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Preface 

This book is aimed at students, graduates, and practitioners in all fields of the built 
environment. 

The secund edition has been subject tu a cunsiderable overhaul from the pub- 
lication of tlie first edition in 1991. At that time the constriaction industry was in the 
midst of a severe recession and construction corporations were actively considering 
strategic issues. The professions were starting to emerge as inultidisciplinary 
practices with which clients were encouraged to haw ‘one stop shop’ relations. 
Since the first edition the construction world has changed and the context of the 
second edition is one of an industry with a burgeoning workload and yet with very 
small profit margins. The time between the editions have provided tlie construction 
industry with new challenges which drive the industry - the Latham and Egan 
reports have spurred the industry to perform better and these pivotal reports have 
accelerated the evolution of the industry. As part of this renaissance of the industry, 
clients became more powerful and better informed, and more knowledgeable about 
commissioning, owning and operating their buildings. As a response constructors 
and the professions in the industry have had to act strategically rather than 
opportunistically. These changes have engendered a new vocabulary, and part- 
nering, strategic alliances, supply chain management, lean construction and so on 
have all been part of the agenda of change. In this volume the authors have sought 
to explain the strategic importance of these issues by bringing together ideas from 
the wnrld of economics, marketing, management, pulieicv and business to serve the 
iiinking of strategy in construction firms and the associated professions. 

The authors have attempted to cover a number of important themes in the book. 
To this end it differentiates strategic management practice appropriate for con- 
tractors from professional practices, and also offers insights from theory and how 
this may be applied in practice. In a world shrunk by rapid communications con- 
struction organisations have also moved into being international organisations and 
a new chapter has been added on international strategy. This has been com- 
plemented by a chapter on marketing that has demonstrated how marketing can 
contribute to the strategic planning of construction organisations. 

Meeting the challenges given to the construction industry will require the man- 
ager of today and tomorrow to think strategically about the future directions of 
their organisations. We hope that this book makes a contribution to this thinking. 

Acknowledgement 
Thc authors would like to acknowledge thc coiitributioii of many pcoplc in tlw 
production of this book. In particular the work of \/farialme t lalforty i n  producing 
the material from the authors’, often scribbled, drafts. The work of Polly Dyne Steel 
in serving as our editor has made a powerful impact upon the presentation and 
layout of the book. For their efforts and others we are grateful. 

The authors are indebted to the project team on the Glasgow Science Centre, in 
particular Carillion, for allowing the use of the photograph in the cover of the book. 



Introduction 

At a meeting of the International Strategic Management Society in 1996 the 
audience w a s  presented with some alarming data from American business. I n  
tcn ycars 40% of thc toy 500 firms had disappcarcd; 60% of thc top 500 firnis of 
1970 had been acquired or liquidated. In the Dow Jones index of 1900 only one 
of the top twelve companies remained in the top echelon - General Electric. The 
situation in Europe is largely similar. I3ot.com companies temporarily dis- 
placed well established firms in the F E E  index with alarming regularity for a 
short space in time. In the construction industry the level of turbulence is even 
greater. Household names of the industry, Wimpey, Tarmac, Higgs and Hill, 
Trafaigar House - firms that led the way in the post-war reconstruction of 
Britain and indeed much of the commonwealth - have disappeared to be 
replaced by trans-European companies. The message of these shifts is that 
management in dynamic industries such as construction need to view their 
strategy in il more considered and structured way than they may have done in 
the past, but inoreover agility in forming strategy with a requirement for their 
eyes to be on the horizon as well as the bottom line. 

'l'his strategic focus has been prompted by the sciisc of turbulence in tlic 
industry, with the UK Government and private clients seeking better perfor- 
mance of the industry. In turn the financial institutions have encouraged firms 
to think more strategically. One consequence of this is that firms have short 
term financial plans within a long term framework. This book seeks to syn- 
thesise the theoretical thinking that underpins strategic management and some 
of the techniques that managers may use to create strategic plans. 

In order to assist the practising manager and the scholar of strategic man- 
agement in construction the Second Edition has been broken down into four 
parts: 

Part A describes the industrial context of construction; 
a Part E focuses upon fundamcntal concepts of strategic managcmcnt; 
a Part C is dedicated to recording some applications of strategic management 

which may be useful to the practitioner; 
a Part D synthesises and summarises the ideas that have been presented in 

this book. 

The book starts with some introductory descriptions of the construction 
industry and the principal markets in which it operates. It discusses how the 
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total market for construction can be segmented into a series of overlapping sub- 
markets. The growth potential for each of these sub-markets is evaluated and it 
is noted that construction companies and consultants have increasingly 
specialised in one or two sub-markets. In settings where the firm is large 
enough to provide coverage across all sub-markets then it is likely to organise 
its operations such that parts of the firm are dedicated to doing particular types 
of work. The reasons for this are explored and may be summarised as being 
related to the development of particular competencies in a specific type of 
construction or handling particular types or sizes of projects. The analysis of 
the industry's markets is complemented by  a glance at the structure of the 
industry. Despite its ups and downs the sizc and scale of the industry arc 
impyessive. I t  is a Eh billion industry providing work for 1; inillion people, 
producing 7% of the UK's GDP. What has been remarkctble has been the extent 
of the repair and maintenance (R&M) market which now constitutes almost 
half of the workload. This huge amount of R&M goes some way to explain the 
structure of the industry. 'l'he large firms (over 1200 employees) are few in 
number and focus on the new build market - they only carry out 12% of the 
work. This R&M activity is the province of the small firms (1-7 employees) who 
populate the industry in great numbers. Small firms make up over 90% of all 
firms operating in the industry and large firms less than 1% of the total number. 
However large firins still undertake the lion's share of the construction 
workload. 

As the industry seeks to respond to the challenges of the Egan report, 
pressures from governinent and private cliei-tt to improve its time, cost, quality 
and safety performance, major restructuring of the industry seeins set to go 
ahead. Transnational take-overs, domestic mergers or asset swaps, manage- 
ment buyouts or Brought in Management Buy-Outs (BIMBOS) where existing 
managers are displaced before a management buy-out is undertaken, and the 
creation of one stop shop services, which include financing, designing, con- 
structing and managing a facility, will force industry pIayers to behave in a 
more proactive and strategic fashion and so replace the traditional reactive and 
ad hoc responses to changes in the business environment. 

The changing contours of the business environment for construction are 
discussed in Chapter 3. The key features of the changes are related to how the 
markets for construction are structured, how the price for construction work is 
determined and the nature of competitive rivalry in the industry. This com- 
pctitivc character is often played out i n  the context of the different services that 
firins offer. The business environment will shape not only the kind of projects a 
firm chooses to chase but also the procurement and coiitractual choices it offers 
cl ic nts. 

Analysing the business environment preordains a level of strategic thinking. 
The argument that strategic thinking in construction is not possible due to the 
turbulence of the construction market is challenged. Whilst it is recognised that 
long term strategic management is likely to be more difficult in a dynamic 
industry where demand is derived by the business futures of other industries 
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the chapter argues that the implied difficulties are there to be overcome. 
Chapter 4, the last of those providing the industrial context carries this ’can’t 
plan; won’t plan’ argument further by presenting a discussion of the generic 
strategies that are available to construction contractors and consultants. 
Strategic development for these organisations will depend upon the selected 
markets in which the firms seek to compete and whether the business model 
used by a firm is regarded as a service or a product. Design is clearly a service 
in which the product is largely intangible and is developed alongside the 
clients. In contrast speculative housebuilders are selling a product. (Although 
most new estates are ‘signed’ in such ci way to sell a lifestyle - a scruffy piece of 
contaminated land in a less desirable part of town is given an appellation such 
as ’Poachers Glen’, or ’Merryfield Grange’ or some such to signify to the pur- 
chasers, nay ’homeowners’, that they are buying a rural Arcadian lifestyk 
rather than a house.) 

The changing role of the professions Over the last twenty years is emphasised 
and the implications of the changing functions of architects and quantity sur- 
veyors in particular has ushered in an awareness of the necessity for strategic 
thinking and planning at the level of professional practice as well as the con- 
struction firm. 

Part B of the book spans Chapters 5, 6 and 7 and addresses the concepts of 
strategy when experienced by contractors and consultants (Chapter 5), how 
strategy is made (Chapter 6) and firms of operating in the international arena 
(Chapter 7) .  Chapter 5 aims to explain the role of corporate strategic manage- 
ment and differentiates strategy makiiig at a corporate centre from that of 
strategy applying to a business u n i t  within i~ larger corporation. Following a 
deconstruction of the levels of strategy the work expiores the financial factors 
which drive the development of strategy and the generic choices available to 
thc stratcgic planricr. Qucstioris of divcrsificatiori of product or servicc offcr- 
ings are discussed along with the appropriate structure to realise a chosen 
strategy. Shortly putl these can be divisionalised, regionalised or based around 
a holding company. Finally this chapter synthesises the ideas of strategy and 
structure by a discussion of how strategy is realised at what is called the 
’operational core’ of the construction firm - the place where foundations are 
dug, bricks get laid, etc. - the building site. 

But not only are contractors vitally interested in strategy; the consultants 
and professionals serving the industry have hecome more aware of their role 
as businesses. This concept of consultants as business organisations is rela- 
tively recent - certainly deregulation of the professions and the introduction 
of fees driven by competitive tendering sharpened the idea of consultants as 
businesses. Prior to dcrcgulatioii most coi~sulfaiits earned a good living by a 
system of fixed fees which escalated as the costs of construction increased 
with inflation on fluctuating contracts. Consultants barely recognised them- 
selves as business organisations - they were ’practices’ of architects, ’part- 
ners’ in the case of engineers and quantity surveyors (QSs), ’chambers’ of 
lawyers. As changes beset the industry/ these same ’practices’ sought to 
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change the way in which they did business. Chaotic responses to turbulent 
environments ensued. 

Many sought strategic alliances with contractors for design and build work, 
others spread the services that they offered. QSs saw conventional bill bashing 
die out as new procurement methods pervaded the industry, and they recon- 
structed themselves as project managers. Information Technology became a 
driver for change; practices with long traditions of the habit of 'dotting on' 
became dottingon.com! 

All of these changes meant that professional service companies had to 
emlmce a business culture in which competitive advantage had to be prised by 
liarncssing management tccliniqucs such as marketing and business planning, 
yet the professions have problems in presenting a unique selling point. The 
whole point of a profession is to even out standards of service to clients. Solving 
tlus conundrum is at the heart of strategy making for consultants. 

Who will seek to position themselves in spaces in the market in which they 
can compete? In the design fields this can be by competing for certain types of 
projects and gaining a reputation for wanting to own technically challenging 
problems with an innovative culture pervading the professional firm. It may be 
by being faster or more productive by the use of IT or better at marketing, 
which is usually relational marketing and is seldom done by advertising. 

The chapter goes on to report some pioneering work in relating the strategic 
groups to which the professions will belong. The largest contractors are hardly 
Iikely to be in competition with a local builder (and vice versa); professional 
firins can be grouped into competing clusters which may be defined by size, 
type of work, use of l'l ' ,  etc. 'I'hc discussions of the construction consultants 
leads on to the last subject of Part B, international strategy. Strategy in this 
territory will be important to contractors and consultants. 

