 1993,

Mals and Stocks. [991Y Amonagst the reasons aivien are”
1 = )
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« Contusion 2s to the meaning znd ‘mptications of marksting for construction
firms. and a lack of apprecizaon of 1ae possidle benefits o making marksting a
corg company .unclion

« A beliel nghtiv or wrongly heid that construction products 2o ool nees

marketing as they seil themselves
» Tne reiocanon obf an sssertizl marxeting comzonsn:. et of determinag the

product o 2 manufzctured, wo the chent and the building industry professions
« Toe natre of the :ndustsy, for example, its fraamenzation z2nd the uctuat:ons m

demand il fzces

Marketing strategies are geared e achieving conipetiive advantage through the
marketing tunction. Bouma ([997) hsted the key clemenss of stratesic markening,
end noted the paucity ol lterature and practical examples in Lhe consteuction

industry

4.3.2  Production strategy

e of the mere comman criticismis of the construction industry is its focus on short-
term technically basec production -woich is sudjzct to the ductuations that slague
construction- a: the #xpense of & longer-term corperate oricoratnon emphasising the
relationsnip Serween the comyacy anc its snvironment. Presce and Khalil (2000}
commentet on the production-oniented culture of construction contnanies with thes

1

minimal emphasis on marketing. Brown (1996) pointad out that groduciion is the

Bl p
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core of the company’s acuvities. Determuning and andarst

" " . . : 5 . i %
nelps n the stretegie tormulation process 2¥ Canhving wial busiess i 15 in, the st
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steg Lowards defining what business it saculg 22 1. This supports ang helas defive

L

the company s mission

Construction industry production strategy 1s umgue Sacause of the namure of the
groduct and the characteristics ol the industry. The two main Zererminants of the
production strategy are delivery systems and gro‘ect orgenisation. Delivery systems
have already been discussed, save to add that the site organisation will vary under
differen: nroject delivery systems, Nite manageniznt car, because of their influgnce

on production decisions, affect the sirategies that @ compeny purs in slace The s
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s towards more managerial roles for site macagement, away frem technica: roles.

mairly due to the wecreased imoonance of sus-coctracting and manazing sub-

cont-act relationshins Plan: purchases are also nartzeelarlv impostact in constnicilon
production sirategies, as they are ofter. toe lacuest investments made by consiructior
comparies

4.3.3 Market arientation versus production orientaron

A market-orierted tirm puts the reccs of custeners ard potertial zustomers at the
core of its nroduction. plaaming its activities arourd the market. A production-
criented firm will coacenirate its activities around its prodacts preferning to have
superior products and ler the goocs sell themselves (Lavendsr, 1996). Construction
firms exhibit ditferent ortentatiors, depending on the project delivery svsiem they
choese to produce under. The traditional projec: delivery svstem gives the firm little
leeway it determining the nature of the product as the client and desion team have
appropsiated that rote Smyth (2060) noted that product had been taken out of the
four traditional compenents of macketing, price, promoticen, place and nroduct (the
markesing mix). Design acd builld and similar Zelivery arrangements were attempts
10 streumling the industry and make it more efficien: but Arms ia this sector st'l did a
o007 job of markeung themselyes, being more reactive than proactive {Smyth, 2000
The contractor competes solelv on orice and reputation, though Stokes (1977) argued

thar reputanion and quality count for [tle in obteining work i the construct:on

industry. However. by their courting of censultants and clients it cac e argucd that
firms aimeat sansfvice customers ia search of repeat Susiness

Witk the acceprance of alernative project celivery systems a mumber of corstrusiion
‘irms have gore the macket-onented rouie and redefined the cortracrng role to
inclade finarcing, desizaing, managsment of consimuction. tacilitics marazement
progerty development and housetuilding. Reasons for this are, amongst cthers, the
need o counteract fluctuauens in demeand, the rize of hatiual chents, the wider
range of project delivery systems and the ease of obteining a profect for the laroer,

more diversificd fizms (Hillebrandt er afl, 1993, Lavender, 1996)
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4.3.4 The link between corporate, marketing and production striategies

Brown (1996} linzed the theee levels of strategy and emphasised the imporance 0
Raving an integrated view of the three. The corporate vision ties together the
marketing and production functions, trespective of the strateav at that level A
holistic approach was necessary to provens a situation where corporation activises
were dictated by marxering plans, which may not take nto account the technical
limitations of preduction There was alsc a danger of gaps in implemenzation rims
cadsing a miszlignment of the cerparars, marsetni and pr{_-wd'_j;cri;gn strazedies (Fig
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Figure 4.2 The factor of time in muanufacturing strategy

Source: Browa (1996)

An incezrarcd strategy enables a Detter matck becween internal capabilities and
external markets and remeves the onus of creating the ideas that guide the company's

strategv. Such am integrated strategy is shown in Fig. 4.3
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4.3.5 The stratezic business area

The strazegic business ar=a determines the setting strategy operates in and is worh
looking at before considering competitive stratggies. Accerding to Male (1991) the
appiiua-n'o;: of strategic business areas in construcizon required the idenzification of
frure market necds as cdelermined by the customer; provect technelogies to serve
those needs, the particular cusiomers with that ne=d; and the profect location of
geographic sering in wiich the cusiomer has the need. The contractor would not
only be manazing a porfolio of projects but also a poriolio of sirategic business

areds. Fie, 2.4 shows a model of the strategic business area in construction,
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Source: Male (1991)

The portfizlic's strategy comprises:

s gecuraphic growth vector speaitving the scone and direction of the company's
Furure business

» the competitive advantage the company will seck, through competitive srateay,
i @ach busingss area
the idencification and use of synergies present witlun the ccmpany and

the stratauie flexibility of the strategic business ponttislis throueh external mcans

through diversification and internally through transfer of resources.
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Whether the product 15 @ phystea] product or service s now a moot point as they are
borh the cutcome of a market necd. Toe compentive strategy can be determined by

considering the rndividual strategic business areas.

4.4 Competitive strategy alternatives for construction companies

The wade range of markets, company sz2s and unicue charactenstics of construction
resull i a wide varicty of appropriate competitive stratezies for firmes. Further
compounding the mix is the question of whether construciion companiss are
manufacturicg or service compantes (Laogford and Malse, 1991) A wide range of
choices is availakle to the firm.

The corpetitive strategy chosen depends on the analvsis of strepgrhs, weakncsses of
ti:e frrm and the opportunities and threars ot faces in the industry. fris also dependent
on toe pravailling cconomie condiions such as rocessions and the nternarional
sconomic sovironmen: in which they find themselves (Ofort and Chan, 2000} This
involves an analvsis of the value chain activitics and how these are configured into
the construction value ciiarn, which is differear om those of other industries (Porer,

1980: Cox and Townsend, 1998

Frg. 43 shows an example of 2 value chain in construction under the tradinonal
project dalivery svstem, Little cutbound Jogistics and after sales service activity takes
place in this model, and the role of marketing or sales sraff i3 usually reduced w
pricing tenders. The responsibilivy tor bringing in work falis on those high up in the
company taddar. Other delivery systems place differant requirements of conrractors
Design and manage, BOT and BOOT, for instance, place greater emphasis on after-

constrlction maintenance for the codtractor
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The main asset construct:on companies have 15 their personnc!, so this would be the
specific area in the scarch for competitive advantage. Knowledge management would
then extract the competitive advantage for the benefit of the company. Companies
search for two types of advantage low-order advantage, for example through
advantageous input prices; and high-order advantage such as those derived from
knowledge-based and tcam-based efliciencies. Low-urder advantages are easily

croded in times of severs competition and a company’s best bet would be to

emphasise its higher urder advantages.

Strategic alternatives available to construction companies can be erouped into four

categuries penceric competitive alternatives as defined by Porter (1980). generic
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The main asset construction compames have is their personnel, so this would 2z the
specific area in the search for competitive advanrage. Knowledge management would
then extract the compentive advantage tor the benefit of the company. Companies
scarch for twa types of advantege: low-order advantage, for example thraugh
advanrapeous input prices; and Mgh-order advantage such as those derived from
knowledge-tased and team-based efficiencies Low-order advantages arc casily
croded in times of severe competition and a company's best Zet would ze to

emphasise its bigher order advantazes.

Strategic alternatives avadable to construction compamnes can be grouped into four

categories: generic competitive altermatives as defined by Porter (1580}, genenc
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directiona! alternatives, strategic variations and

surnmnarised in Fig. 4.0
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4.4.1 Generic competitive strategies
Cost leadership

While qualiy and service delrvery may alse be considerations, the central theme in a
cost Jeadership strategy 15 low cost relanve to competitors (Lin, 1995)  Cost
leadership finds expression in construction through aggressive pricing pelicies in
tendering. 1t can also be actueved by economies of seale, the benefits of buying in

bulk and the preferential cred:t terms that arise therefrom

Arother way of implementing cost leadership is by keeping a tight hold of costs
along the company's supply chain, controlling overheads and minisising costs in
such areas as research and development, advertising and customer service 1t is
however usually achieved by panng margins to the bare minimun:, useally in the
hope of recouping costs in the course of the contract (Cox and Townsend, 1998}
This was tdentified as a source of problems by both the Latham asd Ligan reports
especially as it tends to increase the incidence of claims. Lin (1995832} identified
several risks to this approach, One of them was an “inability to see required product
or marketing change because of the attention placed on cost”™ The eroding of 2
firm’s compentitive advantage was alsc seen as easy because a cost leadership
strategy s easily lmitared by competitors. Fusthermore, in tight markets it s diffiouht
to mamtain enough of a price differential to offset any compentor whe adopts 2

differentiation strategy

The main inputs of construction costs are labour, matenals, overheads and
professional fees. Cost leadership strategies have been widely used in construction
industries globally, and the areas in which contractors concentrate to reduce costs are
the two they have most contrel over, labour and owverheads. This bas resulted in,
arcong others, a trend towards sub-contract and cascal labour, low training and
itvestment in a necessarily migrant warkforee and a shift to biring instead of owning

plants {Cwakweh, 2000).
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Differentiation

As a strategy In construction diflerentiation involves the concentration on attributcs
perceived as impotant to the client. While cost is ot 1gnored the company provides
a urugue product or scrvice that allows it to charge a prenuum price. Areas a finm can
cse 1o differentiate in include technology, service package, price, quality, customer
service and product design. The service packags is worth explaining i more detail.
Ta provide facilities that require large investment outlays, clients are increasingly
turning to contractors who can also arrange for the financicg of the project Mare
proactive contractors will even ga the cxtra step and put in unsolicited bids where

they have seen an oppurtunity.

The main risk associated with differentiation stratceies 1s the correct identification of
a differentiating factor that customers will pay for, given that differentiation gives
risc to higher costs. As Drucker (1934) said, “What business thinks it produces 15 not
of' first importance -especially not to the future of the busmess and to its success.
What the customer thinks he 1s buying, what he considers "valuc” is decisive”. There
is the possibility that the gap between the pnice and the customers perception of the

value will lead to onting for & competitor {Lin, 1995).

Focux

A focus strategy may be either cost focus or a differentiation {ocus strategy. Both
target specific segments of the construction industry and aim to serve them to the
exclusion of others. The identification of clicnts with special ceeds in the industry is
the basis of mche construction This, however, requires regular workloads and
sustaited demand to maietain a firm, and so the particular riche must be carefully
selected with this in smind. Breaking up the market into sezmem:s and having a
business unit focus on each is an integral part of Dulaimi and Hammuda's (19%9)

model for g customer oriented orgacisatior
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4,4.2 Generic directional strategies

Expansion (grinvth)

Expansion involyes the developmen of additional markets, produets, services or
functions 1n an attempt to increase saes of market share. Crowth may occur as a
natural consequence of successful operational practice and strategies. In smaller
construction companies the driving Torce towards growth is the advamtage enjoved by
larger com:panies, those of econonmues of scale, access to gredit and financial Taciiics
and the ability to tender for larger and theoretically more profitable contracts, Larger
companics also spread the risk better and have an easier time linding and retaining
good siatf The main reason for growth strategies 1n larger companies, especially those
where the ownership 15 divorced trom management, s management's desire for
achievement. Growth 15 linked to success and there is a snowball effect in growing

companics attracting better management which desires more arowth,

Lxpansion straregies are usually linked to favourable economic candinons. Hillenrande
& Cannon (1990 {fpund that growth was one of the top prionties for a nember of

contractors in the UK but this changed to short-term survival in a recession

Stability

While adopting a stability strateoy a firm will serve its existing markets with similar
products, services or functions as it has always done while keeping track of changes in
the business environment. It concentrates on incremental improvements in company
performance and seeks the streamlining of internal company operations This is
especially commeon after a period of change, but in the constzechion industry seems to
he the norm rather than a consolidation phase. As has heen noted this 15 due to the
conirol of the processes defining constrection by others rather than the actua! producer.
Blamc for this is partly laid at the door of the consultanis in the industry (Ball, 1988,
Hindle, 15956}, In addition, management in the industry are, by conditioning or nature,
reactive rather than proactive and tollow stability strategies sub-conscicusly. Do-

nothing stratesies are sinilar to stabihity strategies but current strategies are mainrained



with only operational change being accounted for. Unlike stability  stratepies,

environmental changes are ignored and no proaciive steps taken.

