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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
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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).

17



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.
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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.

30




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

58



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).
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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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