Chapter 6 seeks to explain thc process of forming strategy. This part of the 
book sees construction as a global activity. Increasingly, the world is occupied 
by clients who seek to procure construction on a global basis. Neo-liberal trade 
regimes have promoted globalisation (and the protest against it) and the 
international construction industry has been greatly influenced as part of this 
process. 

In international construction the stakeholders needing to be satisfied will 
expand and this imposes fresh challenges on the strategy making process. 
Other international projects are joint ventures by design to spread risk or by 
cdict of the host country. This brings added complcxity in that strategies of two 
organisations have to be melded. But of principal importance will be the 
analysis of the business environment of the host country. Issues such as attitude 
to busincss, security of staff and of intcllcctual and tangible products, cultural 
norms, language, the competitive environment and the challenges of the 
physical world will all be features of the backcloth against which the strategy 
for operating in an international environment needs to be set. The first strategic 
decision is where to seek work? Attempting to anticipate future markets is a 
key aspect in international construction. Often the developing world is seen as 
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a potential market; these countries are seen to be stratifying. The poorer 
nations, predominantly in Africa, continue to rely on world funding for 
infrastructure development. World Bank policies impose a development model 
which insists upon private finance initiative or BOT type arrangements. In the 
second tier are the South American developing economics with growing 
political stability in the region which has enabled international investment 
which generates construction work but also creates the economic conditions for 
infrastructure development. 

I n  Asia some economics are rapidly developing and China, in particular is a 
vast construction site. Other tireds such as Indonesia must await calmer poli- 
tical waters before demand can be resurrected. 

Finaily tn Iiussia - one can only restate Churchiii’s [I] dictum that ’1 cannot 
forecast the actions of Iiussia. It is a ricidIr wrapped in mystery, inside an 
enigma.’ It still retains thus the potential for construction work when politically 
realisable. Perhaps the newly independent states of the Soviet block offer better 
prospects with greater security. 

Chapter 7, on international strategy, evaluates world markets and the pro- 
viders of construction services on the world stage. It presents strategic ques- 
tions as a process where decisions have to be taken about which country to 
work in. The main issues include politics, economics, culture, currency, etc. 
What level of project? The issues here include project size, cost and location, 
language, project administration systems, legal position, etc. 

What do we know of our competitive position, including gathering and 
evaluating data about the likely competition? In short the chapter reviews the 
factors, issues and criteria to be considered when formulatiiig a strategy for 
interim tionalisa tion. 

Part C narrows the discussion to such techniques a s  may be useful to the 
strategic planner. Chaptcr 8 identifies soinc structurcd mcthods for probing the 
future. In particular the use of expert surveys about the future - Delphi tech- 
niques - are described and examples of where they may be used are given. The 
limitations of the techniques with their tendency to be pessimistic in the short 
term but optimistic in the long term echo Gramsci’s 121 thought that it was 
necessary to have ’pessimism of the intellect but optimism of the will’. We 
optimistically see a bright future some distance away and our will draws us 
forward but we are gloomy in the short term because we can see the problems 
ahead. The Delphi teclinique is complemented by an explanation of how sce- 
nario planning may be applied to construction. Scenario planning started life at 
Iioyal Dutch Shell and was used to present alternative states of world trading. 
At the time of the Middle East oil crisis in the early 1970s Scliwarta [3], the chief 
strategist for the company, prcscntcd to the board scvcral altcrnativc scenarios 
based upon different stories about how the world may change with the oil 
price. The board of the company expressed interest in these stories and little 
happened. Schwartz realised that what he hadn’t told the directors is what 
these stories meant for the company. The lesson is that the scenario has to 
engage those touched by the possibility of certain outcomes happening. As can 
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be seen scenarios are not planning solutions but are multi-faceted ’devices for 
ordering one’s perceptions about alternative environments in which one’s 
perceptions about alternative environments in which one’s decision might be 
played out’ (Van der Heidjen) [4]. As such they are useful instruments for 
planners in turbulent industries such as construction. These two forecasting 
techniques are supported by a discussion of portfolio techniques - a mech- 
anism for risk spreading over business areas, markets and project type. 

The second chapter in Part C, Chapter 9, is dedicated to marketing and 
promotional strategies. It catalogues the various approaches to marketing 
including relational marketing, concepts of service quality and customer care. 
The chapter argues that the cult of the custorncr so warmly crnbraccd by 
companies that are perceived to be successful should be championed by cort- 
struction companies. It is suggested that customers be classified into key clients 
(respect orders received for this group), existing non-key clients, infrequent 
clients and potential clients where a business relationship is not in place. 

‘l’he marketing strategies need to be supported by activities which promote 
the company. In part this will engage the firm seeking to establish a ’brand’. 
This ’branding’ of construction companies is a difficult business especially for 
contractors; it is less so for well known designers. We all know a Frank Geary 
building or a Norman Foster marque. The design is the imprimatur of a style. 
The contractor has a less distinctive role, when a building is complete we can 
see the ‘brand’ of the designer but we cannot say that it is a Bovis building or a 
Taylor Woodrow or Laing Construction building. Branding for construction 
firins has now to come in other ways, through specialisation of the kind of 
services or project types tha t  are offered. Additionally it i s  perliaps untiinely 
that just as construction is becoining brand conscious, Naoini Klein’s 151 
polemic against branded corporations - ’No L o p ’  - is becoming influential 
amongst young people. 

The final part of the book seeks to synthesise the theory and the practice. It 
starts by an evaluation of an analysis of construction markets and how this 
impacts upon the business environment which surrounds the individual firm. 
The business environment in which a firm operates will shape the character- 
istics and nature of the firm, what products and services it brings to the selected 
markets. In turn the nature of the firm will influence the organisational archi- 
tecture, how groups or departments are clustered, how the skills of the firm are 
presented to clients, etc. These synibiotic factors: ‘environment’ and ‘structure’ 
prnvidc thc platform for stratcgy formulation and  thc chaptcr discusscs how, 
when and by whoin strategy is made. The work draws substantially upon the 
competitive advantage and strategic pIan schools of thought; it recognises that 
incrcmcntalist, and eniergent schools as well as thc powcr paradigm idca have 
parts to play in the making of strategy. 

The adopted strategy wiH inform marketing plans which in turn will shape 
workload opportunities. To make the most of these opportunities the resources 
have to be marshalled throughout the supply chain. 

Strategy in consultants is also presented and the business model for services 
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has been under flux for some time. In the same way that we buy our petrol from 
our grocers and some of our groceries from the petrol filling station, so con- 
struction clients have a bewildering array of providers for all kinds of con- 
struction services. QSs can provide project management, but so can architects 
and engineers. Architects can do complete design or be novated after concept 
design. Contractors provide the comprehensive design to maintenance service. 
These challenges in a deregulated, neo-liberal construction economy press the 
larger consultants into thinking about strategic issues in a way never experi- 
enced in earlier eras. 

Overall the authors’ aim has been to look at construction orgmisations m d  
thcir strategy in thc contcxt of the thcorics of organisational bchaviour, cco- 
nomics and management. These theories have been harnessed to the practical 
business of getting construction work doiie. 
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Construction and its business A environment 





Construction - an overview of the 2 market 

Strategic inanageinent of construction organisations has to take place within 
the context of the fortunes of the construction industry. As many researchers 
havc documcntcd (ITillcbrandt & Cannon 111, Shutt 121) onc of thc cnduring 
characteristics of the construction industry is its variability of demand. Taking 
one snapshot of the construction industry, in 1998 the orders received by 
contractors were 6% higher than in 1997. The DLTR recorded that between 1990 
and 1997 the industrial workload declined by 23% yet the years 1995-1998 
showed a growth in the same market of 18%. Looking at the same years in the 
commercial market the same volatility can be observed. Between 1990 and 199.3 
the volume of work in the commercial market fell by 68% and in the period 
1995-2998 it had grown by 43% 131. 

These examples of variability of demand in many ways shapes the nature of 
the industry and the firms which operate in  it. The first point to note is that the 
construction industry, unlike most others, is not a single industry but is made 
up of several different market areas. For purposes of classification it can be 
divided into four areas: 

BuiIding 
Civil engineering 
Repair and maintenance 
Materials manufacture. 

These may be sub-divided into separate market segments such that building is 
composed of housing, industrial and commercial markets. This fragmentation 
enables competition for work - even in boom times - to be sharp and the ease of 
entry into the industry and most sectors of the market stimulates this compe- 
tition. Moreover the products of the construction industry tend to be fairly 
homogeizeous in that the finished product cannot be visually identified as 
being the work of a particular builder (although this may not bc thc casc with 
designers). This ineans that, in theory, there is a uniform knowledge of the 
market and what competitors are doing in that market. However, in practice 
the industry inay be seen as a series of overlapping markets which define a 
particular service, and these markets may be divided by geography, size, type 
and complexity of work. Thus, put bluntly, there is no competition between a 
small repair and maintenance builder and a large national contractor; more 
subtly there are defined market areas for the large national contractors and 
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whilst they inay be capable of competing in a11 sectors of the industry, the 
strategic choices they make confine them to one or two major market areas. 
Similarly the small builder may make strategic choices but more often these are 
based upon location than type of work. 
So the construction industry may be broken down into several markets and 

this provides opportunities for constructors to focus activity or remain flexible 
to enable them to compete in all sectors. The question thus facing strategic 
planners is, what are the trends for each sector of the market? 

Industrial building 

The market for the industrial building sector was erratic m d  disappointing 
during the period 1990-1999. This volatility can be seen in Figure 2.1. Despite the 
recovery of the industrial market from 1993 to 1999 demand is approximately one 
third of the demand for commercial buildings over the same period. It is con- 
sidered that several factors seem to be shaping demand for industrial buildings. 

75 t 
70 I 
7990 1991 1992 1993 1994 1995 1996 1997 1998 1999 

Year 

Index of value of industrial work at current prices. Fig. 2.1 

One of the main factors for the decline in demand for industrial buildings 
during the period 1990-1993 was the erosion of the manufacturing base of 
Eritish industry and the change from being a country which exports manu- 
factured goods to one which imports such goods. Tncvitably thc decline in the 
demand for goods has had a subsequent effect 011 the manufacturing sector’s 
demand for industrial buildings. I Iowever, the increase in demand for 
industrial buildings between 1993 and 1998 may be attributed to the dramatic 
influx of foreign industrial companies investing in, and constructing, new 
production facilities in the United Kingdom. But, as the data from the housing 
and construction statistics, published by the DETR, shown in Table 2.1 reveal 
there was a sharp decline in industrial buiIding between 1991 and 1992 
although the sector recovered significantly between 1994 and 1999. JFC 141 
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Table 2.1 Value of Industrial building by buitding type 

Year f m  f m  Em 

Factories Warehouses All Industrial 

1988 
1989 
1990 
1991 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999 

2188 
2741 
2615 
2143 
1790 
1729 

2368 
2366 

I 948 

2498 
2638 
2690 

751 
902 

561 
509 
564 
626 
73 7 
803 

1024 
1197 
1292 

a76 

2763 
3425 
3394 
2622 
2234 
2208 
2489 
3008 
3119 
3491 

3926 
3801 

Source: Housing and Construction Statistics, The Stationery Office 

forecasts a slowing down of demand for industrial buildings with a marked 
decline in 1999. This may be attributed to the uncertainty in the business 
community about the U K s  position in respect of membership of the Euro and 
declining eiithusiasin for inward investment amongst hi-tech manufacturers. 