Retrenclument (divestment)

A reduction in g company's achivilies by cuting down oo the cperations of loss-
making divisions or activities can imvolve divesimient, disinvestmenti, management
buyouss or lwwidasien (Glueck, 1980} This has become the stratesy of choice far
turning around companias 1n the red, as the eage of government baiouts seems Lo have
come to an end The increasing trend towards Gisting con stock markets gives
sharehelders more control over the mnning of construction compumes and related
conglomerates. Sharcholders are moere demanding of compuny perflormance than
owners are ung iU the company does not moet prefit objectsves Lhe pressure to

rastructure by retrenching may prove irresistible.

Retrenchment strategies can be of the cutback type where persconel, sdmimstrative
and operational costs are reduced 1n an attemipt to increase turnever and prefits. They
may aiso be of the divestment variety, with the company wying to eliminate cemain
lines of strategic businesses units As an cxampiz, Murray and Koberts, the South
African construction group, liquidated its strugghing wiley wheel manufucturer, AWI

Canada, after  cogasioned losses of R210 mllion {Llevd, 2001),

4.4.3 Strategic mode

Internal strategics

Censtruction compenies mainly use their own rescurces o {und chosen strategies.
Hilletrandt and Ball (198%) identified wvarious reascns for this, including the
unattractiveness of the industry te financiers and the famsiv-owned nature of many

cormpanies {with the resulting reluctance te lose contral aver company operaners).

Externul stratepies
External strategies involve diversification. This hus mainly been done through
meargers end gequisiiion and is attributed to & desire for shorm-term financial gain,
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senlor management 1ob protection, and market diversification. Compantes can switch
resources oetween different markets and the strategic flexibitty of the companies iy

greatly increased

Combination (joint developmeny) strategies

These mvolve the pursult of strategie objectives simultancously through internal and
exlernal strategies.  Subcontracting, licensing, technology sharing, Franchising,

consortia anc joint ventures ace all examples of combination strategics.

4.4.4 Strategic variations
Market penctration

In an attempt to gain market share construction compartes commaonly focus on
sustaining anc improving quality, Since they do not control the quality of their inputs
I most casey, this can only e achieved by an improvement in supervision standards,
supervisory staff andior quality of warkmanship. They may also work on improving
procuctivity and ncreasing ther marketing efforts towards the chents and surrogate
clients (design team). Market share can aiso be bought by mergers and acquisitions
and these gre increasingly common in the upper echelon of contractors. Another
meLhod of market penetration is through the use of collabaration with joint ventures.
in Scuth Afriea the requirements of the Recomstruction and Bevelopment
Programme encourage the sething aside of work for previously disadvantaged
communities. The desicability of combining the strengths of established companies
with the socio-cconomic and pelitical bepefits of working with  previously

disadvantaged firms makes joint ventures altractive.

Marker development

The commeon market development methods rely on extending the business area,
targeting the exporl marker anc icentifying new market segments anc new procucts.
The ease of movement oetween sectors (n construction ailows tor flexbility in

market development. Inlernationalisation and the trends towards ailowing global



competition  further makes market development a necessary strategy for the

construction ingustry,

Praduct development

Opportenities for product development are limied 1n construction. Contractors need
leeway to nfluence the rature of the praoduct in order to encourage research and
developmert and aid the process of inovation This is possible in inteprated delivery
systems such as design and build. Instances of this are rare in the industy. 1o the
Urited Kingdom, housebullding comparies do work to upgrade the quality of their

products and the finarcial packaging that accompanies them,

Diversification

Constructior companies have gone through considerable turmoil i the past few
decades universally. One ol ther responses to the resulung challenges s
diversitication, which may be by acquiring existing firms e new areas of busiress or
gecoraphic regions, The diversification of an organisation requires strategic change
(Uwakweh, 1996}, involving possible changes in structure, core skills and know-how,

techrnologies, eto.

Whether vertically or horizontally, purchasing other firms or spreading into new
markets allows for a more expanded revenue base which is peared towards
counteracting the perceived vaganes ol the industry It also helps avoid the danger of
over-specialisation it ene industry or sector of an industry, thus avoiding the losses a
downturn in that sector results in for the firm. Heozontal mergers (Aveng, LTA
Limited ard Gnraker; Bovis and Lend Lease) increase the size ol profits lor the new

Company.

Construction firms will also diversify to acquire the expertise of others 1n different
fields. to acquire a toehold in desirable markers and to acguire control of resources that
cifer a chance of competitive advantage, such as new materials, products and

technologies. Hillebrandt (1996}, however, lound that most of the objectives of the
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contractors were not met by diversification, largely because of poor planning and

forecasting

Regionglivation ard Internationalivation

This may be an extension of a diversitication strategy ar a strategy in its own right. A
focus on cultivating regional and international markets usually comes about after the
lacal market has been explored thoroughly. It 2ims to give the company the benefits
af a diversificd project base and may be in respense to a depressed local market. In
addition, where the company has specialised in a narrow niche focking outward is
the anly way 1t may attain rcspectable levels of workloads. Should there be an
mncrease i local construction activity international construction 15 usually then

ignared {Barquin, 1994},

The eflect of culture is critical in the pursuit of an internationalisation stratepy
(Langtord, 20003, and the general pattern has countries with histoncal ties, for
example former colonies and their colonial masters, accounting for the vast majonty
of construction cxport activity, For example, Odebrectt, a Brazilan company, is
active in the African countries of Mozambique and Angola with whom they share a
Partugucse colomal heritage. Increasing instances of developed country to developed
country construction cxports have been repaorted, dnven by the treeing of global trade
and the nsc of trading blocks. Such cfforts are constrained, howewer, by ditferent
pracedures and markels, strong competition, similar technological strengths and the

imability to apen up bilateral credt ines to finance projects {Bargum, :%94).

Parter (1990} introduced the ‘diamond framework’ to determing the competitive
advantage of Orms in internancenal markets, in whick: he identified four atinbutes of
local envirenments that allowed firm's an international competitive advaniage. Using
Porter’s framework, Oz (2001) sdentzlicd sources of competitive advantage for
Turkish firms in the internaticnal construction industry. Favourable factor conditiens
(for labour and capital), a dynamic home market providing an cffective platform
from which 1o branch out, geod related and supporting industries {materials, design
and consultancy} and strong firm nvalry and competition at home were some of the

sources of competitive advantage. In addition, the role of the government in

.._..
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supporting contractors and the abllity to take advactage of chance events was also

important This agresd with Porter's framework.

Repionalisation and internatiorelisation sirstegies can be achieved by opening local
branch offices, setting up joint ventares with local companies, laking up equity

pasitions i tocal compenies ar the outnight purchase ol local compaenies.

4.4.5 Combinations of strategies

Firms commonly use @ comination of strategies, which Glueck {1976) referred to as
prand stretegies, in ar atlempt to fit their operations to different environments
Several stretegies are appled to different parts of the firm or to the frm as & whole
aver 2 peniod of time. Stabality, retrenchment and growth approeches may all be
used ir a firm over a shorter pericd than would probably be the case were it in
anather mdustry, due to the ¢yohe nature of demand in the construction industry
Raftery ef af {2001 showed that beheviour and attitudes in the construction industry
chenged at vartous points o the business cyele, and Pheng and Hua (2000} identified
the strategic beheviour ol firms o the cconomic dowrntuin lollowinz the Asian

financizh crisis

4.4.6 Summary of strategic paths

Fig. 4 7 reworks Fig, 4.6 to show the strategic paths 2 construction Hrm may take to
arrive at competitive edvantage vig competitive strategies. The use of one path or
stratepy does not preclude the use of others: as hes been noted this 15 the besis of

grand strategies.
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Fig, 4.7 The Strategic Paths for a Construction Company

4.4.7 A matrix of strategzies

The above strategics will not be applicable at all three levels of stratery, that is, at
the corzorate. business unit and operating unit (eor funcuional) level The zeperic
comzetitive strategies of cost leadership, differentiation and focus can be used at the
corzorate and business lewels, but not at the operating unit fevel where they would

only be passed down flom “above” Similarly, oroduction strategies, like the decision

o sub-contract work or sections of it out instead of deing it in the firm, are
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aperational level strategies, and ideally should not be the province of corporate or
business level planners who should be precccupied with 4 broader vision A
construction project can, however, be a major undertaking forming a sizeable part of
the tirm's revenues. The Karba dam, for exarmple, was of such impact to the
contractor that problems ansing trom that contract caused the contractors liguidation
Bidding strategies can then assume great umportance to the construction company,
and as Fine (1975:202) noted a workable strategy would be to “abtain work at any
price confident 1 the management’s understanding of the legal and contractual
process enabiing them to read the fine print to the firm’s advaniage” Table 4.1

gregmises the strategies into the ievels at whick thev are commanly used.

Table 4.1 A Matrix of Sirategies

{Corporate Stratcpies Busincss Strategies  (Operativmal/Funetion

al Strategies

|Generic Competitive Cost kzadership {_ost leadership
Strategies Differentiaton D fFerantiation
Focus Focus
CGeneric Directional B xpansion
Strutegies Sability
{consolidation)

[2eirenchioent
{edivestinent)
Iniernal stralepies
Exiermal siratepias

Strateeic Mode

Strategic Variations

hiarket penecration
datxet develomuosnt
Froduct developuient
Yertical integracan
Diversificuiion
Faaronabisalion and
Inileroeiomalisaton
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4.5  Preject delivery systems as construction company strategics

This and previous chaprers have looked in some detail ar project delivery systems.

strategy 17 general and strategy in the construction industry in paricwiar. The next
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sections draws an the preceding discussions to demonstrats how project delivery

systers can be viewed as strategies leading to competitive advantage,

The decision te use a given delivery system rests with the customer of the building
process. though numercus studies have shown the cnitical rele af the consultant in
ullluencing this decisien {(Masterman, 193, Kamala, 2000; Bowen ¢f ol L DT},
While the deivery swstem o be used is speeified by the owaer or, vicariously, the
design tcam, the decision to tender using that speeilic delivery system stil rests with
the cantractor Fug, 4.8 Mllustrates the two-pranged nature of the selection of delivery
systems, both custemers and construction dems haviag their reasons for using a
system and the market serving as the meeting point betwesn the two. Ta this regard,

the particular delivery system can be seen as a market for the construction firm

CUSTGMERS

Select the project delivery systems (a) by default, hawving little knowledge of the alternatives or
(b according o their abjectives/needs after having assessed the alternative delivery systems

________ i =
ey g
Tradltlﬂnﬂl | construation Managemeant i Design and ! Desigr: EGT
‘ managemerit contracting H manage ; and build
i
— —_—

Seigct the project detivery systéﬁ;: (&) by defaut, as takers of the construction environmeardt or
b as part af their campetitive strateqy

/ COMETRLUCTION \
% .

FIRME
B

Fig. 4.8 Project delivery systems from customer and construction [irm vantage
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The necessary proiect financing, financial management and design management
skills required 1o undertake a design build contract. for instance, have the effecr of
causing specialisation In that particular delivery system by contractors. As firms
build up expertise 1n to other systems they will prefer to specialise in them, as fong as
there are enovgh projects to provide adequate workloads.  The experience and
capacity to construcl using & speaific delivery method now becomes a strength using
the SWOT analysis (Porer, 1980} if 1t delivers facilities according to customer
requirements. Available Iterature has shown that this is indeed the case in many

instances.

Liaving establi.s'ned the abihity to deliver using particular systems as strenpth.
contractors may then sell themselves using their abihty to use that svstem, and s
inherent advantages, Barton-Malow, in the US, increased the volome of its work
from USE 73 million to over USS 700 mullion by emphasising the advantages of
construction management as a project delivery systeny, and thew expertise and ability
o meel client requirements using the method. As Banton-Malow “began to get more
construction management contracts the comgany began to see its future in this tvpe

of delivery system” (Friedman, [984.68)

Looking at tie whole project package (including the requirgd Faciity and the
framework or prucess prescribed by the customer) as a prodect, the trend towards
alternative delivery systemis has opened op the range of production options for
contracting companies, which allows ther to adopt a more proactive apgreach in the
business of construction, Wo longer placid rtakers of the delivery system with
decisions taken elsewhere, construction companies now find themselves operaling
ender the same conditions as those in other industries where customers influence the

type of product,



4.5.1 Project delivery systems as strategies

Delivery svstems fall in te either the generic competitive strategies or the stratege

virlation categornes of strategy,
As generic competitive sirategies
Focus

Strategies of focus are geared towards ldentifving 2 specitic market segment and
serving the customers in that segment better than the competition Hecause of
construction’s large number of sub-sectors this method has oflen been used by fivms
in the scarch for competitive advantage. As Nezowr of @l (2000) noted, "there are
2eneric activities in each category {of construction), but invelvement in a parucuiar
sub-scctor only consclidites the competence of the firm i handling projects 1 rhat
sub-sector”, Focus can narrow down 1o very specifie sub-sectors of the construction
imdustry.  Bechtel, for example, dominates the figld of nuclear reactor construction
clobally, MW, Kellogg s the worid leader i constructien for the ammoma
production feld and Luninus Crest in ethylene production technology (Ngowt e¢f af |
2000). South Aftican holding company Aveng's stated strategy 1o become a globally
competitive constiuction-related griup relies on acquisitions in specific niche areas
where adding specific skitls tounds off their products and services and building

world class capabiity in ughtly defined nicbe markets (Aveng, 2000).