Corn rnercia I b uitd i ng 

There has been a marked change in the demand for commercial buildings in 
recent years. In the late eighties and early nineties there was a strong demand 
for cornmcrcial buildings from firms operating in the financial scrviccs scctor 
although demand in this sector began to wane between 1992 and 1993. Ho~7- 
ever, this sector appears to be recovering, with demand from peripheral 
financial services sector businesses, such as call centres, creating demand for 
commercial premises with a particular configuration. The growth in this sector 
of the economy reflects the changed economic demography: services increasing 
at the expense of manufacturing; financial capital driving out manufacturing 
capita1 with consequent changes in the shape of the labour force; service sector 
employment taking up the job losses from manufacturing. The commercial 
market has been dorninatcd by a need for buildings of high quality with space 
ai-td services provided for high technology office equipment. 

External technological developments and the requirements of building users 
havc thcrcforc sliapcd dcniand for thc products of the construction industry. 
Demand has been particularly strong in the offices sector of the commercial 
market and has focused upon new building, as exemplified in the emergence of 
the commercial 'mega-project'. Such projects have dominated the commercial 
construction scene during the 1980s, comprising approximately one-third of 
output. The future of such mega-projects is uncertain, sensitive as they are to 
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shifts in interest rates, political policies, continued demand for office space in 
the South East and new concerns about their social, cultural and economic 
sustainability . 

An alternative to the mega-project is the renovation and upgrading of offices 
built in the 1960s to meet new standards of space and comfort as well as pro- 
vision for new technology. Indeed this may represent a less risky investment, 
although orders for large-scale projects are often broken down into phases 
which enable developers to spread the risk element attached to a single large 
project. Despite the uncertainties of the future, the steady increase in com- 
mercial construction during the mid-to-I& nineties can be seen in Figure 2.2. 
Thc property booin of the cightics, which saw a peak of E l l  310111 in 1990, gavc 
way to a steady decline in the early nineties to a low of approximately E5131m 
in 1993. Growth in this sector has been pronounced in the period 1995-1998 
However, it would seem that the polarised extremes of the market in the 
eighties have given way to a more balanced demand with the forecast showing 
a very gradual growth. 
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Fig. 2.2 

The housing market 

In 1999 the market for the provision of new housing (both public and private) 
represented about 28% of total construction output by value. The proportion of 
housing value has fallen steadily since h e  early 1970s when it represented 
some 30?& of the value of all new work. This is, of course, a reflection of the 
changing pattern of demand, with the boom in commercial building depressing 
the proportion of housing. However, the trend has been for the total number of 
housing starts to remain relatively constant over the period 1990-1998. This 
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trend masks the real changes in the housing market. Total public sector housing 
starts in 1998 (30000) are virtually the same as those in 1986 but by 1998 the 
number of local authority houses started had collapsed to 482. 

Clearly there have been seismic changes in the housing market. Changes 
wrought by political doctrine asserting private provisions were to be preferred 
over public support. Moreover with the enactment of the Housing Act 1990 the 
role of local authorities in the provision of housing changed dramatically: this 
act has supplanted the role of the local authority as a housing provider with 
that of private landlords and housing associations. Table 2.2 shows that local 
authority housing starts have declined from 9000 in 1990 to approximi-itely 500 
in 1998 whcrcas housing association housing starts have incrcascd from 8 000 
in 1990 to a peak of 44 000 in 1443 but have declined to approximately 24 000 in 
1998. In contrast, private sector housing starts have remained relatively 
buoyant with a gradual increase from 137 000 in 1990 to 150 000 in 1999. 

Table 2.2 Housing starts and completions in Great Britain (OOOk)  

1990 1991 1992 1993 1994 t995 1996 1997 1998 1999 

Public sector 
Starts 
Housing associations 
Local authorities 
Total 

Completions 
Housing associattons 
Local authorities 
Total 

Private sector 
Starts 
Completions 

18 22 34 42 41 32 29 26 24 

27 26 37 44 42 33 30 28 29 35 
9 4 3 2 1 1 1 1 0.5 

17 20 26 35 36 38 33 24 
17 10 5 3 2 2 1 
34 30 31 38 38 40 34 27 27 29 

137 137 120 141 158 134 145 160 155 150 
160 154 141 141 147 149 147 150 160 150 

Source. JFC Construction Forecast [4] 

The forecasts shown in Table 2.2 show that total public sector housing starts 
are expected to increase marginally to 35 000 per year while private sector starts 
arc ccpcctcd to incrcasc marginally thcn gradually dcclinc slightly. Figures 2.3 
and 2.4 respectively chart the resurgence uf public sector housing starts, 
brought about by the growth of housing associations as social housing pruvi- 
ders, and the cyclic boom/bust nature of the private sector housing market in 
the post-eighties period. Obviously Government fiscal policies in respect of 
public scctor spcizdiizg aizd thc rcstrictions on local authority housiizg projects 
have shaped the type of demand. But this would suggest that it is merely 
econoinic issues that shape the character of demand; political choices are made 
in respect of housing and these choices are ideological in nature. 

Personal values have been changed by the political and social process so 
rather than the late-nineteenth-century view that ’we’re all socialists now’ the 
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dominant set of cultural values of the 1980s and early 1990s has been for 
individualism to drive out the traditional values of collective societal respon- 
sibilities. 'Lhc election of a Labour governincnt in  1997 did not change the 
general preference for  private over public provisions and the government, of 
whichever party, have been committed to private finance initiatives (PFIs) for 
delivering public services. In the context of housing the broader iinpact of PFls 
is discussed in the next chapter. This changed set of values can be seen as a 
paradigin shift which has forged preferences in models of housing provision. 
AII these factors have a bearing on the changed pattern of the housing market 
and strategic planners in construction need to be aware of signals which pre- 
dicate such changes. 
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Repairs and maintenance 

During the period 1991-1998 the overall expenditure on repair and main- 
tenance output, when allowing for inflation, remained virtually constant 
(€21 900 miIIion in 1991 and €24000 million in 1998). This relatively constant 
level of total expenditure is not wholly accurate. Public housing repair and 
maintenance increased by about 8?A over the period 1991-1998 as a result of the 
release of frozen local authorities' capital receipts. In the private housing sector, 
rcyair and maintcnancc dccrcascd by about 47s; ovcr the same period and 
indications are that this trend may continue into the next few years as a result of 
the iiicrease in house prices. Demand in private K&M work in the late 1990s 
w a s  fuclIcd by dc-mutualisation windfalls in the pcriod 1996-1997. Public non- 
residential repair and maintenance suffered from a 19% decline over the period 
1991-1996 and Iooks set to continue. 'l'his is largely due to the severe financial 
constraints faced by local authorities. Private sector non-residential repair and 
maintenance stayed relatively constant over the period 1991-1995 but exhibited 
a significant rise of 26% between 1995 and 1998. This was largely due to rising 
corporate profitability and the desire to minimise tax liabilities. 

Making sense of the trends 

The strategic planner must assess the significance of these trends within the 
construction industry. It may be useful to coiisoiidate the data to identify the 
major issucs which are shaping dcinand and thcn explorc thc impact of thcsc 
trends on construction firms. The first point to make is that there are two 
indicators that the planner can use - the vdue of iiew orders and the value of 
construction output. Orders are based upon contractors' returns whilst output 
is an aggregate of all construction work and would include estimates of the, 
now significant, amount of work undertaken in the frequently unrecorded 
repairs and maintenance sector. Therefore output is the indicator more fre- 
quently used in any data analysis. 

One of the starkest trends in output is the decline in public sector work which 
began in the 1970s. This decline has, however, been compensated for by a 
growth in private sector work. Consequently changes in total output may be 
relatively small because changes in different sectors of the construction market 
have cancelled each other out. Such patterns have implications for planners in 
firms that specialise in particular sectors of the market. Specialiseci firms may 
suffer from temporary shortage of work in their area aiid tlierc may bc bar- 
riers preventing them from transfei-ring to mm-e buoyant sectors of the market. 
These may be a lack of technical ability or the geographical distance of a project 
from the usual area of work. The geographical distance may deprive a firm of 
important local contacts with clients, designers and sub-contractors. 

The geographical distribution of output is a factor worthy of consideration. 
Bluntly stated, the statistics sho~7 that over the period 1986-1999 the regional 
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balance of new orders in the UK has remained relatively constant with the 
South East (including London) accounting for the greatest share of new orders. 
Thus the market for construction is dominated by the South. Figure 2.5 shows 
the balance of work in the two regions from 1986 to 1998. It can be seen that the 
South has the lion’s share of value of new orders obtained over the whole 
period. In 1986 the South East obtained over four times the value of new orders 
obtained in the North West although this had dropped to just over three times 
as many new orders by 1998. From Figure 2.5 it can be seen that new orders 
obtained in the two regions show broadly similar patterns. The boom of the late 
eighties, which w a s  dramatic in the South East, had a very minimal effect in the 
Nor th  West. Similarly, the significant relative decline experienced in the early 
nineties in the South East only resulted in a marginal decline in the North West. 
A strong message from this is that, while the South East takes the lion’s share of 
the balance of new orders, the construction market in the South East is very 
sensitive to economic cycles. This is further emphasised in the distribution of 
Kational Lottery money for inilleniiiuin projects which had a construction 
content. Evidence would suggest that Lottery money has been focused on 
major projects in London and the South East. 

Fig. 2.5 Value of work by region (1986-1998). 

What are the implications of these trends? The decline in the public sector 
workload meant that firms who specialised in public sector works in the 1960s 
had to drastically restructure in the 1970s to be in shape for the pattern of work 
in the 1980s. Those benefitting from the communal developments of the 1980s 
had to restructure and reinvent themselves to accommodate PFI work in the 
1990s and 2000s. iKot only has this change had implications for the structure of 
firms, it has also changed the balance of staff within firms. Both public and 
private sector projects are now characterised by the predominance of projects 
which last for 12 months or Icss. This has, historicdlv, bccn the picturc for 
private sector housing projects but not public sector projects. In  the early to inid 
eighties it was found that public sector projects frequently had durations of 
greater than 24 months: this is now not the case. Tt would appear that the severe 
restriction of public sector finances and the subsequent diminution of local 
authorities in procuring construction projects have meant that public sector 
projects tend to be on a much smaller scale and hence have a much smaller 
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duration. It has been shown earlier that repair and maintenance work is a 
steady workload for the public sector which now appears to be refurbishing 
and maintaining its property stock rather than commissioning new stock. This 
work tends to be relatively short term, i.e. having a duration of less than 6 
months. Figures 2.6a-2.6e shou7 the value of new orders obtained in 1998 
categorised by project duration. 

It can be seen that public sector housing projects mostly have a duration of 
less than 12 months (over 90%) whereas 75?:, of private sector housing projects 
have a duration of less than 6 months. Other public sector projects inostly have 
a duration of less than 6 months: this confirms the view expressed above thdt 
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Fig. 2.6a 1998 number of new orders by size of projects (months). 
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Fig. 2.6b 1998 number of new orders by size of projects (months). 



20 Strategic Management in Construction 

Other public work 

!3 0% 
0 2% 

0-6 

7-12 

0 13-18 

18+ 

Fig. 2 . 6 ~  1998 number of new orders by size of projects (months). 

Private industrial 

0 1% 
0% 

83 0-6 

m] 7-12 

013-18 

18+ 

I24 88% 

Fig. 2.6d 1998 number of new orders by size of projects (months). 

most public sector projects are now of a repair and maintenance nature. This 
picture is repeated for the private industrial and private cominercial sectors 
which, respectively, have 88% and 91% of projects having a duration of less 
than 6 months. These figures are in marked contrast to the position in the mid- 
eighties where approximately 86% of private industrial projects and approxi- 
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Fig. 2.6e 1998 number of new orders by size of projects (months). 

matelv 890% of private commercial projects had durations of less than 24 
months. The main reasons for this paradigm shift are the decline in major 
industrial projects coupled with an increase in smaller industrial facilities: with 
a corresponding reduction in project duration and a major reduction in private 
commercial mega-projects. Figures 2.7a-2.7c show the value of new orders in 
1998 categovised by value of individual projects. 
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Fig. 2.7a Value of new orders - 1998 displayed by the size of projects (data expressed as 
percentage of total value). 
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Fig. 2.7b Value of new orders - 1998 displayed by size of projects (data expressed as per- 
centage of total value). 
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Fig. 2 . 7 ~  Value of new orders - 1998 displayed by size of projects (data expressed as per- 
centage of total value). 

Inspection uf the DETR data shows that over half of public sector housing 
projects ordered i n  1998 had a project value of less than f 2  million whereas 
private sector housing projects of less than €2 million accounted for almost 91% 
of orders placed in 1998. Private industrial projects were almost evenly split 
between those less than E2 million (55.9%) and those greater than E2 million 
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Fig. 2.7d Value of new orders - 1998 displayed by size of projects (data expressed as per- 
centage of total value). 
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Fig. 2.7e Value of new orders - 1998 displayed by size of projects (data expressed as per- 
cent of total value). 

(34.1%). Private sector commercial projects greater than E2 million accounted 
for alrnnst 55% of orders placed i n  1998 with 38.1%) being between EO.1 million 
and 22 million. Ball (5) notes that 'only large office blocks and energy related 
ventures match the value and time scale of public sector work, and they are a 
quite small proportion of private sector work'. This is as valid now as when the 
obsei-vations was first made. 

This trend towards shorter duration projects has meant that the ratio of 
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Administrative, Professional, Technical and CIerical (APTC) staff to operatives 
had to increase and this has had implications for the personnel policy of firms. 
The change in the proportion of APTC staff as a percentage of the operative 
workforce in direct employment is shown in Figure 2.8. The sharp decline in 
the ration of APTC staff to directly-employed operatives in the period 1997- 
1998 has been caused by changes in the employment status of operatives. 
Around 1996 the Inland Revenue were much more vigilant about the status of 
the genuinely self-employed. Consequently many former 'lump' workers with 
long associations with particular construction firms were put back on the 
employment books of construction firms. Hence the numbers of APTC staff 

increase at  the expense of the numbers of self-employed. This factor explains 
the break in the trend line. 

rcrnain rcasonably static whilst thc numbers of dircctly-cmploycd oycr. a t' lVCS 
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Fig. 2.8 Ratio of Administrative, Professional, Technical and Clerical (APTC) staff to 
operatives. 

A further feature of the trend towards private sector work is that much of the 
commercial and industrial work, as well as the housing work, is speculative. 
This has required land banks to bc providcd and has rcsultcd in capital bcing 
tied up. Thus the inaxim of highly flexible capital for building firms has had to be 
reappraised. This capital lock up is amplified by equity stakes on PFI projects. 

Tt is also noticcablc that 'demand i n  thc construction industry is created i n  a 
different way from in many manufacturing industries'. 'I'he nature of compe- 
tition in construction is determined substantiaIIy by the actions of the client and 
consultant. Demand is part of the environment to which senior managers must 
respond and the nature of demand in construction is characterised by the 
following [6]: 
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The exercise of inonopsonist power by clients for construction to contract 
in the precontract stages. Power shifts to the contractor who is responsible 
for the effective and efficient on-site production process. Once the contract 
has been signed the client and the client’s advisers have little or no direct 
control until the contract completion date is reached, although options to 
reintroduce control exist but will probably result in litigation unless the 
contractor has gone bankrupt. 
A shift to private sector demand, which is more variable in the short to 
medium term and involves contractors in speculative construction to 
create demand, more land dssembly than in the past or contracting 
through tendering activity to maintain or enhance turnover. 
Industry sectoral workloads that may vary and counterbalance each other 
to provide an aggregate industry workload. 
A consistent and upward trend in the workload for repair and main- 
tenance (R&M). 

These changing conditions predicate considerable problems with forecasts of 
demand in construction in the short to medium term, and Hillebrandt 161 
argues in favour of understanding need, which she defines as the difference 
between the total requirement for built facilities and infrastructure and the 
existing provision, and those factors that contribute to it, namely, 

the populations of users of built facilities and any demographic changes to 
those populations; 
the rate of usage of built facilities and the change in the rate of usage; 
staiidards for facilities and any changes in standards; 
replacement of stock due to ageing or technical factors; 
incrcases in or replaccrncnt of stock duc to technological cliangc or changes 
in standard. 

Changes in short to medium term demand, which are difficult to predict, fall 
within the operational domain of managers’ thinking, whereas strategic 
decision-making, normally taken to involve taking a long-term view, with an 
understanding of the underlying causes of demand conditions, namely, the 
determinants of market need. Stokes 171 has argued that understanding the 
trends in the national and internatioiial construction industries should be the 
primary focus of strategists in construction. Also, trends in national fixed 
capital formation, in which construction forms a major contributing part, 
provide the backcloth for assessing industry trends and possibilities. The dif- 
ficulty for the strategic planner in constuxtion is synchronising strategic inoves 
of the company in the short to medium term (2-5 years) with the long trend in 
output and new orders. In the long term output is relatively stable but in the 
short to medium term it is quite volatile. Ball is] proposes that variations are 
not felt at the aggregate level of industry workload but in shifts within the 
composition in the sub-market. 
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As a final point, construction is often reported as being a fragmented 
industry. A fragmented industry is one in which no company has a significant 
market- share and is able to influence considerable outcomes within the 
indusim. A large number of small and medium-sized companies and a small 
number of large companies usually populate a fragmented industrial structure. 
There is aIso a high incidence of privately owned companies. These defining 
features are common to construction. Porter [8] adds that a fragmented 
industrv is populated by many competitors who are in a weak bargaining 
position with respect to both buyer and supplier groupings, and profitability is 
marginal. Again, this is a defining feature of construction. Male [9] used Por- 
ter’s sixteen characteristics of fragmentation and concludcd that in the region of 
thirteen were active in construction. The conclusion from the analysis is clear, 
in general terins the contracting industry is fragmented for ii divers range of 
reasons but the underlying causes are rooted in the pre-demanded, localised 
project-based production characteristics of construction. 

Contracting is also a geographically dispersed project-based industry with 
markets that operate from the local to the international level. As project size, 
complexity, technology and internationaI location enter the frame of reference, 
there are fewer and fewer companies able to undertake particular types of 
project and fragmentation tends to decrease as the industry becomes seg- 
mented within these overlapping project-based market structures. The concept 
of ‘contestable markets’ used by Flanagan & Norman [lo] in analysing ten- 
dering strategy and behaviour is of direct relevance in explaining firm beha- 
viour in the contracting industry’s project-based market structures. A 
contcstabk market is one where oligopolistic competition operates and where 
the danger of a potential entrant constrains companies’ behaviour such that 
their pricing policy is affected. In the contracting industry, where the intangible 
iiistitutioiialiscd distribution channels exist for contractors’ scwiccs contestable 
markets operate where projects are large in size, are complex, either organi- 
sationally or technologically, or both, and especiaIIy where an international 
dimension to tendering exists. Construction is also an hierarchical industry 
designated by size of firm, where the many small companies are tending to act 
as sub-contractors to the large companies (Ball [ S ] ) .  It is at the small firm end 
that fragmentation is most prominent. 

Therefore, the construction industry is first, comprised of geographically 
dispersed and overlapping project-based market structures and second, is 
hierarchically structured in terms of company sizc. Fragmcntation is high at the 
smalfer end of the industrial structure, for example, in repair and maintenance 
work whilst for new-build work fragmentation decreases according to project 
characteristics, iiicluding those with an intcriiatioi~al dimension. Entry and exit 
barriers to the industry are many but exist often in a subtle form. ‘lhis has 
established the setting within which managers in construction must decide on 
the future direction of the firm. The next section draws the various themes 
together. 

In conclusion, it is frequently difficult for firms to shape their organisation to 
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meet the changing composition of the construction markets. Large firms with 
specialist divisions and regional offices can manipulate resources to compete in 
a fashionable sector of the market, be it fashionable by type of project or ser- 
vices offered. Firms without a specialist division or a regional structure, 
however, can find it difficult to break into new market areas. The traditional 
medium-sized building firm, based in a depressed region, has been worst hit by 
changes in demand. Strategic planning could equally have helped these firms 
to survive during periods of market turbulence. 
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3 The strategic role of the actors in 
the construction process 

The previous chapters considered the broader dimensions of the business 
environirtent in which the construction industry has to swim. The earlier dis- 
cussions havc analyscd thc sub rnarkcts in tcrtns of thc dcniands rnadc upon 
construction firms along with an analysis of how firms strategically respond to 
these ~ieirtands. This chapter provides an anatomy of the players who are 
making these strategic responses. 

The external environment is anything considered to be outside the bound- 
aries of the company and the firm’s environment can be broken down into first, 
the general environment and second, the task environment El]. The general 
environment is anything that can potentially or indirectly affect the company 
and would include the economy, demographic variables, society’s values and 
attitudes, and technological change at the societal level. Other variables would 
include the legal and cultural framework of a country [2 ] .  The task environment 
comprises those variables, and only those, that would have a direct and 
immediate impact on the company’s activities, it is the primary source of 
opportunities and threats for a company. Due to its direct iiiipact on the firm it 
is likely to be better uiiderstood tliaii t l i t  general cuvironinent [ 3 ] .  