As a result of focus strategy, firms acquire such a base of shills as to ofter complete
services m the specific field of spectalisarion. Methods of project delivery that wouid
suit such firms are design and buid and it variants, develop and eonstruct, build-
operate-transter, build-own-operate-transter,  build-cwn-manage, package deal,

turnkey and develop and construct syslems,

Using Evach's (1997:201) defininen of marker scgmentation as the “identification of
specific groups or seuments of customers who respond differently e other groups to
competitive strategies” the vanous project delivery systems can be seen as separatle
markets for construction compames. [Design and build, management contracting.

construction management and design and manage attract different types of customers



and require different production skills (Mastermar, 1992} A strategy that involves
specialising 11 a project delivery system 13 » focus competitive strategy, with the

system as the market.

Differentiation

Dutferentiation involves the creation of umque features in products or services that
the firm uses to attract customers and can charge a premiom for Branding is the
ditferentiation. method cof cheice in consumer goods and manufacturing industries,
but 1ts application 1n consincction 1s limited as the nature of the product does not lend
sell to distinctions between producers. There is litle evidence in the construction
industry that contractors make any efior: to differentiate themselves from their
competition {Preece and Khalil, 2000), Only in houscbuilding can branding be
applied and that i3 supposted by proprietary designs or building technologies. Using
service and guality to establish a strategic position involves providing or specialising
in such non-traditional services as site selection, feasibility  study,  design
engineering, procurement of materials and equipment, commissioning, stafl training
and post-construction  maintenance.  Similar to focus strategies, differentiation
requires a level of contrel over the process of construction that can best be provided
by the design and owild genera of project delivery systems. A company stratesy that
calls for diflerentiating products or scrvices may therefore lead it to alternative

praject delivery systems.

As strategic vapiqiions

A market penetration strategy will result in the contracting firm maintuining its usual
ousiness practices, geographic arcus of cperation and type of client. This strategy
allows the predonunant project delivery systemy, usually the traditional in most
cconomics, to eatrench itself as the system most used by contractors Market
development and product development strategies tey 1o break out of existing markets,
which may have the eflect of encouraging the delivery of projects using different
methods. This is especially sa siace clients and their consultunts have a large say
the success of market development strutegies and there is 2 general shift in developed

economies towards altemative project delivery systems. Developing murkets and



products additionaily require the creation and implementation of strategies and the
acquirmg of contrel over production rescurces. The paradigm shitt this requires of
the contractor is suffictent to move i from a taker of markets and conditions to an
entreprencunal creator of conditions. The move to control more of the supply chain
{as per Cox and Thompson, (1998} steers firms towards a more integrated delivery

systen.

I'he same arguments can te extended to diversification, resionalisaton  and
internationalisation -by moving into different markers a firm opens itself w new
ileas and practices prevalent in those markets and seeks greater controd over is

markets

4.6 Conclusion

‘This chapter iooked at the nature and organisation of the construction industry,
strategy as it pertains to consiruction and strategy as It pertains to project defivery
svstermns. It has set the tone for the survey of the construction industry in South
Africa, and wil! help define the questions that have to be answered in order to

determine o construction companics use project delivery systems as strategy.



CHAPTER 5

THE RESEARCH METIIODOLOGY

5.1 Introduction

Thiz chapter starts with desgrbing the factors thal nlormed the choice of
methodolegy. [t then describes the reasons behind selecting the particular tvpe of
survey used and the factors taken into consideration when designing data collection
methods, linally the choice of the area covered and the actual exccution of the

surveyv are discussed.

5.2  Tactors dictating choice of methodology

Rescarch has been defined as the systematic obscrvation of (social) life for the
purpese of finding and understanding patterns among what 15 observed {Babhie,
1995}, Tt 15 concerned with the inguiry 1nto Situstions to provide the necessary
krowledge [or application in decision-making. Rescarch can be constderad to be a
vovage of discovery; and what, ([ anything, s discovered depends upon the pattemns
and techriques of searching, the location and subgest nutenal mvestipated, and the

analysis carricd out (Fellows and Liu, 1997),

5.2.1 Qualilative or quantifative research?

Research can be classified as “qualitative or quantative, pure or applied, or
conceptual or eopirical (Heolt, 19981 In the quantitative approach the study of
related literature and theory vields precise aims and objectives with hypotheses o be
tested in what may be lermed a scientilic and empirical approach. Cenjecture ard
refutation may be adopted (Walker, 1597} A qualitative approach has un exploration
ol the study undertaken without prior formulations, the objective heing to pain
understanding and collect informanion and duta such that theorics may emerge. As

can be seen, the gqualitative approach is a precursor to guantitative approach and
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where the body of knowledge s not well established, and room exists for the
tdevelopment of theones then a qualitanve rather than a guantitative approach would
be more appropriate (Fellows and Tiw, 1997}, A third method, triangulation, urilises a

combination of qualitative and guantitalive approaches

Cluaantitanve clata | Chaaditative dats
1
Analysis and Analvsis, testing?
testing ;
‘ v
‘ Theaory and ¥
TibeTaatsre :
el Hezults Results [patterns
[Drevious irelasionships) e
recsarchl Pl A
‘ Crpasationfexplanation [discussion)

I

Insights and |

inferences

l

Concluzions and
recommendations

Ficure 3.1 Triangulation of qualitative and quantitative data

Source: Fellows and Liu (1997}

Walker (1997) saw the major issues detennining the cse ol quantitative or gualilative
research a3 the variables involved and the relationships between them, Qualirative

approaches were also seen as open to verification and adopuon by others.

Pure research is carried out fur its own sake, 15 mainly theoreiical, associated with
conceptual igsues and relies on qualitative research. Applied research, on the other

hand, 1= empivical, and ts intended to have industal or commercial application.

Led
L



Conceptual reszacch is theeretical and aimed at develeping a concept or idea [L s
usually based on qualitative formation, Empirical research has its basis in nomerical

data and experimentation, is ob’ective and implies quantitative data.

This survey according to the aims and objectives laid cut in Chapter | oand 1he
preceding sections was identified a3 a triangulsted, conceptual research. 1t is ao applied
as opposed o pure research, because the results of the study can be to desian efTective

project delivery system atrategies for construction companizss.
5.2.2 The data

The data dictates the research methodology. Tlos basic rule, stated by Leedy (1935),

umiplies that for every research a different methodology o combination of

mcthodolegies will be most zffective, Leedy identificd four principal data tvpes,

hterary, normative survey, analyrical survey and expertmantal data, and supggesred

four research methodologies to deal with these data types. These wers:

=« The historicad method - sulted w data of a literary or documentary nature,

¢  The descriptive survey - for nermuative survey, or chservable, data,

o The analvtical survey methed — appropriate for quantitative data

»  The cxperimental method — best used for data derived from experimental
situations

These are general and broad methods; other suggested categones are action rescarch,

case and Beld study research, correlational research, descriptive survey, dzvelopmental

research, cansal-comparative method, historicsl research and the quasi-experimental

and exparimental methods.

To achieve the aims of this stady it was seen best to use differznt types of data
quantitative data and lterary or documentary data. Using a combination of
mcthodologics was thus seen as ideal. Literary dats was collected through a hiteralure
survay, but the man methedelogy of this rescarch was the deserniplive survey, as

deseribed by Leedy (89930
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5.2.3  Positivist or naturalistic rescarch?

Tao ¢learly communicate the study, the rescarcher must have a clear understanding of
the bagis of cpistemclogy used and allow that lo direct the methods used,
Epistemology can be either positvist, where knowladge is substantive and can be
passed on lrom one person to another, ar naturalist, where knowledge is assumed to
be subjective and only understoed with reference to Individual’s frame of mind.
Naturalistic research drives towards a methedology where the rescarcher 15 involved
as an active participant, whereas the objective approach of positivism directs the

rescarcher to the identification ol causal relationships,

Dainty, Bagithole and Neale (2000) summed up the arguments for and against
ralionalist and interpretative methodologies in construction management research and
suggested a grounded theory approach using gualitative software packages as a
viable oplion. Green (1994) argued that research ignored the validity of naturalistic
mguiry and reflected the positivism of functionalistic society. This means Lhat
research methodelogies adopted tended Lo establish causal relationships from a
distance rather than the active participation of the researcher in the study. Socio-
technical problems, amongst which the problems [acing the construction industry tall,
do not have a single coreect solution rcengmised and accepted by all alfected.
Fusthermeore, the perception and importance of problems will vary depending on the
investicator, and different interpretations will be even more marked in construction
wilh its divided and hierarchical struciure and tradition of adversarial rclationships.
Fmphasis on one or the cther of the epistemaiogical assumptions meany that those
aspects of a problem that erther canmol be measured or are outside the range of

pereeption of the rescarcher are ignored,

The difficulty n taking an acuve part in this research arose [rom Ume and cost
Brnitations, Lthe desire for secrecy by the patticipating companics and the slowdown in
the local econonmy necessitating mimmal stall" on ali projects, This research therefore
assumied a4 positvist approach, with stuictured questionnaires followed by scmi-
structured interviews where the perceptions of the respondents wers given welght, A
lechmical systeens approach, as opposed to a soft-systems approach, was used Lo

compare project delivery, following McDeimatt (1999),
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%3 The methodoelogy

5.3.1 Literature survey

A thorough hiterature survey was carried out in the fields of project delivery systems,
strategy and strategy tn construction. The feld of |lHerature narrowed down
considerably when 1t came 1o linking project delivery systems o strategy in

consirg L.

5.3.2 Structured questionnaire survey

Holt {1998} identified nine methedolomes available for researchers i the built
cnviromment. These were: process observation, process measutemaenl, open question
survey, structured survey, unstructured interview, structured interview. symbolic
cxperiments, physical experiments and mathematical models. Based on the previousty
discussed factors dictating choice of methodology, the best method for carrying out the
survey was decided upon as a structured questionnaire. This has advantages of a wide
geographic spread and munimum cost and tdme imphcations, Despite the desirability of
structured mterviews, they are expensive to admimster over a wide area as they

invelve travelling and upkeep costs, and involve a large investment of time,

The designed guestionnatez had all the three classes of data defined by Halt (1998},
ordinal, neminal and interval. To encourage response to the questionnaires respondents
wole not required Lo identify themselves and were assured that the findings were w be
used for research purpeses enly, However, as an incentive they were given the option

e do so if they wished and were assured of a copy of the research [indings on reguest,

A mix of open-ended and multipte choice questions were used and an effort way made
to cosure a fTew i the questions so as to shorten the apparent time taken in {tlling them
in. As the questionnaire had over 30 guestions they were renumbered wilh some
hroken dewn inte sub-sections of others, This gives the Impression of fower questions,

which in fUrn encourages respunses,



Three types of questions were asked of the respondents; general information about the
company; questions relaling w company strategy and questions relating to the project

defivery systems used by the company.

5.4  Thesample

A list of contractors was compiled from the membemship directory of the Master
Builders Association (MBA)Y in the Western Cape and from the South Afmcan
Federation of Cral Engineering Contractors (SAFCEC) membership list of all South
Africa. The MBA claims its 137 construction company members (they also admit
specialised construction companies, matenials supplicrs, manufacturers and consultants
10 their membership) handle 70% of the construction work in the Cape Peninsula and
craploy 2 similar percentage of the otal bullding industry workforce. Approximately
50% of the civil engineering contractors In Souih Afoca are members of SAFCEC and
60 of these st therr region as the Western Cape, There was some overlap hetween the
lists of the two organisations. The populaunon of construction companies sampled was
[e7. Thue survey covered firms of all sizes including the small cnterprises as they are

cosidered 10 make significant ceonomic contribution to the economy.

To ensure a maximum response, the member companies of the two organisations in the
Western Cape were first surveyed by welephone. This was done ro find out whether {1
they were atill actively in the construction business and (i) whether they wure
amenable to filling 10 and retuming a questionnaire on stralegy and project defivery
systerms in construction, They were prinmised results of the survey when complete. Out
of the 166 contacted companics, 9 wure out of business or in the process of closing
down. Thirteen fimmns could not be contacted. either because the telephone lines were
out of order, constantly diverted to answuring machines or simply not being answered,
Seventeen declined to take part in the survey, leaving 127 as the targcted companics
for this survey. Significantiy, afl of the 9 largest companies in the Westermn Cape and

1 (South Africa) agrecd to participate in the survey (Sce Table 5.3).



Considening that the largest 20 - 30% of the firms account for mere than 0% of the
output {DPW, 1998} the sample represents an estimated 50 - 60% of the formal

construction activity in the remon, which is substantial.

A frial run was undertaken using three contractors known to the rescarcher who kindiy
agreed to pive feedback oo the clanily, applicability and ‘user-friendliness® of the
questionnaire. Based on these results the questionnaire was reorpaniszd and amended
and the final guestionnaires sent out to the respondents with an explapatory letter and

stamped selt-addressed epvelope (o encourage respense.

5.5  The response
5.5.1 Total response

Out of the 127 questionnaires that were sept out, 31 were retumed filled in, with 2
questionnaire retumed marked “Retum to sender”™ and 94 pon-responses. This is a
return percentage of 24.41 percent, which for a questionnaire survey is considered
gowd. The better than usual respense is artributad to the calling of respondents o ask

tor their co-operation before carrving out the survey.

5.5.2  V¥alidity of response

Are the respondents representative of the population, or is there likely o be a

difference hetween the rvpes of firms responding apd the non-respondents?

The possibility of respondents ditfering from non-respondents was minimised by
uwsing a randomby chosen sample representing a wide range of the population.
However, the following groups will likely be under-represented:

o [ntommal contractors

«  Emurging conlractors.
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These two groups have different organisational structures and do not necessarily
operate in the same markets, and to best investtgate strategy m such companies a

study should be designed specifically for them,

The Western Cape 15 the second largest province in terms of economic activities,
accounting for 20-28% of formal construction activity in 1999-2000 (BIFSA, 20014,
The type of building work camed out here (s simjlar to the other provinces (3ureay
for Lconomie Research, 2001) and by :mphcation the survey results will be
characteristic of the situation in the rest of South Africa,

5.5.3  Analysis of responses

The data collected from the survey was both qualitative and guantitative in nature, In
most cases where there were multiple variables being compared tables were used to
present the data, Where guantitative data needed 1o be analysed the Mann-Whitney
U and Wilcoxon lests werc found mest appropriate as they can be used on smail

sample sizes,

Statistical analyses were carried out using the Statistica software package.
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CHAPTER 6

THE RESULTS OF THE SURVEY AND DATA ANALYSIS

| Introduction

The results of the guestionnaire survey are presented m this chapter and any relevant
conclusions drewn. The results of hypatheses testing using the Mann-Whitney test
ere given. The chapter also summerises data from the literature review and the

guesiionnaire survey and uses that daa to determine the veracity of the hypotheses,

6.2 . Results of the survey

COaestion L, YWhat type of construction work docs vour firin chiefly undertake at
present {i.e., civil enginecring work, repair and maintenance, residential, housing

schemes, ece)?

Light af the respondents undertook buildiog as well as civil enginesring work, Twoe
stated they undertook civil works only. Twenty-one of the respondents were building
contractors, underteking @ wide warety of projects including gencral contracring,
residential construction, factorics, schools, luxury housing, alterations and sdditions,

smiall offices, hatel refurbishments and housing schemes.

Table 6.1 Tjr'p[‘. of construction work undertaken

g w
e e {v.’v{v:ﬁ}{}‘ ek o

g E“M"ov'éom-ofn Eﬁi’m; E 36
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Question 2. What type of construction did your firm chiefly uodertake in the

past?

Twelve of the firms had changed the type of work they undertoaok in the past One
moved from civil works to industnal building and mimor eivil, two climinated civil
works from their porttolie of projecss altogether, two moved from repair, renavation,
minor building works to generul construction, one included [ow cost housiag in their
new portfolio of projest undermaken and two deleted i1 Three {irms moved from
undertaking wark in speaific fields (industrial, commercial or residenal fields) to

general fields (butlding constnuction for two, large building prajects for the third).
Ome firm mndicated 1t did not heve a specific construction type undertaken o the past
but wag at present carrying out industrial and commercial work Nineteen firms

undertook the same tyvpes of work in the past as in the present.

Tahle 6.2 Movement between murkel seclors

Marketseetor  : Enieringstetor | Exiting secrar | No change
.ﬁﬁ].FﬂﬁﬂEEﬁﬂﬁﬁﬁrks: 3 :
Indastvial 3 : -
Repairs and Maintenance 5 L

Cow onhonsing. 0 |1 1

xxxxx 3 1 2

1 1 5

2 3

Fhﬁ'ﬁﬁ;ﬁﬁﬁ;g@em.' 1 2
Open castmining i

- TM{ P 7 7

Conclusion: The above table shows that there s considerable movement betweesn
market sectors, Construction companmes are mobile between sectors, and have even
diversified into mining. The rexson given by the [irm moving inlo mining was the

availanility and the aeed to meke full use of heavy earth moving equipment and

machinery.




Question 3, How long has your firm been in business?

The average time the firms had been in business was 42,7 years, with the oldest firm

[10 vears old and the youngest 7. The standard deviztion was 32.9 vears,

Conclusion. the firms responding to this survey were well established, given that

coaventional thought 15 that most companies il in their first five vears. There are

three possible reasons for this!

s eslablished companics have taken the time to join the associations from which the
participants 1n this study were tzken

+  firms must have good “track records’ before these associations will accept them

s citablished companies find it casier to tzke time out to respond to requests for

information.
Question 4. In which secters do vou mainly operate, public, private sectors or
both?
Mineteen contractars worked in beth public and private sectors while 12 worked in the

private sector enly. Mone did exclusively public sectar work,

(Question 5. What is the size of your firm, in terms of annuoal turnover?

Table 6.3 Size of firms

T respondedts 1
: - % : {_}
5 la
£ 19
11 5
Q9 24

“‘%emuse r:.-f rn;'.-unchng STTOrs |]lL total percentage is not equal to 1

144



Conclusion: the firms responding to this survey were on average large companies, This

mayv be due to:

o large compames bave taken the time o juin lhe associations (rom which the
participants n this study were taken

» large compamies find #t easier to take tume out 1o responds to requests for
informaton.

This also indicates that the findings will be representative of the construction industey

Question 6. How would you characterise your profitability as a percentage of

turnover?

Table 6.4 Profitabilicy of lirms as a percentage of turnover

UG Peccentags®
2 G
2 a9
& B
5 G
fﬁaﬁhﬂ (ﬂm ‘5'5?'}... i 0 0

*Because of rounding errors the tﬂtd| percantdge 15 not equal to 100

Sixty-nine per cent of the tirms indicared they had declared moderate profits of | Lo

%0, and 19% brake even (1 to -1%s). Only 6% declared either high profits (over 5%) ar

2

loases (over -3%). There was no relationship between size of Hrm and profitability.
Conclusion: the results are as expected as the constructian industry has been described

as an induslry where profit marging are usually night, with margins mostly in the 1 o

3% range.
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(Question 7a. How did you get work in the past and at present, through...

Table 6.5 Methods of getting work

1 COmMN : 100 23 5 -19
fmim»mmwmvmnﬂ‘m“m i i) 27 7 213
Negotiation 24 04 29 o 0
m{aéﬂy &e:vk{bﬂfieait 19 Al 17 is 3

14 13 14 L2 H]
: : i (7 1 ? 3
;athm*mg§°’°"’°° imqmsgmhm' 0 " E u 9
: s operate, nmmﬁmmeimhahm}
Other: having a special technology 5 0 v 3 i

Eigh[y—f}ne per cent of the respondents professed to use open competitive tenders,
down from t00% in the past. Mepctiation 15 presently the most commoenly used
selling practice, being used by 94% of the respondents. This Ligure is unchanged
from the past.  Other selling systems identified Dy the respondents themselves
include unsolicited proposals {1 respondent — 3%3); having a special technelogy (3%},
build cperate transfer (3OT) (3%} private finance ininatives (PELY (3%, and design
buntd finance operate (DBFO; (3%

Change In s2ing methoos

Mo, of firms

@ L.
o
'f.\&d:}
&
S
03 _
& |EIr the past
ﬁd‘ = !E.-'-'kt prasent

Figure 6.1 Changes m selling methods
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Hther: unso cied proposals

B Cther (50T, DEFQ, PF:

% i e past % at present
Seilling methods O Cther; specialiechnalogy

Figure 6.2 Changes in selling methods

Conclusion: there is g general shifi from the more traditional tendering svstems

where the firms were takers’ of the markets 1owards methods requiring iniative

[rom the contractor. Open and invited lendering and negotiation require that firms
wail to be offered a charce to compete, while seli-instigated negotiation, property
development and umsolicited proposals require the construction firm to take the
initiative in sourcing work. BOYL, PFI and DBFO alse call for inittative from the

firm. Using a special techrology can full in either of the two categorics.

Questicn 7h. Which of these methods do you prefer?

Table 6.6 Preferred methods of gerting work

L

“Oper competitive tenders 5
*The percentages do nol add up o 160 bccause some respnndtma indiguled they praferred more than

ane method.
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The preferred method for 8 1% of the respondents was negotiation. Open competitive
P & p P

tennders were the least popular method, having no preponents.

Canclusion: while most of the respondents preferred necetiation it was not the most
cornmonly used method, indicating that they snll did not have the discretion to use
the type of method they would most like. The overwhelming preference is for
methods that reduce competition and give the firms a measure of say in determining

the nature and conditions of their work.

Question Tc. Why do you preler this method?

|, Negotiation: those whao preferted negotiation gave the following as reasons for
thelr preference:
{a) the contract is conducted in a mare harmonious manner
{b) more chance of achieving taracted profit
{c) it aives the best deal to both parties
() fairer price and no “cowboy’ contractars
{e) up-front involvement, early identification of risk
(1) closer contact with client, input inta design, larger profita
(g} offers opportunity to innovate and benelit therefrom
(h) better rteletionstup  and  consequently  better owerall delivery  to
requirements with associated high quality

(1) compeiitive tenders drive prices ( and presumably, profits) down

2. Thaose who preferred invited compentive tenders identified
{4) competing against reputable companies
(b) up-tfront involvement, early identification of nsk
{c) closer contact with client, input inte design, larger profits than with
competitive tenders
{d} sensible margins
{e) the contract i3 conducted in a mere harmonicus manner
() more chance of achieving targeted profit

as their reasons for preference.
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3. Self-instigated negonation adherents cited their reasons as
{a} up-front mvolvement
{b) early idenufication of risk
{c) closer contact with client
(d) 1put inte design
fe) lurger profits

(£} senzible margins.

4. The advantages of propenty development were seen as:
(a) up-front invelvement
(b} carly ideatiheation of risk

{c} control of the project and prices

5. Having a special technelogy was advantageous because it was seen as resulting

i1 “sensible marging”

6. Using BOT, PFI's and DBFO had the advantages to their exponents of avoidance

af disputes and single point responsibility.

Conclusion: most of these demonstrate a Lrened loward the application of sound
management and business principles. There 15 a renewed emphasis on customer
satisiaction and the ecrsuring of better buyer-seller relationships. There s also a
strong drive to escape the pressures of competition, which is secn a3 causing low

margins.

Question 8, s there someone in vour firm with the specific responsibility of

charting the Arm’s stratepy {please give job title)?

Six of the firms (19%) did nol have a person 1n charge of strategy, while 23 (81%)
did. Of the 25, two named the management team, and three named the board of
directors. Four gave the managing director, four the conunercial director. two the
procurcment director, and two a combination of chief exccutive officer, managing

director and spectal projects manager as the persons in charge of strategy, The area

144



director (2 respondents) and a combination ol varous executive officers were also
named. The chiel executive afficer was responaible o strategy according to six of

the respandents.

The larger the firm the mere the Fkelihood thar they will have a person specifically
charged wnth straregy Furzhermore, the top level of management plays a lurger role

in strategy formulation n larger firms, as shown in Tuble 57

Table 6.7 Straregy formulators by tirm size

ﬁﬁiﬁﬁf@““fi,‘ es/Manay ;
ldirectorfChiel executive i
%mﬂeruﬁf*ﬁr&n@umﬁ 7 g TN { ] 7
0 0 I 3 0 4
s — ;
|

Conclusion: the cxistence of a person specifically responsible for charnng strategy
shows the impertance the firm attaches ta strategic tormulation and 1mplementation.
Such persons should ideally be in management positions, as can be seen from the
responses, The indicarions are that large companies have strategy-making apparalus
m place at the higher company levels, wihile the smaller firms formulate their
strategy at the ‘rock fuce’. Some possible causes o smaller firms are a lack of
qualified perscnnel and rescurces and less of a perceived reason as there is less at

risk (smaller irms will undersake smaller value projects) and less to gain.



Question 9. Docs your firm have 4 mission statement, or a statement of strategic
intent declaring its aspirations uand desired direction? . If 50, we would he

arateful if yvou would attach a copy.