The evolution of the construction industry in the post 
World War 11 era 

The industry environment of the 1950s and 1960s for contractors was char- 
acterised by stability reflected in high growth rates in construction output. 
Periods of recession only slowed the rate of increase. This rapid growth 
stemmed from the level of investment in infrastructure projects and house 
building. During this period of stability firins used their experience to identify 
those markets to which they were most suited. The strategic management 
process focused on systems and procedures that would facilitate either control 
and/or integration within orgaiiisational structures and provide competitive 
advantage by focusing on internal efficiency since markets would not change 
dramatically. Market specialisation occurrcd, not as any premeditated strategy, 
but rather through the use of managers’ experience to identify types of projects 
which ~7ere successful for firms. The strategy formulation process was simple 
with little need for reference to the external environment. Lansley [4] asserts 
that the implicit focus of contractors during t h s  period was the utilisation of a 
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focus strategy based on cost leadership. The 1930s and 1960s were therefore 
characterised by operational change. 

Ball [5] asseris that the years 1968/69 formed a watershed for the construc- 
tion industr?;. Kew orders in the sectors that had underpinned the earlier boom 
dropped dramatically as a result of the economic crisis of 1967, the devaluation 
of the pound and subsequent government poky.  In the depressed conditions 
of the late 1960s contractors were forced to make rapid moves into new markets 
in order to avoid a sharp downturn in profits and as a consequence there was a 
merger boom in the late 1960s in response to falling workloads. 

The 1970s were characterised by strategic change. The most importmt 
change was thc sharp and persistent fall in demand. Thcrc was a sustained 
fall in total demand for constructinn of 30% in some markets and 40% in oth- 
ers. These changes were in complete contrast to those that had  taken place in 
the preceding two decades. The dramatic changes in the environment of the 
1970s meant that specialisation had to give way to a strategy of breadth in 
order that firms could cope with the uncertainties and troughs in demand. 
These changes required a strategic orientation and a need for creative insight 
by senior managers. The problem facing contractors was the need to move 
away from a focus strategy to one of competing on cost within the context of a 
broad market base. The requirement for managerial decision-making and thus 
for company strategy was flexibility. A number of important strategic deci- 
sions were taken within firms during this period. Decisions taken in the 1960s 
to vertically integrate were reversed and companies divested themselves of 
businesses considered outside their 'core' activity. Portfolio management 
became itmportant. 'lhe civil engineering sector, which liad grown rapidly i n  
the 1950s and 196Us, especially with motorway construction, faced a ~ 1 0 ~ 7 -  

down in growth in the 1970s and virtually ail firms in this sector attempted to 
diversify. 

A strategy based on steady internal expansion, of relevance in the 1950s and 
1960s, was no longer an option in the 1970s. Acquisition was the only way of 
increasing market share. A merger boom occurred in the early 1970s as a result 
of a rise in new orders for certain types of work. However, by 1974 demand in 
every sector of the industry had plummeted. Takeover activity also fell 
dramatically and remained low until 1978. The crisis did not have a uniform 
impact for some contractors continued to make record profits, but not on the 
magnitude of orders won. Many firms diversified overseas or adopted a 'wait 
and see' policy. 

Additionally during the 147Us, takeover activity changed in terms of size of 
firm involved. In the early 1970s takeover activity was dominated by small 
firms acquiring othcrs and rcmaincd that way unt i l  thc slump of 1974. Thc 
medium-sized firms dominated acquisition after 1974. 'l'his reflected, in part, 
the increased size of firm which resulted from the earlier small firm activity. 
From 2976 onwards large firms also increased their merger activity. By the 
1980s some firms were so successful in diversifying that contracting repre- 
sented only a small percentage of their overall business. They had become 
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construction corporations, some having structural configurations that more 
closely represented construction-oriented conglomerates. 

The issues confronted by managers in the 1980s were not unfamiliar and had 
their roots in events occurring between the 1950s and 1970s. The environmental 
circumstances in the period 1980-2000 for contractors included: 

Competitive changes in the environment largely due to long-term shifts in 
the structure of the industry and in client attitudes towards the industry; 
The increasing complexity of large building projects; 
The move away from traditional forms of building contract; 
Rapidly declining workloads with demand becoming unpredictable 
although there were short-lived recoveries in market by project type and 
location; 
A lack of skilled labour; 
A fall in overseas opportunities; 
K e w  forms of project financing coupled with lack of public finance; 
Government pressures through Latham and Egan reports for performance 
improvements; 
Partnering and less adversarial cultures developed. 

Lansley's 141 contention, and one that presumably held for the late 1990s, is 
that contractors were not well-versed in managing in such an environment. 
Therefore, in situations where demand becomes less predictable a policy of 
subcontracting has considerable merit. '[he implications of these trends for the 
strategies of contracting firms in particular are clear. Specialisation i n  one 
sector could be fraught with considerable difficulties since work shortages inay 
be inevitable. The counter to this is to spread risks and operate in a number of 
sectors. I Iowevcr, thc tcchnologies rcquircd in other sectors may be diffcrcnt. 
This favours the large contractor who has the resources to cover such a range of 
work. Straddling different industry sectors typifies the strategic behaviour of 
the largest construction firms in the industry. These firms emphasise particular 
sectors in accordance with current management strategies. In addition, if, as 
Ball [5] contends, contractors act in a merchant-producer role, this, combined 
with their market power, allows them during periods of slump to pass costs 
onto others. Workload flexibility puts contractors, therefore, in a strong posi- 
tion over sub-contractors, materials suppliers and building workers and pro- 
vides them with the ability to maximisc scctoraI market opportunities. 

The common theme running through this period change in the postwar 
period is the turbulence of the environment in which construction has had to 
opcratc. An analysis of this cns~ironmci~t is therefore an important part of thc 
analysis. 

LansIey et al. [6], whilst researching the survival strategies of Contractors, 
provided a useful analytical framework for thinking about the external envir- 
onment in construction. He divided the external environment into three broad 
categories. First, the common industvy/nzationnl eiiilivonrnent comprising the eco- 
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Task em ironrnent 

nomic and social background of firins, the industiy’s existing and potential 
clients, suppliers, labour and respective trade unions, trade associations, cen- 
tral and local government departments. This is common to all firms. The 
cornpetitire enuironment is more ‘localised‘ to the firm and describes the 
environment where the company is in competition with other firms. Key fac- 
tors here include the structure of demand, competitors, availability of 
materials, labour, sub-contractors and suppliers. Lansley et al. noted that as 
company size increases, the boundary between the competitive and industry 
environments becoines blurred. The opernfionnl eimiromzent is unique to each 
company. It deals with the position of the firm in the competitive environment 
and has its origins in the stratcgic choiccs madc by thc company, the business 
activities which it undertakes, the geographic areas within which it chooses to 
coinpettl and the suppliers with which it deals. The box below draws the 
environment characteristics together into an analytical framework. 

Competitive 
environment 

Operatioizal 
e nv i ro n men t 

Environmental Tvues 
General 
environment 

Common industry/ 
national 
environment 

I 

Characteristics 
The economic and social 
background of firms, the 
industry’s existing and 
potential clients, 
suppliers, labour and 
respective trade unions, 
trade associations, central 
and local goveriimeni 
departmenis, professional 
institutions, industry Task 
Forccs and initiativcs 
Structure of demand, 
procurement forms used 
by clients, competitors, 
and availability of 
materials, labour, sub- 
contractors and suppliers 

Positioning of the firm in 
its cotnpetitivr 
environment. Determined 
by strategic choice and 
business scope, and the 
suppliers with which it 
deals 

Comments 
Common to all 
firms in the industry 
and impacts firms 
both directly and 
indirectly. Impacted 
by demographics, 
technological and 
societal changes 

Localised to the 
firm. The 
competitive 
environment is 
determined by 
Porter’s five 
industry forces 
introduced in the 
section in Chapter 
10 dealing with 
industries and 
mmkc ts 
Unique to each firm 
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Iiepair and Maintenance (Ii&M) has had a consistent upward trend and work 
opportunities in this sector are therefore considerably better. Methods of 
working and contract management requirements are different from those for 
new building projects. The scale of work operation for R&M favours the small 
contractor. 

The net effect of client pressures during this period has been a demand for a 
greater diversity of services and ways of interfacing with the industry, espe- 
cially for contractors. One of the major issues for clients in the 1980s was that of 
quality in construction, by the 1990s the focus had moved to benchmarking 
pmtnering and performance indicators. This concern for quality has affected 
not only contractors but also the profcssions. For contractors, the main issuc 
highlighted in this chapter has been the use of diversification to counterbalance 
falls in srctoral deinand by switching into different sectors to take advantage of 
their upswings. The financial flexibility of contractors allows them to diversify 
through either internal expansion or acquisition. 

The contractors 

A simple way to outline the nature of the industry is to define it by output and by 
the number of firms producing construction work. Indeed, the 170000 het- 
erogeneous and fragmented firins undertaking some E60 billion of work each 
year are one way of defining the industry. The workload undertaken by these 
firms typically includes general construction and demolition work, construction 
and repair of buildings, civil engineering works and installation of fixtures and 
fittjngs, '['his work is undertaken by a large number of sinall firms with a sniall 
number of large firms competing for the largest projects. This suggests that the 
construction industry comprises firms who differ in terms of size and scope, and 
cvcii within firms thcrc is often a grcat diversity of activity with diffcrent parts 
of the firm tackling specific sub-markets. The very size of the construction 
industry makes it an important economic entity that employs around two 
million people directly or indirectly in construction-related industries, con- 
stituting some 7% of the total UK workforce. Equally the construction industry 
provides approximately 7% of the Gross National Product (GNP). 

Construction is therefore essentially a large industry of small firms. It is 
staffed bjr operatives who are predominantly young, male and casually 
employed, with historically a strong craft tradition although current con- 
struction prnccsses are replacing this tradition with a return to prefabricated 
coinponents being installed by workers offering new sets of skills at the site, the 
craft process being transferred to off-site fabrication centres. These changes 
Iiavc wrought inassive realignments i n  the construction production process, 
the old tradition of design as a separate entity from production is waning in the 
face of integration of the process by design and build arrangements and prime 
contracting where 'turnkey' approaches are evident. 

This separation has important ramifications for the classification of the 
construction industry: design, quite properly, can be seen as a service industry 
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but is construction better defined as ‘manufacturing’? Given the nature and 
diversity of activities carried out in the construction industry, there is a natural 
tendency for the industry to be viewed as manufacturing in nature rather than a 
service industry. Newcombe [7] submitted that ’it is a misnomer to classify the 
construction industry as a service industry along with banking, insurance and 
retailing’. The definition of construction is important as the way in which one 
looks at the industry defines its markets, and consequently, the strategic pro- 
cesses which are used to govern and direct the construction organisation. 
hewcornbe’s analysis suggests that the principal functions performed in the 
manufacturing industries can be mirrored in the construction industry 
although hc uscs diffcrcnt titlcs for various functions. ITc claims that the 
functions carried out in construction are comparable to those of manufacture as 
illustrated in Table 3.1. This view is not orthodox. 

Table 3.1 Principal functions performed in the manufacturing and construction industries 

Manufacturing Construction Principle of Function 

Marketing Estimating ldentificationlcreation of markets, and selling of end 
‘products’ 

Production Construction Organisation. movement and assembling of various 
materials. components. etc. 