Eighteen respondents {38%5) had a mission statement, which four attached or quoted,
while 13 {42%) did not. According to one response, the mission statement could not

be distributed. as it was a confidential document

Conclusion: the existence of a4 nmussion statement 15 an indication that strategy
formulation has ocenrred in the firm, and to a sericus extent, In this case 58% of the
compaties can be said to have taken sigmificant strategy formulation measures.
Reinforeing the findings of the previous question, the larger the firm the mare likely
it is 10 have a mission statement and the greater the depth to which thinking about the

firm’s strategy can be said to have oceurred,

Table 6.8 Existence of 2 mission statement by firm size

Question 10a. Does vour firm haye any formal written husiness striategy?

Seventcen (35%) had a formal written business strategy, while 14 (45%) did not

These corresponded exactiy to those whe did or did not have 4 mission statcment.
Concluston: All the frms that had a mission statement had 3 formal, written business

strategy, The existence of [ormal wrillen business strategy thus underscores the

extent to which strateey formulation has cccurred in the firm. The two companies
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eaming hich {over 3%) profits both acknowledsed they had a misston statement hut

both refused to drvulge them, which may be sigtificant!

Question 10b. Doees your firm have any strategy specifically for seeking work?

Seventeen (55%) had a strategy for seeking waork, while 14 (45%94%) did not. Out of the
17 respondents who bad a formal, wiitten business strategy {Question 10a) 13 (77%)

also had a strategy n place specifically tor seeking work,

Conclusion: These responses indicate that there 15 effort pur in by the firms to

develop strategies across the whole gamut of company activities.

Question 11, On a scale of one to ten, how imporiant would you rafe having a
formal busitess strategy lor a consiruction company (1 being not important, 10

being extremely important)?

Twelve rated having a formal business strategy as very important (10), two rated it
not important at all (13 wth the rest lving m between. The average rating of the
respondents was 7.5, 64% of the respondents rate the imponance between 6 to 10
and 36 % vate it between @ and 5. Interestingly, [ive of the respondents (16%) who
had formal strategies in place rated having a strategy as not important {4 score of four
or lower), and nine of the respondents (29%) who did not have formal seategies in

place rated having a stratcay as impoertam (a score of 6 o higher),

Table 6.9 lmportance of strategy

3 »";- Aofop 87 el SEo4 3kl L
wl 2] el 2 of 4 3] 2 of 2
32| 6.5] 19| 65| o 53] 1] | o] 63

Conclusion; respondents perceive having a formal business strategy a3 impostant 10 a

CONStUCton Company.
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Looking al the dara in relation to company size, it can be scen Lhat larger firms see

havicg a lormal strategy as more important than smaller firms do.

Table 6.10 Importance nl'stmteg}' uc-:::m]ing tio firm size

: "'_:Avemge r"l[mg

2. C'C'
TET
G20
0.67
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Question 12a. Which, if any, sectors in construction have vou decided o focus

upon?

All respondeats had dentitied areas 10 construction in which they had decided to
tocus upon. For |9 of them this coincided with the areas 1 which they were
presentty undermaking construction, while for 12, the areas of curreat busincss
(Chuestion 1) and secters of focus were ditterent. The industrial acd conwnercial
scctar was the most often quoted, with 12 firms indicating it was their preferred

focus area.

Table 6.11 Construction seclors focused on

iE-‘u.-w--vE:agic:._ IH :iE“.WvEM EH. “:‘x 3 i i
mgn”“ ““’:i" ”nsﬁt” °’:|‘i:i”’”‘ SIS
Emmn enwnt:

Question 12k, Which, if any. sectors in construction have vou decided not fo

enter?

30 respondents identified sectors in which Lhey had decided not te enter while cne

did rot. Low cost housing was the sector identified by most (11} as undesirable.



Table 6.12 Construetion seclors avolded

Seetoryavoided L Nooolrespondents | "9
Laow cost housing 11 37
Public sector T 5 26
- Open competitive Biddine 4 12
CResidentialc e i) 4 |4
Civibwarks Sriinei 7 4
“Reinforeed concrete structures: ] 3

Conclusiors Lthe high aumber of respondents who have identified sectors
construction. where they will or wall nol operale suggesls Lhal the companies
implement focus sirategies, whether by desigr or by default, Low cost housing’s
unpopularity could be attnbuted o negative expeniences of 4 number of companies ig

the early 19905,

Cruestion 13a. What would you consider o be your main competitive advantage

that enables you to seenre projects in your chosen sector?

Table 6.13 Sovrces of competitive advantage leading to the 5ccu1'ing of work

Comperitive advaneage | Typenf | Noof | *%
i e UM T e : - ostrategy o | -espundeuts
_Etpﬂneuwd and £l{::!l|:¢! hum:m Fesaurees S Production 12 40
Qu:unt} ﬂfsnmrk arsemm sl s U Produdtion/ 10 33
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Rﬂ!lﬂhl[lﬂy an{i‘dehmry getime o e B Production i M)
Competitive price/low: ﬁmrheadr serasiiialeiiatn il Cost leadership 1 15
sGﬂm.E plnnt sl.mi technulﬂg_{ Snimnal s 8] Deaduetian 4 13
i o differentiation
1 ‘EE:tWﬂrkﬁ mﬂ; aJl atakeh-;rm_crﬂ;‘clannnsmlﬂ vmh cea] Markering 4 13
L!I{'.'ﬂtﬂ fh g bl The 3R AR RN AR 1 s } .'

_Good mapagement .~ S ] Production ] %
Puttmg chcnt ne;:ds ﬁrst Sacwma o e Marketing/ 1 7
Tio i e | differentiation
Iuc-hﬂusndestgn ot e e e ] Tocus’ 2 %
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project. f'rmm:mg‘ St ] differentiution
ety 0 n . | Marketing/ : ?
SR & preducticn

*The pereentages do not add up 1o 100 because same respondents lsied niore Mian one o
compelitive sdvantags
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Responses 1o this question were summansed and categonsed for ease of analvsis.
The most commen pereeived sourees of competilive advantage wore the possession
of 'Experienced and skilled human resousces” and ‘Quality of work or service’
‘Reliabiiity and delivery on ume’, "Competitive priceflow overheads’, "CGood plant
and technology’ and "Newwoeks wath all stakehoiders/refationships with clients’

{relationslup marketing) were also popular,

Conclusion: Production siralegies Lhal emphasise improving the product and client
safisfaction with the product predomunate. The fums atlempt to outperform the
competition through belter preducts, differenuation, marketing, and focus stratcgics.

Ta a minor degeee cost leadership strategies are usead

Question 13b, What would you consider yvour main competitive advantage is that

enables you carry out projects profitabdy?

Tabie 6.14 Sources of competitive advantage leading to profitahility

Bl rt’é."‘]]ﬂi!i!i‘.ﬂ
: | T L | Precocticn 12 34
Eﬁﬂmf &ﬂgmtﬁmmﬁmﬁéﬁntml il | Preducticn 14 32
* 'ﬁfar}m‘&s i | Cost leadueslip £ 15
ring i | Cost leadurship £ 13
Hikitaann e Frodosiions 4 13
cifferentiarin
Freos o i
| Markeing 2 4
A Producicsn’ ? 4
o] foous
| Produclion/ 2 &
dilfveentating
| Liffsresnuation 2 it
Procuctin i i
Cost lzadership 1 3
Frous | 3

*The percencages do not udd up o 100 because many respeidents Hsted more than one maian
wonpefidres advaniage




“Experienced and skilled human resaurces’ and *Geod organisation and site contral’
are the dominant competitive strategics vsed o carry out projects profitably.
Competitive price/Low overbeads and “Strong batance sheet, low gearing” were also

rated highly

Conclusion: Production and cost [eadership strategies are stressed in an attempt
increase prolitability. This shows that the main mfluence on profitabiliy is still scen
as costs, lowering which will resu't in better profits, Differentialion, focus and

marketing stratczics are uscd o a lesser degree.

Question 14, Have vou used any of the Following strategies at some point in your

firm’s history? 1l so, please indicate when this was?

Tahble 6.15 Number of respondents ranked according fo strategy used in the past
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Tauble 6.16 Number of respondents ranked according to strategy used at present
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Table 6.17 Number of respondents ranked according to preferred future
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The most popular strategies overall can be seen to be

e Offering unigue construction services

« Producing al a lower cost relative to competiters

« Producing medium price, higher-than-average quality work

¢ Doeveloping new markets, clients ar services

The least popular stralegies were

+ Producing tow price, ordimary quality work

= Retrenchment or divestment

= Securing work at low mareins then exploiting contract loopholes

s  DMlergers

The data is processed further in Figure 5.6, which shows how tae strutegies used
have changed with time. Offering wnigue consiruction services, "producing medinm
price’, ‘higher-than-cverage quality work’, ‘Wrategic aflianeesijoint ventures’ and
‘erering regional or international mariesrs” are all swategtes that have increased
from past to present and are expected to be used to the same degree in future. Though
their use his not vet declined at present tess of producing af a lower cost relative to
competitors’ will be used 1t [uture gnd more ol "developing new markcets, clients ar
services' “Producing Figh guality, igh cost work' and  Cdiversifying ing other

industries " have both declined from the past.
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Oifering unique consUuction services

L

b Producing at a lower cost relative to compatitors

C Producing medium price, higher-than-average quality work

d Develeping new markets. clients or semyices

£ Froducing high quality. high cost work

r Strategic alliances! Jemmt venlures

£ Focusing om a specifiic markel, chenl or seclor

h Entering regional of intermational markels

[ Haorizoatal integraticn: acquiring firms of similar size, markets oo services
] Securing work at low murgins then expledling contmet locpholes
k Vertical integration; acquiring firms up or down 1he supply chain
| Mhiversifying inte other indosires

m Retrenchmeant o1 divesiment

f Mergers

0 Froducing low price, ordinary quality work

Figure 6.3 Changes in strategies used

Conclusion: strategies that cafl for product ditferentiation and the development of
new marketls are most popular at the present and firms intend to use these mare in

future,
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Question 15, Please ranle your primary indicator of business suceess, from 1

(highest) to 3 {fowest)

Respondents answered the guestion in two ditferent ways. Twenty-scven sanked the
indicators from | (highest) to 5 (lowest) giving cach a unique rating while four others
ruted them soch thal the rating was gencral and each indicalor could have Lhe same
rating, As the first grovp had more respundents and answered in the way onginally

mtended, their version was the one analvsed,

Profit before tax was the mast papular indicator of business success, followed by net
turnover, customer satistaction, cash lows, work volume and others in that order
Uther indicators were identilied as employee retention rate, share price movement,
pmdﬁctlvity improvement, repeal business, dividend per share and crder backleg, all

by one respordent each.

Table 6,18 Primary indicators of business success

1 Arerage pug Nty [Numiber of respondents |
P 5 FEr ﬁg 23 3 fi 1
i = Iﬂg ﬁsf
P‘rﬁf&‘"ﬁéﬁaw . 0
‘Customer satisfaction 392 3
Cashflows = 28 2 -
Net turnoves 37 o 7
Wﬁﬂi?&]ﬁﬁiﬁv 4.2 i 0
Odhet: 00 =0 7 :

The indicaters of success were Lhe same over the range of company sizes as seen in

Table 6.19. which shaws the most popular indicator for the calegory of company.
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Table 6.19 Primary indicators ol business success according to company size

Up to T million [T = 16 million:: : [10°- 50 million: 150 < 200 million' - |Owver 200 millisn
il Prafit befare tax Profit before tax Profit before tax Froft before tax
(a1 Customer el tznover Mer hmever MNet fnnver
sattsfaceion

i MNEt tumover CinstoTaer Coilstolmer Customer
sansficiod slizlactian satisficlion

ni Work volume Cash flows Cash flows Cash flows

i Cash flows Wik volume Work vl Caher

i Cither Cither CMher Waork volume

Question 16, How would you rate your knowledge of the following project

delivery systems {Ranked 25 1 = dor’t know, 5 = very knnowledgeable)

The number of respondents is given below indicating the level of knowledge they

had about a particular delivery system,

Table 6.20 Knowledge of pruject delivery sysrems

Ajl respondents claimed to have very good knowledge about the traditional project
delivery system, which is to be expected. A comespondence analysis of the data shows
very gaod knowledge of the waditional and destgn and bulld methods, good and
satisfactory wvalues for design and manage and conswuction management; poor

knowledge of management contracting and parmnering and very poor knowledge of
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build-operate-transfer. These also comespond to the most recent delivery systems

developed, which may account tor the poor knowledge of them,

In general, the larger the company the better its knowledge of all systems. This is
Ulustrated in Table 6 21, which compares knowledge of dehivery systems with the

sice of firms.

Table 6.21 Knowledge of delivery systems by turnover

1050 s
i .m;]ﬁﬁ“-:-”:- =1 illi
5
43 :
|
32 333 417 376
4 F5k ) As it SEe
| |
28 2 | e | 112
| :
14 2 | 43 1 163
TN, T a7 PR 318
1.49 138 445 i
|

Knowledoe of systems 1 rated from very good (3) through to very poar {1). To give
somie 1dea of the respondents’ dearee of knowledge of delivery swvstems, the rankings
were averaged for comparison purpases, though they are sirictly speaking ordinal
data and not interval data The higher the average rating the better the knowledge
reposted. Firms in the aver 200 million category conststently reported higher ratings
{better knowledge) of all systems than the rest of the calegores. Only the 10 - 30
million category broke the pattern, claiming better knowledge of most systems than

the 30 — 200 mtllion,
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Question 17, Have vou had ihe occasion to deliver a project using any of these
project delivery systems? If so, please indicate which omes, and roughly what

percentage of your workload they have accounted for in the past and at present?

Ail systerns had been used by at least one contractor in the past or at present, Of the 31
surveyed companies, twa did not 1ist the changes in the project delivery svstems they
had used or the percentages they guve were inconsistent, not adding up to 100, and so
were eliminated. The average percentages of worktoad that particular project delivery
qystems accounted for in the past and ar present are given below in rabular and chart

form.

Table 6.22 Project delivery systems used in the past and ut present

Project deli  Standard
Lighc Eodeviation
Traditionat: 31
‘Designand build 3
:Managemmttonfmtmg : £
Construction : ] 3 ! 4
‘management.
‘Design and manage { -2 3
: Bullct-ﬂpemtﬁvtradsfér 2 3 G fi
Pavtadeing i i 7 ' i

The traditionat project delivery system shows an average decline of 12 percent,
management contracting declined by one percent and design and manage by 2 percent,
while design and build, construction management, build-operate-transter  and

partnering all show inereases of ten, one, two and two per cent respectively

The Wilcoxon Signed Rank Test can also be used to test whether the use of each
praject delivery system has changed over time. The test 19 used as an alternative fo
the parametric t-test due to the small sample sizes and the apparent non-normality of

the data. Tt tests the mediuns of the samples and not the mean.

The following hypothesis was tested, for each project delivery svstem:

H;: The median of the pas: use of the system (a percentage) (s equal to the median of

the present use of the same system,



A significance level of p = .10 was used. A significance level (p-value) less than
(3,10 leads to a rejecuion of the null hypothess stated above and an acceptance of the
allernative: that the median past use percentage differs from the median present use
percentage t e, there has been a significant change (increase or decrease) in the use of

that parmicular delivery svstem, The resuits are as follows:

Table 6.23 Project delivery systems used in the past and at present - p-levels

[vmmmwéfx Svifem
and build past ¢

Bcﬂg.ni nndw Build presen O 0a062 1
Traditional past &
'I'l‘ndiﬁi“mﬁ.ﬁﬁt:ésélﬁ’& 11130073

Eia

|Canwﬁm -management past &

Construction mnmmf "reﬁent*‘w: 0 345238
0 351317

ﬁmﬁyﬂim{mﬁtiﬁﬂmg;pm&f : 0.89273%

Build-operate-transfer pust & o

|Bu|iﬂ»npﬁmtﬂ—imnsféi:ﬁi‘éﬁint #

Fart&ermgﬁast&

Bartnering present i *

¥ Povalue = 0 Only three cespondenty indicaled any use of the delivery svatein, god all recorded an
incredss in use from past 1o presenl, resalling in g very strong, bul weakly justiliable, conclusion of
sipmificant difference.

Design and butld shows sigmifican increase m use, while the use ol the traditional

project delivery system has decreased but not significantly.

Comparing the percentages of firms using particular delivery svstems by stze shows
that the largest category of companmes were the most likely to use aiternative delivery
m the past, and that tendency continues in the present. Again, companies in the 190 -
50 mililon turnover bracket are more progressive (and were in the past too) than

thase in the 50 — 200, million bracket.
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Table 6,24 Percentage of firms wsing pariicular delivery systems in the past

1) 40 40 40 0 I 5
130 66,7 333 33.3 16.7 0 2
100 634 1 4 i i B iy
284 B85S Ay Gl NEANT 333 ]

a3 A A% ]| K] L g
10 3a.d 253 273 f K o
{808 LG A5.0 07 333 667 336

Ar this point, those who had not used any debivery systems other than the traditional
were given the option of oot compleling the questionnaire as the rest of the questions
required exposure ta alternacve delivery, Six respondents (19%) did not complele
the rest of the gueshonnaire -- and the 25 remaining respendents (51%) formed the

new sample.
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Question 18, If you have used different project delivery systems from those in (he

past, what new skills did you need?

There were 23 responses to this question, which ranged from closer co-ordination
between consuliants and concractors, project management, risk evaloation, legal and
project finance, long term property finance, planning and negotiation skills o
ehinking more sbout the customer. Ten out of the 19 respondents thought they

needed new skills, nine did noet.

‘Table 6.26 Sklls requircd for new delivery syslems

Thmhngmum Hhmﬁt,ﬂm mm;:r
Lepilnd projectGosnee
Long term properly finanee

l’fﬂmw‘ﬁlhﬂﬁ&ﬁaﬁﬂndﬂlts W
Maghe: 00 o hg [ Por

S e | me pme | B B | L

Conclusion: This demoenserates that skills are being taken up by more than half of
those who turn to new project delivery systems  The skilis tn demand are
management skills (closer co-ordinatton between consultants and contractors, project
management, planning and necottatton skills) and professional skills (nsk evalusnion,
legal and project frnance, long term property tinance). “Thinking more sboue the
custuomer' picks up 2 thread running through this study, that of the need [or closer

contact beswesn the client and the customer.

Question 9. Do you see a trend towards the use of other project delivery systems
apart from the traditional? If s, what is ihe most significant cause of this tremd,

in your gpinion?

Five of the respondents (20%}) left this questton blank. Of the remainder, 16 [62%)

ehought there was & trend towards the use of other project delivery systems and [our
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(15%) did net. The generic reasons for changes in delivery systems are given below

(the number of respondents suggesting the reason is in brackets alonpside),

Table 6,27 Reasons for changes in delivery sysiems

Industry or traditional delevery 15 ct'ﬁmunt 45 1

th tJl:%'HF‘ !

and turnkey projects _ (3)
effectiveness. ﬁﬁaﬁaﬁﬁe:ﬁz detivery (8)

Tbe [l-ﬁ’.ti !prnuhlfmprﬁvataparfnemm' The prafussicnais will nol et go af the power bul
Igwemmem ‘to deliver infrastructure (5} Jthe number “n time wili change (1)
Stﬂapﬁ:ﬁ‘ the ﬂﬂmﬁ.iﬂhtﬂi:ty {i‘f e

Ine?l'ﬁ;mnem amon
mﬁwmnatsﬂ}

T\:mg abusiﬁmg-agrﬁmtﬂ.t.ihm %
development opportunity (1)

Conclusion: Some of the reasons sugoested idenlilied areas 10 which contractors
could influence change in delivery {the need for public-private pannerships with
government to deliver infrastructure, private sectors’ ability to structure and leverage
finance, tying a pullding agreement into a development opportutiity). Stopping the
claims mentality, the customer's need for cost certainty and the (nerecase in the use of
design and buiid, BOT and tumkey projects due to their cost effectiveness end

speedy delivery work towards improving customer satisfacuon.

Question 20, What is the most significant effect of this trend, in your opinion?

Four (16%) respondents left this guestzon blank. 01 the 21 (84%) who replied the

following are their opinions.



Table 6.28 Significant effect of changes in delivery systems

0. of respondents
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The reasons advanced can be divided inlo three broad groups:

« changes in relaticnships in the industry (less adversanal structure, betrer industry
HNAZE, €aster Project COmnUINicarions);

e changes in outputs {increased delivery ol mirastructuse, improved buildability
when contractar 15 brouasht on board early, increased risk and expenditure) and

o changes In strategies (restructunng of the constmuetion business, contractors

acquiye development skills).

Question 21. Yould you like to see project delivery systems other than the

traditional used more, and why?

One (15%) respondent left this quesiion blank, and according o another one, their
N was oo small for that 1o be an 1ssue” All the 23 (83%) who answered said
they would like to see slternutive project delivery systems used, and gave the

following as Lheir reasons.

Table 6.29 Reasons for using project delivery systems ather than the traditional
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These responsces, taken In comuneticn with those for the previous question, indicate
that construction firms see thewr industry as having deficiencics and that they need 1o
develop in a busingss sense. 1t afso shows that the cantractors had already set cut on

this path.

Qraestion 22, How would you rank them regarding their ability to generate profits

for the firm?

Table 6.30 Project delivery systems ranked accerding to ahility te generaie
profits

E 5 3 f
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A correspondence analysis of the responses indicates that design and buld s rated
very good by the respondents, build-uperate-transter and design and manage are scen
25 good for protils, constnucrion management and partnering is raled average and

traditional delivery poar,

The responses were consistent; when tested against question |7 the majonty of those
wha had rated a delivery system bad had reduced their usage of it, and those rating a
svilem good had used 1t more. Table 6.31 shows the number of firms whoe Tiked a
delivery system with reeard to its profit generation but were using 1t less (rest 1), and

those wha (id not like 2 delivery system but still continued to usc it (test 2).
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Table 6.31 Number of firms showing variance belween delivery system
preference and usage
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This shows that the majority of constraction firms were delivering using the system

they preferred.

(Question 23. How would you rank them regarding the financial risk they expose

the firm to?

Table 6.32 Projeet delivery systems ranked according to financial risk

Project defivery system |

A correspondence analysis shows that management contracting, design and manage
and design and build are seen as exposing the construction company to little financial
risk, build-operate-transfer, constructicn management and partnenng rate good 1o

average as o nsk exposure and traditional delivery rated as high risk.
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Theory dictatcs that the fsk in desien and innld devolves to the contractor in contrast
to the findings of this survey, In explanation, a respondent indicated that design and
builld gives the contractor leeway to control Inputs, process orgamsation and
programmes it such a way as w negate their concent of nsk, which ke equarcd to

uncertatnty.

Question 24, Do vou think alternative project delivery systems have advantages

over the tradinonal system? Give the most important, if any,

Eighteen (62%) answered the question while seven (38%0) left it blank. Those who
answered the guestion all {100%) indicated they saw alternative project delivery
systems as baving advantages over the tradivonal system. The quoted reasons were

as follows:

Table 6.33 Advantages of alterpative project delivery systems over the
traditional

%esm&eﬁtﬁ?

LY SR

[

el BET

ﬂﬂ#ﬁiﬁﬁﬁvﬁ#ﬁﬁ *I‘::*f”*; i

e iy

M@xsﬁmﬁﬁﬁmﬁbﬁaﬂmmaﬁmmm: L

—

(Question 25, In your opinion, ¢an the use of particular project delivery systeins be

a construction company strategy?
I'or 20 (80%) respondent the answer o the above question was ves while five {20%0}

were of the epinion that they could not. The respondentts who did not see project

delivery svstems as strategies saw them as techaical racher than husiness 1ssues and
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did not see how the two were connected.  Those who did quoted exampies of
companies {Neil Muller Construction, Granbuild) as pioneers who had succeeded by
having delivery a8 a comerstone of their strategy. In additdon, if a given system could
generate or kick-start a project then it could be used as a strategy, Twa respondents

identified partnering as the method of the future.

6.3  Tesling the hypoibeses

The following hypotheses were tested i the research,

6.3.1 Hypothesis |
Changes in projeci delivery systems have resulted in changes in the competitive
strategies of censtruction companics.

Keyvariables

Changes 1n project delivery systems (question 17), changes n the competitive

strategies (question 14)

Hypothesis testivg using the Mann-Whitney (est

The Mann-Whitney test was performed on cach of the 15 strategies in question 14, For
each strategy, respondents were divided into two groups according e whether they
changed their use of the particular strategy (n question Le., either stopped or started
using it, or whether they conninued in their same usage pattern i.¢., continued o use or

not to use. The sizes of the groupings are given for cach strategy below:
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Table 6.34 Results of the Mann-Whitney test on queatmﬂ L4

31

4

wvfz:;r; 23 b
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14 12

2 1
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-] 23

Stratcpics

. Producing at a lower ¢ost relative to competitors

2. Securing work at low margins then expleiting contract loopholes
3. Producing tow price, ordinary quality waork

4. Produwing medium price, higher-than-average quality work

3 Producing high quality, high cost work

6, Oflernng unigue COLSIUCHAN 5erviCes

7 Focusing on o specific market, client or sector

8. Developing new markels, elients or services

9 Horizontal integration: acquiring tirms of similar size, markets or services

10 Vertical integration’ aequiring firms up or dowa the supply chain

1. Dversifying mta other industries

| 2. Entering regional or international markets

13, Surategic alliances! Joint venrures

11 Mergers

1% Retrenchment or divesiment

The ‘wal’ row aggregares all the 135 stratemes into one, 1w elfecl ndicating those
companies that have changed any of the 15 sirategies and those companies who have

changed e

Lor cach group, the mean difference i usage of each project defivery system was
calculated. The Mann-Whilney Test was then used o test the fnblowing mull

hvpothesis, tor each project delivery system:
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Hy: The mean difference in the usage of the particular project delivery system in
questinn is the same between the two population groups, that s, those that have

changed their use of a strategy and those that nave not.

ff hypothesis 1 1s true and changey i strategy are accompanicd by changes in the way

projects are defivercd, then one would expect the mean diflerences ta be difterent.