Purchasing Buying Acquisition. bulk or otherwke, of production materials 
and components for a project or in lieu of a project 

Source: Newconibe (1976) 171 

Fleming 181 relates the classification of the industry to the production pro- 
cesses used in construction and manufacture: 

’the relative and absolute cost advantages which often favour large scale 
operations and large established firms in manufacturing are of little impor- 
tance . . . as factors encouraging the growth of greater industrial concentra- 
tion in construction. . . The site based nature of construction where each site 
is necessarily a temporary place of work, and the individuality of most 
projects ensures that the conditions necessary for the existence of many 
technical scale economies, mainly centralization of production of standard 
products using spccializcd production tcchniqucs do not apply.’ 

This view is supported by Hillebrandt [Y] who considers construction to be a 
scrvicc industry. This conclusion is drawn from the cvidciicc of what builders 
actually do. She notes that ’construction may be regarded as one industry 
whose total product is durable buildings and works’. It is ’the contracting part 
of the industry which undertakes to organize, move and assemble various 
materials and component parts so that they form a composite whole of a 
building or other work. The product which the contracting industry is pro- 
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viding is basically the service of inoving earth and material, of assembling and 
managing the whole business’. This observation recognises the changes that 
have been taking place in the construction industry 0~7er the last twenty years, 
resulting in a strong differentiation between contractors who provide man- 
agement services and contractors who undertake to build the physical product. 

The separation of the industry into these two distinct areas has been one 
industrial response to the relatively high levels of risk which are perceived to 
exist within the market. This risk is being passed down the line to those who 
actually do the construction work. The separation of the management and the 
doing is reflected in the technical processes involved in each aspect of con- 
struction work and, therefore, industrial classification may be based upon 
differences in the technical processes undertaken. Large firms providing 
inanagement contracting and project inanagement services may be regarded as 
part of the service industry, whereas those providing resources which are used 
to construct the building might be better described as manufacturing-style 
organisations. 

A further complication exists when large organisations are highly diverse in 
their activities. Those firms designated as building and civil engineering con- 
tractors offer quite distinct services which operate in distinct markets and their 
staff may not be generally interchangeable. Large construction organisations 
may be involved in the building of houses for sale, which again forins a dif- 
ferent market and requires different sets of resources and management skills. 
Many contractors have moved into property investment as a mechanism for 
forward integration. ‘I’hey have also sought to inove backwards into product 
imanufacture in order to stabilisc the environment in which they work. Con- 
tractors are therefore seeking to spread risks by strategies of related diversifi- 
cation into connected markets. Catherwood [lo] distils this approach rather 
succinctly wlicn observing that ‘a successful gcncral contractor may fail mis- 
erably in speculative house building or in civil engineering, conversely a 
civil engineering contractor may undertake a building contract at his peril’. 

In the light of the above observations the construction industry may be 
defined in terms of several distinct construction markets some of which pro- 
vide a service, others which reveal characteristics of a manufacturing organi- 
sation. A typical classification divides these into five business arenas, 
principally: civil engineering, buiIding, property development, estate 
development (housing) and construction product nzanufacture. Larger coni- 
panics will operate in all sectors. Their stratcgy is to diversify activities from 
relatively specialised bases, for example, a base centred on a product or service 
offered, or, more frequently, defined by the geographical area in which the 
company operates. As firms seek to grow the most comnion diversification has 
followed the trend towards backward integration into the production of con- 
struction materials and forward integration into property development. This 
trend is coupled with diversification outside the UK by construction companies 
setting up overseas operations in former Empire territories and in moves to 
areas such as the Middle East, Far East and Korth America. Over the period 
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1986-1998 the value of contracts obtained by LK-owned construction firms 
operating in the Middle East increased by 47.5%. The Middle East has tradi- 
tionally been seen as a major location for UK construction firms to move into 
and this increase in value of contracts obtained is healthy. However other areas 
of the world are also receiving attention. The value of contracts obtained by 
UK-owned construction firms in the Far East over the same period increased by 
an incredible 498% while the value of contracts obtained by UK-owned con- 
struction firms operating in North America increased by 152.6%. The role of 
international markets for construction is discussed in Chapter 6. 

The professions 

In common with contractors the professions associated with the construction 
industry may be seen as ‘generalists’, in that in order to develop and retain 
flexibility in the face of changing market and economic hazards, they tend to 
adopt a generalist attitude to their work. Thus architects tend not to specialise 
in one particular building type or method of construction. This means that most 
firms are prepared to tackle most, though not necessarily all, building problems 
within their particular resources. The strategic choices which the professions 
need to make are therefore related to their markets and most, like contractors, 
have chosen flexibility as a mechanism for survival and growth. 

This concept of the professions as generalists relates to the product - the 
building being built - rather than to thc scrvicc being providcd to clients. Thc 
professions rely on gradations of specialisms with structural or services engi- 
neers providing specialist design facilities and quantity surveyors providing 
expertise in financial management of projects. These are  the traditional pro- 
fessions but professions related to the control of particular aspects of the con- 
struction process are also involved. For example, professional project 
management firms who are independent of the contractors and sub-contractors 
actually executing the work provide specialist management for clients. More 
recently firms involved in programming the whole of the construction process, 
from inception to completion, have come into being. This development resulted 
from the identification of a gap in the market: architects (or other designers) 
controI quality and quantity surveyors contro1 costs but there was no specialist 
to control ’time’. As professional boundaries change new opportunities emerge 
and contract claims specialists, quality control experts, building envelope 
cnginccrs (cnginccrs who arc commissioned to dcsign cladding systems for the 
outsides of buildings) and other professionals currently on the margins of the 
construction process are redrawing the contours of the responsibilities of the 
profcssionals. A strategic coiiscqucncc of this is thc potciitial for discovcring 
and exploiting new areas in the market. 

The consultants 

It is not appropriate here to describe the traditional role of designers; this 
section merely seeks to identify the structure of the professions. The organi- 
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sation of a design practice will have implications for the strategy of the orga- 
nisation for a large proportion of designers in private architectural practice are 
based in one-person or small practices. Whilst the work undertaken by private 
practices varies with the size and turnover of the practice certain general- 
isations may be made: 

(1) 

(2)  

The smaller practices deal mainly with private individual clients or with 
larger clients requiring small-scale works; 
The larger practices are able to deal with corporate clients whether the 
work is public or private in nature. C,ornmerci;tl and industrial projects 
fcaturc heavily in the portfolio of buildings dcsigned and major feasibility 
studies frequently appear in the portfolios of many larger practices. 

Important changes have taken place to the strntegc role of the architect in the 
construction process during the 1990s. Perceptions of the architect’s role map 
have resulted in changes which have emphasised the design aspect and 
diminished the project management role. Certainly new procurement methods 
such as management contracting and construction management, project man- 
agement, prime contracting and even design and build methods have imposed 
changes on the way architects organise their practices. 

Also, within the last two decades there have been a number of reports and 
research studies that have addressed the roles, responsibilities and manage- 
ment issues which face architects and surveyors (e.g. Avis & Gibson [11], 
Hillier [12], Kelly & Male [13], MAC [14], Male [15], Male & Kelly [16], Male 
[17], IIICS [IS], I’lG [I91 and Ii113A [20]). 

At a societal and institutional level, a series of important events occurred that 
shaped the future of the architectural and surveying professions. The investi- 
gations of the Monopolies and Mcrgcrs Commission into the provision of 
services by architects and quantity surveyors instigated the procurement of 
professional services through competition on price. Also, the client-focused 
and conh-acting-focused wings of the surveying profession were brought 
together through the merger between the Institute of Quantity Surveyors and 
Royal Institution of Chartered Surveyors. There was also a redefinition of roles 
within professional groupings brought about by new methods of procurement 
and forms of contract and also the option existed for architects or quantity 
surveyors to be able to hold directorships in contracting companies. 

Architectural practices during the 1970s shifted in size either towards thc 
small or large end of the spectrum. This is also a characteristic of the surveying 
profession and the smaller architectural practices were found to have up to 
fhrcc times as high a proportion of private sector clicnts as larger practices, 
although the latter were found to have more stable clientele. Many architectural 
practices specialised involuntarily in particular building types as il result of 
relationships with particular clients. The tendency to concentrate on one par- 
ticular building type was found to be more pronounced in large and small 
practices than in those of medium size. Specialisation can limit the potential of a 



The actors in the construction process 37 

practice to adapt to changing patterns of demand. Also, when dividing a 
project into strategic (dealing with the client end) and tactical (the construction 
end) areas, as firm size increases there is a tendency for architects to be more 
involved in the strategic end of projects. The role of the architectural technician 
had become well established, unlike the technician’s role in quantity surveying 
which is less well defined by career routes and qualification. The architectural 
technician can belong to the British Institute for Architectural Technicians 
whilst no comparable body is availabIe for quantity surveyors. 

During the 1980s clients believed that architects should accept responsibility 
for the full range of normal and supplementary services and direct and co- 
ordinate all consultants. Clients also bclievcd that architects had an inability to 
respond to changes or recognise their needs. The primary threat to the architect 
in all areas, except for design, was seen as coming from the chartered surveyor. 

For the surveying profession as a whole during the 1980s, the markets served 
became more diverse and clients changed their buying behaviour with respect 
to surveyors’ services. Additionally, there was increased competition, not only 
between surveying firms but also with other professions. Surveyors’ markets 
were characterised by a transition from growth to maturity and from regulation 
to deregulation. Large quantity surveying practices offered a relatively narrow 
range of services. It was suggested that such practices should broaden their 
scope of service provision or be managed as decentralised entrepreneurial 
units. Additionally, medium-sized general practice firms had been advised to 
opt for growth, either through internal expansion or acquisition. The quantity 
surveying profession offered many inore services than just preparation of 
tender docuimentation and post contract services, the traditional core business 
of quantity surveying. However, the core business activity still accounted for 
approximately 5045% of workload. In general, it w a s  the leading edge of the 
quantity survcyirig profcssion, sonic 20’36 of practiccs, that wcre involved in the 
provision of services outside the core business. The addition of new services, 
such as project management and value management, were taken on board by 
these practices. The use of sub-contracting within quantity surveying became 
more prevalent and it was contended that this could force changes in the ’form’ 
that the profession takes and determine future developments in the control of 
the profession. 

Within the majority of general practice firms, research findings indicated that 
they were not concerned with a future orientation. All types and sizes of firms 
had difficulty in implementing strategic planning partly bccausc of an inability 
to take a broad view of the firm and its markets. However, operational man- 
agement appeared well developed, through the use of regular reporting pro- 
ccdurcs and meetings. It was also found that in  gcncral practice surveying, 6 5 1  
of practices’ income came from existing clients but they were increasingly 
exercising choice and widening their service procurement options. It was 
predicted that competition among architects, surveyors and engineers would 
occur increasingly at the boundaries of a profession’s skills and knowledge 
base, where services are prone to develop and hence, overlap. 
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In combining the empirical evidence from architecture and surveying the 
following picture emerges. A restructuring, similar to that in contracting 
occurred in the size of consultancy firms, namely, a polarisation towards small 
or large organisations. Firms were having to respond to a diversity of market 
and client types. However, due to the restructuring processes within profes- 
sional markets, larger practices had a more stabre clientele with the greatest 
variability being experienced in the small-firm sector. Firm size also had an 
impact on the form of pressure exerted by clients. As firm size increased pro- 
fessionals became more iiivolved in the strategic end of projects and had more 
interaction with clients. Empirical evidence from the late 1970s indicated that 
duc to clicnt dcrnands spccialisation by projcct typc probably occurred in both 
large and small practices but not in medium-sized firms. 