A significance level of p=0.05 was used, such that one rejects the pull hvpethesis and
concludes that the mean differences are different bepween the two groups, and
theretowe that a change in that strategy would cause a change in the usage of the
particular projece delivery systems in question. Fhe resolts are given below for strategy

2 {"Securing wark at low marging then cxploiting contract loopholes’):

Table 6.35 Results of the Mann-Whiiney tesd on strategy 2

Managenent Contr
[Construction Manase
iesion & Manage
Build-Operate-Transfer
Partiinngy R

Significant p-values are italicised The results kere indicate those who changed their
use of *Securing work at low margins then exploinng contract lnophales’ corresponded
to those with significantly different changes m the use of the following preject delivery
system; Management Construction, Constroction Management, Design & Build,
Build-Operate-Transter and Partnering. This change may e either way, that is, an
incredase in the strategy’s usage may be accompanied by an increase or decrease in the

delivery system’s vsage.

A summary of all Mann-Whitney tests performed on each of the 15 strategies iy
indicated below. For each project delivery system, a value of one 1s assigned where a

significant p-value was present.



Table 6.36 Resulis of the Mann-Whitney rest on all strategies

The reselts show that shifis 1o using design and build, construction management.
design and manage and, to a lesser extent, the management contractig project delivery
systems resulted in changzes in the competitive strategies of companies. Those delivery
systems least influencing change n stratesies are the waditional acd, to a pregler

extent, build-operate-transfer and partnenng systems.

Sty of the questicneaire survey

The responses from the survey also indicate that contrectors are moving awey fTom
traditional reletionships and svstems towards a market-onented approsch with closer
chient relanonshipy and sound management and business practices (question 7a, 7b
and 7). This trend is accompenied by a shift towards greater wse of strategy and
strategic thinking in the construction organisetion. Twenty-three of the firms had
moved to chanoe their strategies in one way or another while only eight had not
Furthermaore, their preference for the alernative oroject delivery svstems vis-é-vis the
raditionz] can be seen from their responses to question 22 and 23, where the
vaditicnal system was seen 1o be the lowest rated on the criteria of profitability and
risk. Profits are the construction compacies prime concers {question 15), which may
account for the clear preference for altemative delivery that contractors show (guestion
24,

A key determinant as to whether menageent set strategy formally end what kinds of
stratouies were adopted was firm size, [t also influenced mission statement, knowleduge

and vse of delivery systems and their advantages and disadvatages.
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Stpamary of the Inerainre review

Chapter 3 defined strategy and its compenents and the crucial role strategy plays in
efining competitive advantage. Competitive advantage deterniines the success ar
failure of a firm according to its set objectives. The importance of strategy to a [irm
can be determined by the depth to which formulation and wmplementation is
undertaken. The cxistence of mission slatements is one gooad example of this. Models
of strarecy have been used to cxplain the behaviour of the industry, Straregy has thus

been shown impact upon the construction tndustry with all its unique characteristics,

Findings from chapter 2 showed that the construction industry in general and project
delivery sysiems in particular are rapidly changing to meet the challenpes of the new
induﬁry. Much of the mave towards the use of alternative project delvvery systerns
has been chent-driver, but construchion firms are also driving the use of project
defivery systems in ap attempl to get away from the competition and to provide

service that meets client nesds more eilectively.

Based an the |iterature in chapter 4, it car be secr that despite the umigus nature of the
construction industry, constructing firms have sturted adopting business principles and
practices found in other industries. Dulerences in the way the preduct is sold and
marketed selling and marketed mean that some rethinking of the way construction is
done is necessary befors such changes become widespread. This s already the case in
developad sconomics, particudarty the UK. The ditferent structure of the industry in
countries that did not ivhent the British systems results o different delivery system
mixes being used. Contractars are defining their focus arcas and markets in an atiempt

to Increase profitabiiity, as the examples have shown, led by the pioneenng lirms,

The adoprion of project delivery systems as a competitive strategy falls under a
differentiation focus approach, while for the most part consoruction companics
congentrate ol competing on cost. This is partly a result of the traditional structure of
the industry, which forces them o compete primarily on price. The firms desice to
ditferentiate their services and the strategies they intend to use most in lolore are

offering unigne construction services, producing higher-than-average quality work at a
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reasonable price and developng new markets, clients or semices. These are all best

done under the aegis of alternative delivery systems.

Based on the findings of this survey, Hypothesis | s therefore supported.

6.3.2 llypothesis 2

Changes in project delfivery systems have resulted in a shift to more direct selling

practices between construetion companies and their cusiomers.

Key variables

Changes in project delivery systems {guestion 17}, chanpes in the selling practices

{question 7a}

Hypotheses testing using the Mann-Whithe v test

The Mann-Whitney test (s perlormed on each of the 7 strategies in question {4, The
same process 15 applied as in the test of hypathesis 1. For each siralegy, respondents
are divided nfo two groups according to whether they changed their use of the
particular stratesy 11 question 1.e either stopped or started using it. or whether they
conlinued i1 their same usage pattern e continued to use or continued to net use. The

sizes of the groupings are given for each strategy below:

Table 6.37 Sizes of the groupings




Agai, the same process of applving Mann-Whitney tests of the mean changes in
delivery system usage between the twe groups was performed on each acquisition

strategy Onby the fianal summary is tabulared here:

Table 6.38 Summary of Mann-Whitney tests

ated |developmen
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1
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S E
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The results here indicate little wo support hypothesis 2. Changes in the traditional
project delivery system have resulted in changes in negetiation (according to the
survey Tesults an increase I Lhe use of segotation Similarly, increases in design and
build and management construction have been accompanied by an itcrease in
negotiation. Construction management and design and manage have both been gone
together with an increase in the use of property development. No project delivery
system 15 influenced by more than one acquisibon system, however and there is little
glse o supeest a conngction setween the two, Based on this sample, there is no

gvidence to suppart hypathesis 2 and it is therefore rejected.

6.3.3 Hypotheses 3

Construction companies use project delivery systems as strategies to achicve

compelilive advantage.

Key variables

Strategies used to achieve competitive advantage (question 13a, 13b}; strategies used

in the firm’s history (question 14), project delivery systems used (question 17).
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Formal stratcey s scen ds inereasingly important to construction companies and cach
company can e secn to implernent strategies somewhat, as indicated by the
appointment of senior managernent to be in charge of strategy. Strategics used range
from focus, differentiation, cost leadership and marketing strategies to production
strategies. Construction is heading towards better business practice ermphasising the
relationship belween Lhe buyer and the seller. The responses also show a realisation of
the need 1o get away from the competition. There s a definite shifl 1owards project
delivery systems requinng strategic input. These are forming the basls for pioncering
firms o compete, evidenced in the literature and fiems responses. Contraclors see
allernative systems as apenug up new markets and allowing them to deliver
previousty difficult to access markers (e.g public-private partnerships to deliver
infrastructure).  Further, they have the perceived desirabiiity of improving the
relationships between client, consultant and construction firm and can improve

cuslomer satistaction

Huypothesis 3 15 therelare supparted.
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CHAPTER 7

SUMMARY, CONCLUSIONS AND RECOMMENDATIONS

Tl Intraduction

This thesis was based on the premise that construction companies sesk competitive
advantags through strategy and that project delivery systems could be used as such
strafegics to achieve this advantage. The hiterature review provided insights on debvery
systems and strategies used in the comstruction industry. Further information was
sought through the use of a questionnaire survey, and hypotheses woere tested that
would show whether the premise of the survey was justitficd. On the basis of the survey

some corclusions are reached and recommendations suggested herein,

7.2 Conclusions

This study has indicated that changes in project delivery swstems resulted in changes i
the compelitive stratecgics of construction companics. This 1s more marked 1n scme
systems, design and build, construction management, design and manage and
management contracting, than in others. This 15 as would be expected frem the
literature review, What 13 surprising, however, 15 that build-operate-transfer (BOT) did
not seem to correspond to any significant changes m strategy, given the radical shitt in
business perspectives  tequircd  [ram  the conlractor. Partnering was also a0l
significantly infiucniced by strategy. Acconding to general perception, it simply
involves longer and closer relationships between parties in construction and nol 2
change in those relationships. The traditional system also had little effect on strategy

rut this was expected trom the literature review,
TResults from the testing of the hypotheses show that changes o aroject delivery
systems have nol resulted imoa shift to more diccet sclling practices between

construction companies and their custemers. Construction compantes and in
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particular those larger companies that ave narket leaders use project delivery systems
a5 strategies 0 achicve competitive advantage, pomanly by using spectal sets of

skills to compete in areas that others cannot {focused differentiation

7.3 Summary ol findings

A diverse group of companics was interviewed, undertaking a wide range of
comnstruction activities in both building and civil engineening industry sub-seclors. They
were generally large, wetl-esiablished and earning protits, though lower than in other

industries.

All comipanices that did civil enginesring work contracied with the public sector, which

is a5 expected given it is the biggest client for civil engincenng works.

There is 2 detinite shift away from the open competitive method of endening, and
indeed it is unpoputar with the respondents who blame it for minimising profits and
causing disputes in the confract as contractors iry to recoup costs. Contractor still try
and work within the framework of the fraditional, relationships, and more direct
selling mothods  like  sell-instigaied negotiaton, property  developmient  and

unsolicited proposals are not widely used,

Construction companies desire earlier involvement and closer contact with clienty,
but they are driven to this more by the desire to increase profits and drive up margins
than loftier ideals of betler product quality or delivery, In this regand up-front
involvement in the project and carly tdentification of wisk were scen as especially
helpfitl, This can be further be seen from the importance attached to profit before tax

an indicasor of buginess success, followed by customer satistaction.

The responses indicate that construction companies think it important to tormulate
implement strategics, but to a lesser degree than 15 found in the hterature. For
instance, all the companies had o tocus area of operation. This was not always
derived from a formal strategic evaluation, but in some instances by default. A wide

varicty of strategies was uscd by the companics The most popular strategics overall
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were those telating to securing advantaces based on cost. followed by those based o2

differcntiating the services offered on the basis of quality,

Project delivery systerms were seen as a method of achieving focused differentiation
and thus competitive advantage. This was more [ikely for laroer companies than
smaller companics, whose competitive advantages had more 0 do witk aroduction

efficiencies than any other cause.

Contractors have very good knowledee about the rraditional priject delivery system
and design and zuild but are latgely ignoranc about partnering, design atnd manage
and build-operate- transfer. While the use of these delivery svstems is becoming
more commuot in the dustey, they are not used enocgh for companics to become
familiar with them and to set aside competing using the traditional method which 18
for most of them their bread and butter. The fact that the respondents felt they
neaded fow skills to implement aew project delivery systems shows that ihere are
few orgamsational barmers (o uwsing them, for example skills and manpower

[imitaticns,

There was 4 penerally enthustastic response to the mtroduction of altermnative project
delivery svstems bul the tespondents appeaared to think it was cut of thetr hands as w
which svstern to use. A lesy adversarial structure, restructuring of the construction
business and & better industry imape were seen as the more significant effect of
chanees 1n delivery systenis. Better prodit and innovate opportunincs fir contractons,
more hermoniows contractual relationships and the chance of better workloads are
somic of the miore imiportaznt perceived advantages of using alternative project
delivery systens. Alternative priject delivery systems are secn as providing better
profit-making opportutiities and less risk than the raditional project delivery svstem,

and desiatt and ouild 5 especially highly rated.

In the respondents’ opinion project delivery systems could be used as a construction

company strategy, bul valy a munority of the companics had actuelly done so.



7.4 Questions arising from the methodology, data

Were the nght companies chasen for research on the questions?

While the majortty of construction firms are defenders of existing status guo and adopt
reactive stances too changes in the industry, there are lirmy that have taken proactive
artitudes to change their markel sitoation and, by cxtension, that of the industry, The
literature suggests that these dre the tyvpes of companies that chanpe industeies. In that
case, & survey of such companics may give berter indications as 1o the direction ol the
industry,

Was the samiple representative encugh to enable inferences tw be drawn?

The sample haid the disadvantage duc to study limitations, of being small. Because of
thiz, dircetions and inferences were sougzht and not conclusive statements of fact. Tn
addition. the informal sector was not tracked. This scetor may possibly reapond

ditterently to such a study.