Historically, client pressures appeiired to be forcing consultancies towards 
niche strategies although with the introduction of fee bidding this process may 
well have been reversed. Fee bidding may force some consultancies towards a 
generalist orientation. Evidence from both the surveying and architectural 
professions has indicated that technicians were widely used in the production 
of design information and that these staff grew in numbers as firm size 
increased. For surveying, interdisciplinary competition among firms was 
likely, leading to a redefinition or virtual disappearance of boundaries between 
divisions of surveyors. Innovation occurred in the leading edge of the profes- 
sions, some 20% of practices. This indicated an increased need for flexibility. 
Surveyors were turning to sub-contracting work to other practices to even out 
workload probleiiis. Additionally, surveying firms appeared to be adept at 
operational inanagcinent but not at strategic inanagcnient and based on this 
empirical evidence, the same could be postulated for architectural firms. In 
architecture, competition in the main was seen to come from the surveying 
profession, except in the area of dcsign, and as such skill substitution between 
the professions became apparent in many areas. Thus two forces, client pro- 
curement practices and competitive pressures, were acting in combination to 
force architects towards the design end of the building process. Much the same 
argument could be put forward for consultant engineers, from whom quantity 
surveyors were increasingly taking over the financial control aspects of engi- 
neering projects. 

The picture that has emerged from this analysis is that the strategic 
decision-makers of firms in the coiistruction industry were facing different 
types of prcssurc b u t  moving towards adopting similar strategies to dcal 
with those pressures. Those in contracting, ti-aditioi-tally acting in a competi- 
tive environment, were operating different types of diversification strategy in 
rcsponsc to historical changes in tlicir business cnvil-onnicnts. The profcs- 
sions were operating within business environments characterised by higher 
levers of competition, not only between professions but also within profcs- 
sions. Therefore, strategists within professional consultancy firms were being 
forced to make strategic decisions not only about how to cope with competi- 
tion but also about how to respond to a business environment requiring 
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diversification strategies. They were considering boundary spanning activ- 
ities, acquisitions and mergers, and sub-contracting. The business environ- 
ments of these firms required the development of strategies and 
management skills previously characteristic of only a contracting firm. 
Underpinning this analysis is the requirement of strategists in all types of 
business to handle change effectively. 

Clients of the surveying profession blurred the distinction between profes- 
sional services, based on formal learning, and commercial services based on the 
use of experience and therefore not requiring expertise in order to sell them. 
Architects, traditioni-llly operating within a lead consultant role, were 
increasingly seen by clients solely as dcsigncrs rathcr than as dcsigncrs and 
managers of the building process. Weaknesses in the surveyors’ position 
steinmtld froin an over concern with technical skills at the expense of business 
and commercial skills. This latter charge has also been levelled at architects. 
Clients are more often seeking ’one stop shopping’ for the purchase of their 
construction services and so architects have combined, formally or informally, 
to provide multi-discipline practices which encompass the full range of 
expertise necessary for the erection of a building. 

The changes in the way buildings are procured have taken place against a 
backcloth of greater commercial awareness amongst architectural practices. As 
architects move away froin their position as ’an occupation possessing a skilled 
intellectual technique’ (Kaye [21]) set within the framework of a voluntary 
association (RIBA) with its code of conduct, they are offered a new range of 
strategic clwices. Modern architectural practices tend to be corporate identities 
and require strategic planning to ensure their survival and growth. 

Civil, structural and services engineers are in a similar position to architects. 
However, the professional associations for engineers are not as involved with 
professional firms as are RIEA or RICS. The principal vehicle for policing 
consulting engineers’ conduct is the Association of Consulting Engineers 
(ACE) which lays down broad guidelines for conduct and fees, etc. Whilst the 
engineering professions have not experienced the plethora of changes which 
have shaped the architects’ role they have to operate in the same construction 
environment. Therefore engineering consultancies have sought to combine 
with others to enable them to survive and grow. 

This redirection of the professions into business entities has meant that 
several partnerships have become public limited companies and some have 
sought listings on  the Alternative Invcstmcnt Market (a sccond division stock 
exchange listing) and the largest firms have achieved a full stock exchange 
listing. These events presage a new interest in corporate planning by the con- 
struction consultant who will look to take stock of busiiicss oppol-tuiiitics 
within the construction environment. 
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4 Clients, constructors and 
competencies 

Introduction 

T raving documcntcd thc changes taking placc in thc construction industry 
markets, this chapter sets these markets in the context of the wider business 
environirtent for construction. Construction orgartisations operating within the 
industry meet the needs of a diverse range of clients, ranging from individuals 
through to large multinational companies. Construction clients can also operate 
within either the private or public sectors. The distinction is becoming blurred 
with the privatisation of utilities often seen historically as providing a public 
'good' or through the requirements of new procurement routes such as the 
Private Finance Initiative, (PFI). Under PFI private sector consortia will finance, 
design, build and operate public sector facilities for periods of between twenty 
and thirty years. Within these privately funded and operated facilities, public 
sector services are now being delivered; for example, hospitals, schools, the 
courts, police establishments, etc. Clients also vary in their degree of know- 
ledge about how the industry functions, a i d  they may be regular or irregular 
procurers of facilities, approaching the industry frequently, once only o r  on a n  
intermittent basis. Finally, UK construction companies and consultancy firms 
can operate in local, regional, national or global markets. 

This chapter sets out the context within which strategic management deci- 
sions are to be made. It introduces the concepts of the product and project life 
cycles and how the industry has evolved. It deals with the business environ- 
ment in construction, introducing the ideas of the general and task environ- 
ments, then develops this further by exploring the nature of the industry and 
market in construction. Finally, the chapter explores construction as a frag- 
mented and hierarchically structured industry and draws the themes of the 
chapter together into a concluding section. 

The concepts of product and project tife cycles in construction 

Thc concept of the product life cyclc plavs a fundamental role in strategic 
management and this will be explored in the context of construction. The 
product life cycle is, however, not without its critics when applied to all 
products. 

In simple terms the idea behind the concept is that industries and products 
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go through stages, in a life cycle. The stage of this cycle at which an industry or 
product is at a given time has important implications for decision-makers. Four 
life cycle stages have been identified. The development stage is where one or a 
few firms introduce a new product, risks will be high and there will be high 
start-up costs in relation to sales. The second stage is the growth stage, where 
sales and profits increase and prices reduce. Price reduction is, in part, due to 
the combined effect of competition among firms and cost reductions. The third 
stage is maturity where sales growth is at a slower pace than previously and 
profits and prices reduce due to increased capacity. The final stage is decline. 
Market demand has to a large extent been satisfied and there is over capi-lcitp in 
thc industry. Prices will rcrnain stable or begin to fall along with profits and thc 
particular product will probably change into a loss maker. 

I n  constmction there is a service product, for example, design and build or 
management contracting and an end-product, the completed structure or 
facility delivered to the client. The service-product will have a life cycle similar 
to that outlined above. 'l'here are a variety of possible service-product inputs, 
related to organising the project delivery process, that can achieve the delivery 
of the end-product. These would include, for example, traditional contracting, 
design and build, management contracting, etc. 

Built or modified structures, reaiised through a project-based manufacturing 
process, are generally one-off and have a tendency towards uniqueness. The 
term normally associated with the end-product in construction, due to its 
project-based characteristics, is that of the project life cycle. The typical project 
life cycle is concept, design, construction, l-tanduver and coiimiissioning, 
operation and disposal. However, a s  the eLSt!wise project [ I ]  01-1 large scak 
engineering has established, this confuses project process life cycles and end- 
product life cycles from the client's perspective. In construction, the client is 
intcrcstcd in a complctcd facility of somc kind, a physical assct, that pcrmits 
ongoing business functions to take place. Operation and Disposal are con- 
cerned with the end-product of the project delivery process, the built structure. 
The project process only comprises a life cycle of stages from concept to 
handover and commissioning. Procurement strategies provide different 
mechanisms to organise managerially and contractually the project process as a 
service-product in construction. Therefore, design and build, management 
contracting and other forms of procurement service-products will go through 
the different product life cycles of their own, as identified above. The end- 
product in construction will go through thc prnjcct and cnd-product lifc cyclcs. 
Some of these end products will be closer to a manufacturer's production 
model, others will be akin to bespoke craft production. 

The strategic concepts of industry and market in construction 

The structure of an industry directly impacts the nature of competition between 
firms in that industry and the competitive strategies available to them [2]. The 
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construction industry in the United Kingdom has traditionally been viewed as 
being sub-divided into the civil engineering and building industries. However, 
by their nature, many construction contracts will involve both aspects of 
building and civils work. Developing a competitive strategy in construction 
requires the arena within which competition takes place to be defined and 
normally encompasses the concepts of an industry and a market. 

Analytically, an industry is a supply side concept. It is an arbitrary boundary 
within which firms compete with each other to produce related or similar 
products. There are five major forces determining industry structure and these 
jointly establish the profit potential in an industry. An awareness of their joint 
influcnccs is important for understanding thc compctitivc environment facing 
the individual firm. Figure 4.1 sets out these forces diagrammatically. Des- 
cribed briefly, btiyrrs and szipplirrs have similar effects in that if they are 
powerful, profit margins can be pushed down. Buyers (or clients) as a group 
are particularly important in construction since their advisers, in the form of the 
construction professions, can dictate the rules of competition for contractors, 
especially through the choice of procurement path. Procurement strategies are 
expanded on further below. In the case of suppliers, construction is a highly 
interconnected industry through materials inputs from many other industries. 
Therefore, where industrial concentration in other industries may be high the 
opportunity for suppliers to influence input costs could be considerable. Threrrf 
of entry is concerned with the likelihood of new competitors entering the 
industry. This is dependent on the presence or absence of entry barriers. It is 

Power of buyers 

Fig. 4.1 The forces shaping industry structure. Source: Adapted from Porter [2]. 



Clients, constructors and competencies 45 

often claimed that entry and exit barriers to the construction industry are low. 
However, others have suggested that there are subtle forms of entry barriers 
present in construction that have no direct counterpart in manufacturing. This 
stems directly from the heterogeneity and characteristics of the industry and 
the nature of the markets within it. Entry and exit barriers are discussed further 
below. Subst i tute  products OY services are not an easy concept to apply in the 
construction industry. The critical issue in deciding what is or is not a sub- 
stitute, according to Porter [2 ] ,  is that the substitute must undertake the same 
function. Substitute products and services in construction are elaborated 
below. Finally, the extent if compefitiiie rii?idny is determined by the degree of 
mutual dcpcndcncy or interaction bctwccn conipctitors and the likelihood of 
this setting off retaliatory strategic moves between them. 