I3 South Atrica’s construction industry reprosentative of the industey universaily?
There are no indicatiops n any lterature that South Africa’s imdustry diftores
sigmficantly form others capectally those in the commonwealth that have been under

Bnush inlluence. Conclusions reached here should be s universally applicable,

7.5 Recommendations

7.5.1 it 1s recommendzd thal conatruction companies adopt morte figorous stratepic
tormulation, implementation and review measures to ke full advantages of
chanees in the industry and shitts in the balanes of power between the plavers
in the construction contract. This will help them explore all of the available
opportunittes mn the cconemy and help in their provision of preducts and
services, This will also help open up upportunittes for the construction

companics regionally and globally,
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T.5.6

Construction companies should alse improve on their knowledge of project

delivery systems s0 a5 to help them better carer for client needs.

Alernative praject delivery systems should be used more often by clients,
comsultants and construction companies as o a number ol areas they prove

superior 1o the traditonal system in service provision.

The perception of construction as being a ‘unique industry” should give way
Lo the use of tools techniques and attirudes that have developed in othe

industries and give customer satislaction.

As an area for further study, continues appraisal of the firms should be
undertaken to see if there are observable trends in the stralegies and project
delivery systems used as economic situations change. A follow-up survey of
this nalure would be useful n tracking changes in the industry and how
compamies ace coping, and would give indication as to which stratepies are
suceesstud in ereating value both for the construction companies and for the

clients of the industry.

Informal contractors and cmerging contractors have not been part of this
study, and it would be grounds for a similar study specifically designed wath

strategy, delivery and the informal/emerging contractors in mind.

A further interesting area of study would how cach specific project delivery
svstem influences the strategies in construction companies who construct
using it. Does it give the company the leeway to fnally decide how it gets o
produce construction, or does the company still have lo rely on the clients and
consu!lants in the industry o decide how 1L will produce? What effects do
these project delivery systems have on profits, quality and characleristics of
products, value chains in the industry, and the industry in peneral? Wili
construction finally carch up with the other mnovative indusicies or will it
stll lag betnnd 1o provision ol customer satisfaction? This thesis hopes to

hawve highlighted some of the issues that would help answer these guestions.
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APPENDIX A: QUESTIONNAIRE USED FOR COMPANY INTERVIEWS

ASURVLEY OF THE ROLE OF PROJECTE DELIVERY SYSTEMS 1IN
CONSTRUCTION COMPANY STRATEGY

QUESTIONNAIRE

In cotnplermg this quesoonnaire youwall be conTibuting, to rescarch amel pour tiene s oo
apprecitcd. The wlormanon collected wall be rreated in confidence and will be used solels
1 vonneetion with research o esmblish the vole of project delivery spstetas e consmuction
COMIANY STELTepy.

Would vou ke to receive the resalts of this suovey? Yow il soo [

IF s please give your mame amd oldress:

NOTES 10 EXPLAIN THE TERMS LSEDIN THILS QUESTIONNAIRE:

“Project delivery sestems™  ncans the organisational armogemant used 1o design and consiruct a building
o vl engnezring project. Tt o wsed inferchaneeably wath, houghon preleronse e, buddiog procureocn
SvEtoIms,

“1'raditional project delivery system™ b ammmpgement by wlnch tie client commessions adzapenden
coultants w filly design i project afler which sootractors are iovited to ender. e suesesshis 1endere
contracts with the cheot and cirmes ot e weck mnder e superision ol the consolwis,

Shresipn aned bild™; e contracting compay 15 selely responsible o e design and construction ol the
project.

“*Wlanagement contracting®;  (he contrachng conpany is enployed early wn tha desizm staga to provicde
conslmeizon maEneeinent sxpenense. and laer cmplows and manages the contractors who s out the
swctoal worle nrcten, ibe anagzment conirazier sopaid a o2 plos the actal cest of construclion

“Cnmstretion mpnapenient”™: e constection magesr manaees te conraclors who cany oot the acmal
work 111 comjumetion with the coosubiants, bin e ez insanee the contract 1s betwaen the works conmuctors
] e client, not the constmetion manager and 1 cliant.

“Design and manage™ e desiem and mansger is o contrsaed o desien e works and supenise (e
consractian et the aotuab work 15 carmsd ool by works Sommcors.

“Build-operate-transfer™:  sionilar w design and iald bui (s contmgior operates U Facilits after
constuction fora speafic poriod of e befoos duning 0 over o e clicor 'The contractor is cxpoected
renmburse Wimsal by 2oy from opemtiog e Facilic.

“Pavtperine™; g long-lern oaundlioent beiween e contmcior and the client amed at achiesing
constmction objeottves by widmising the tnundacies. between ihe two organisacions.
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A, Company Background - Questions seck to classify your fivm in terms of construction activities
& sive

1y what tvpe af constriction work does vour (o chiefly undenake at presenr (2., civil engineering warl
labsonar snbconmacting, repair s inaintenamee, residential, housisg schemes, g7

2 What type ol construction dic your firm chiefly undertake i the st

31 Huw loog las your finm been m business?
43 lowhecl sectors dovou mamly operatc!

public [ Private L] Ralh i
5y What is the size of voor [ i ens of anmg ] umves?

Up e Doiltion 1= 10 mitlion 10— 0 millkan S0 2wbmallion  Ower 2000 million
[ L] [ (.1 L]

61 How woubtd you charmatarise vour profitability as apercentage of tornover?

High profit Moderate profic Rreak-cven Modeale loss iligh loss
{over 3% (1 1 3%%0) (1 o =1%) (-1 1g -3%0) [oncr -3%5)
Ll [] ] [] L]

B. Straterny - These questions relate to your firm’s stratesies

1 () Bow cdid wou zot work in the past and at present, through

It the past Al present

Cipen competitive [emders [} ]
Trvitedd conapetinee loneders L] bl
Megotiation [ L]
Self-insti gated 1m2eotiatian L] L]
Property development [0 |
Ciher (specify) L] Ll

(b Which ol these methods do von preler”

(o) Why o you preler o?

#1 s there someone in your firme with O specilic respansibi ity of chanting the finw’s stategy iplese give
Job ttley? . o

41 Docs your fen Invee a mission stitcinent, or g slatemeld ol siearegic intane declamng its aspirations amnd
dlesived direction? I 5o, we would be prdelal U vone would adach a copy,
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(18]

1}

12)

13}

14

(a) Dhocs your lion beve aoy Toemal weillen business strategy?

Om a scule of one 1o len, Twwy nnportant wonld yon mite loving a foroal business sisicey for a
constiuctian sompkay (one ot nel tnporiao, 10 being exiremely wipooant)?

Lag) Wlich, iy, seclors v constmaction hase you decidad 10 Tocus upon!

(bl Which, any, sectors in constmaction lere sonn decided nol 1o enler?

(i) W wamled vou consider (o be your nzin compaiitive advantage that enables veu o secwre projects
m your chosca secion?

(b} Wl woukd v gousidel vour iain contpettive advantame is el cnables you camy oul projects
profitabh?

Harve vou wsd, on o yoo miersd 1@ use, one or more of the fllowing strategies in lhe pust. present. ot in
futnre? If =o. plense indicile when s was?

Strsiepy Tnthepast  Atpesent In future
Producing at a tower cosl relative 1o cunpetilon C [ I
Securing work o low omargins 1hen explotiting O C
contract Inepholes

Praducing low price. ordivany gualily work I 0 0
Producing medinm price, ngher-Ihin-inenige "] ] ]
quality work

Procucing high qualiey, high cost work O | ]
{Micring weigue constiEction ervices i 0 ]
Foeusimg on o specific market clwent or sectar ] | |
Developing new nurkels, clicals o soivices ] O |:|
[Torizontl inlegriion, acguinog Hons

of stnikar sive, Inarkels o services | ] O
Wearticil tnlesntliody agairinge s upor "] ]| O
o the supply chain

Diversilying ewo clher industries . U =
Lintering regional or mtenulional narkels O ] C
Strategie alliances’ Jou venres o O I
Merpets ] 0 |
Tatranchencnl or divestaesl O 0 18
Amy ol (plepse specily) C n n
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13) Please cank your privneay indicagor of business success [Ton 1 {nghest) Lo G Fowesl)

£,

Profit belore tax
et tumovier

Woork voetinme

Project delivery systems

Ciash flovys
Crustonmeer Salislactinn

her

The fullpwying guestions relate te your firm’s wse of projeet delivery systems a8 defined in the eover
notes

I6) Tlow would vou rate your knowledse of the [ ewing project deliveny sysiems

Project delivery system

Trcditizmat

Distun and ld
Mlanapement contrcting
o s lion anage el
Desion and nunage
Build-operate-imnsiee

Partnering

Runk {1 = don’t know, 3 = very knowledgeabled

Hanve vou had the occasion to deliver a project using auvy of these project delivery svstems? If sn. please
et which ones, and roughly what percentape of vour worldoad they have accounted for in the pas

and or present.
Project delivery system

Tradiliooel

Design and bueild
Ifanapeinent condmcting
ConSiction ImEnagemenl
Design and manaps
Build-operate-transfer

Parnering

% in Lhe past

%4 ar present

Il vou Rave not wsed any delivery sy stems other than the traditional, you need not complece the vest of
the guestinnnaire — please reown icwo me it is valoable to s as it is

181 10 s e wsed dallercn progect delvvery systens [too those inthe past, what new skills did sou necd?
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15

2

1)

24)

25)

Do vou see a wend towards the use of atlier project delivery svsiems apar rom e rachticwd? 1 sa.
what is the maost sigiifcan cause of this trend, 1w your opinmion?

Wit is the most sigrficant effect of tus tend, i your ofingon?

Would you Jike o see project dobivery systeans ol than the frditiooal ssed mono. and wly?

Hiwy wonlod von samk e reggrding their gl 1o genenie profits for e fum?
Project delivery system Rank {1 = vory poor. § = yvery good)
Traditienal

Thzsipn and brild ..

Adanagement contmcting

Conslrchon managemeod
Desion and manags

RBuild-operite-translor

Partnering

FHow would vou rank them regarding the financial nsk they expose the finn to?
Project delivery system Rank (1= very high, 3 = very low)
Traditonal

Desien and build

hlanagement conbiaciuns
Coustouclion management
Desigm and managee
Build-operate-transfer

Purnening

e you thunk altemative project delivery svstems have advantages over the taditonal sysiem? Giye the
mast impartant. if awy

Lo yeur opimen. can he use of paricular project delivery systeins be a construction compy sinugey?
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APPENDIX B-COVERING LETTER TO CONSTRUCTION CONMPANIES NOT
CONTACTED

24" |une 20061

ATt
whddress1s
widdiesss
wlastal Ceodis
al il yn

Ao o annuce

Drear Sir

RE: RESEARCH INTO CONSTRUCTION INDUSTRY BUSINISS STRATEGIES
AND PROJECT DELIVERY SYSTLMS

| write to request your particypation o 4 researci project thar i desipned o discover how
business is changing in the consiructinn contracting bugingss.

The results of the survey will be wseful 1o particpants in the constructon industey i general
and voursclyes m particular as they will help idennfy current mends and ophimal practice in
South African constictian.

I thus vepard, Ewvould greatly appreciate it it you woudd seree to parocipate by answering 2
fowe questions that are oftered in the artached guestionmare. “The informaiion collected i 1he
survey will be treared i the sticrest sonfidencr and will not be prven aut o any other party
whatsoever. T bave atrached a stamped selfaddressed envelope for vour convetence, and
woulkd be gtad o furish o with the results of the survey (F vou so deswe,

| bk Forsard o hestrings front vou.

T|‘nm|~:mg L 11T AICIpALEON,

Yours taithfuily,

{ieorge Mburhia

Enclosure (1)
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APPENDIX C— COVERING LETTER TO CONTACTED CONSTRUCTION
COMPANIES

24 fune 24001
al mpany
wAddrese s
e vddrras2e
wlPostl Codes
-:-:Cﬂ}fd

Attention: sl otk

LJear Sar

RESHARCH QUESTIONNAIRE -5TRATEGY AND PROJECT DELIVERY
SYSTEMS IN CONSTRUCTION

Thatk you somuch For apreeing ro help wath this research project.

I bave attached rthe shorr questionnare and it should nat mke move than ren minues of your
tirme to complete. The results of the sursey will be wsenul to participants i the construcnon
mdustey i genersl and yourselves i particular as they wall belp sdenafy current troseds and

practices that help consmucnion companics 10 survive n these Lesting mmes.

The indermanon collected i the survey wili be treated 1a the smerest confidence and ne
pachcipant will be wdenotied e the resultant tindmes. I have allached a stamped selt-
addressed envelope for your coovenence, and would be glad ro furnish you with rhe resuis
of the survey 1F vou st desire.

I ook fireand 1o hearing from vou
Thanking you i antcipaton.

Yours farhtully,

George Mbuthia

Foclosure (1)

201



APPENDIX D - CORRESPONDENCE ANALYSIS OF THE DATA
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