A niiirkrt is a demand side concept, having both an economic and social 
dimension. It organises an exchange relationship between buyers and sellers of 
a commodity to determine price [ 3 ] .  

Kay [4] provides a useful distinction between markets and industries and 
also introduces the term 'strategic groups' into the equation: 

A market is defined by demand conditions, is based on consumer needs and 
is characterised by the 'law of one price', and is bounded by the ability of the 
consumer to substitute one product for another. 
An industry is determined by supply conditions, is based on production 
technology and is defined by the markets chosen by firms. Industries are 
determined by the manner in which production is organised. 

A strategic group is defined by the strategic choices made by firms in terms of 
who they decide to compete against, it is based on a firm's distinctive c a p -  
bilitics and market positioning, with group mcnibcrship detcrmined sub- 
jectively by management within different competing firms. Strategic groups in 
the construction industry are discussed further in Chapter 5. 

To Kay, the important issue for the firm is its choice of markets in terms of 
product and geography. Membership of a strategic group and industry follows 
from that choice. Hence, industries are relatively stable and are based around 
outputs from production capabilities whilst markets are transient, are deter- 
mined by consumer needs and are bounded by substitute products and the 
price consumers are prepared to pay for the outputs. 

Market structure, price determination and competition in 
construct ion 

'l'here are two distinct types of market structure in construction with different 
economic forces operating in each type 151: 

(1) Contracting, which involves a company in constructing a facility to a 
customised design where the roles and responsibilities of the constituent 
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parties are contractually defined. The method of price determination is the 
reverse of manufacturing in that the contractor determines price prior to 
production. Under this form of market structure built structures, as an 
end-product, are pre-demanded by the client. 
Speculative construction, which involves anticipating, responding to or 
creating demand, and more typical of a traditional manufacturing 
approach. A typical example in construction is speculative house building. 

(2) 

Different skills are required for each type of market structure. In the first 
instance the emphasis is more on mandgerial and technical skills. In the second, 
cntrcprcncurial activity involves markct forecasting of a diffcrcnt typc, with 
market research, the assembly of financial packages and land banks. 

Procurement and tendering strategies in construction to contract 

Procurement strategies are the options available to the client in the market 
place for obtaining a facility through a managerial and administrative frame- 
work that is set up to handle the project process on behalf of the client. There 
are six generally recognised procurement options available to the client that 
integrate design and on-site production more or less effectively in different 
ways: 

Traditional, separating design from construction; 
Management contracting; 
Construction inanagcimcnt 
Project management; 
Design and construct; 
Develop and construct; 
Separate contracts; 
British Property Federation. 

A further four can also now be added to the list, namely, 

Turnkey, which is similar to design and build but will include full fit-out 
and may include financing; 
Euild, Operate and Transfer (BOT); 
Privatc Financc Initiativc, csscntially financc, design, build, opcratc and 
transfer (PDBO'I'); 
Prime Contracting, where a contractor Ieads supp1y chain management for 
the client. 

These twelve procurement options set up a range of different organisational, 
managerial, and administrative and risk relationships between the client, the 
client's advisers and the contractor. Additionally, in contracting each pro- 
curement strategy also modifies the market structure faced by the contractor. 
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Tendering strategy is the market mechanism for selecting, choosing and 
appointing a contractor. There are two main approaches to contractor selection, 
with a series of sub-options: 

(1) 
(2) 

By negotiation: where only one contractor is involved. 
By competition, with sub-sets as follows: 

Open competition, where any number of contractors can compete; 
Selective competition (single stage), with normally between four and 
six contractors in competition, based on a pre-qualification process to 
ensure they have the competence to undertake the work; 
Two-stage tendering: combining selective cornyctition in the first stagc 
and then negotiation in the second stage; 
Serial/continuity contracts: coinbiniiig competition initially and then 
negotiation for a series of similar projects. T h s  type of contract facil- 
itates project learning but has considerable risks attached during per- 
iods of high or rampant infIation. 

Gasttorna & Walters [6] introduce a useful analytical concept for service pro- 
vision, namely, a qualihing level qf service which is available from all serious 
competitors and represents the basic need to survive and remain in competi- 
tion. The deterrrziriirig level qfservice is the package that is unique to the seller, 
adds value to the customer and provides competitive advantage. In applying 
these concepts to construction, any form of pre-qualification involves assess- 
ment of a contractor’s ability and competence to undertake the work. Serious 
competitors are those tha t  are coilsidered to have the competency to undertake 
the work in  hand based on expertise combiiied with company reputation. Once 
pre-qualification has taken place the assumption is that all those selected are 
serious competitors and hence competent to undertake the work. Prc-qualifi- 
cation determines the qualifying level and consequently expertise and com- 
pany reputation cease to be forms of competitive advantage. The lowest price 
culture that dominates the construction industry currently means essentially 
that price is the determining level of service. This axiom is being challenged by 
the best value model of awarding public sector contracts. In such arrangements 
soft issues such as relationships with the parties in the content and attitudes to, 
say, partnering are likely to be as important, if not more so, as price. 

Contractual arrangements 

Contractual arrangements make up the final component locking the market 
m ccha n i s m s p roc u re me n t and ten dc ri n g s t  rat cg ic s into place. Co n tract u a1 
arrangements provide the legal framework set up to formalise the relationship 
between the client, the client’s advisers and the contractor. Contractual 
arrangements are intertwined with tendering strategy in determining price and 
with the method of payment to the contractor. Contractual arrangements can be 
broken down into the following six categories: 
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(1) Drawings and specification; 
(2) Firm bill of quantities; 
(3) Approximate bill of quantities; 
(4) Schedule of rates: 

Standard pre-priced schedules; 
0 Specially priced schedules; 
Prime cost and cost reimbursable: 
0 Cost plus percentage fee; 
0 Cost plus fixed fee; 

Target cost; 
The form of contract - standard or purpose written. 

(5) 

(6) 

The contractual arrangements are essentially the principal mechanism for 
communicating the client’s value requirements to the contractor in a formal 
manner. They are drawn up normally by the client’s consultant advisers. 

lhis sub-section has reviewed the different influences on the operations of 
markets in construction. The following sub-section discusses the ease or diffi- 
culty with which contractors are able to enter or leave a market. 

€ntry and exit barriers defining construction a s  a project-based, vertically 
structured market place 

Entry and exit barriers are industry structural concepts related to the ease with 
which a firm is able to enter or leave an industry. lndustries with low entry or 
exit barriers are easy to enter arid leave, ‘I’he presence of entry and exit barriers 
can also relate to the levels of profit enjoyed by firms in an industry, with high 
entry and exit barriers providing a considerable degree of protection to existing 
firms in an industry. 
The construction industry has been quoted as having low entry and exit 

barriers [7]. This revolves predominantly around its low capital requirements 
and that ’know-how’, the stock-in trade of the contractor, is easily ’poachable’ 
through hiring 181. However, Male [S] concluded the empirical evidence on the 
presence of entry and exit barriers in construction is inconclusive. In an attempt 
to explain the inconclusive results and determine the nature of entry and exit 
barriers in construction he utilsed the structurar sources identified by Porter 
121 and these are discussed below. 

Product differentiation 

Thc product in construction is cithcr a scrvicc-product or an end-product 
comprising a new-build or modified structure through refurbishment or 
renovation. The product, as a service, embodies reputation and product dif- 
ferentiation in construction occurs through any pre-qualification mechanisms 
offered in the procurement and tendering strategies adopted by the client. 
Pre-qualification therefore differentiates one group of contracting companies 
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from another since the pre-qualifiers are seen to have the expertise to carry 
out a project and, by implication, the non pre-qualifiers do not. Stokes [9] 
contends, however, that reputation and quality have little impact on the con- 
tracting industry for obtaining work. He argues that the final arbiter is price. 
Sometimes this is not always the case, for example, where the client’s con- 
sultant advisers may be concerned about the price submitted, if it appears 
too low. In this instance, reputation is back on the agenda as a differentiator. 
Reputation, and not lowest prices, can still be a further differentiator through 
the clear articulation and use of qunizfizng and d e t e m i n i ~ z g  levels of service 
mentioned earlier. It requires the client/consultant advisers to look beyond 
just the qualifying level of reputation and expertise to get firms onto a yrc- 
qualifying list identifying value-adding activities, normally rooted in compe- 
titive advantages. 

Male [lo] has argued the price submitted differentiates competency in the 
bidding process. All things being equal, the price submitted is a quantifiable 
measure, in monetary terms, of the expertise and competency of those involved 
in the tendering process within a contracting company. This competency is 
reflected through the adequacy of a firm’s market intelligence network; the 
ability to assess the state of the market, the competition and profit level 
required, and the tender adjudication process itself prior to submitting a bid. 
The tender price differentiates in-house expertise (managerial, technical and 
commercial) between companies in the biddin, 0 I wocess. 

Differentiation also occurs through the pressure placed on the industry to 
respond to clients’ diverse requireinents through iiew forms of service, such as 
construction imanagement, design and build and niore recently I’riime Con- 
tracting and PFI. Product differentiation is an important factor within inter- 
national construction [7] and will be addressed further in Chapter 6. 

Capital requirements 

Capital requirements can be viewed from a number of perspectives. First, the 
need to own, invest in and maintain fixed assets. The requirement to own fixed 
assets in contracting is lower than in other sectors of industry, especially at the 
lower end of company size. Second, the requirement in contracting to invest in 
human capital at all levels is high, especiaIIy on the more demanding projects, 
and there is a need for constant attention to training and management 
dcveloprncnt. Historically, the construction industry has bcen castigated for a 
poor training and management development record and there is a limit to the 
extent to wliicli contractors are able to continually ‘poach’ liuman resources 
from other companies in order to circumnavigatc thc iiccd to continually invest 
in human resources. ‘l’hird, as firms in the industry diversify from contracting 
into, for example, property development, buiIding materials manufacture or 
mining operations, as many UK contractors have, the extent of physical capital 
requirements increases due to the changing nature of investment in physical 
assets and technological requirements. Diversification strategies, to be dis- 
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cussed in more detail later, are now setting up different forms of entry and exit 
barriers to the industry for construction companies. Fourth, capital require- 
ment (or access to finance) is becoming important for contractor-led PFI con- 
sortia and the ability to fund the substantial tendering costs involved as well as 
the need to convince clients of financial stability. Fifth, diversification into 
overseas markets also requires considerable capital investment and access to 
capital to provide financial packages through globalisation/internation- 
alisation. 

Switching costs of clients 

Clients of construction, as buyers of the industry’s services, have a number of 
options for procuring contractors’ services as indicated earlier. There are many 
different types of clients to construction, from the individual domestic client 
through to large multinational companies or foreign governments. Clients are 
also regular and irregular procurers of construction services. Switching costs 
refer to the cost of moving from one supplier to another. Switching costs in 
construction depend on client type, knowledge of the industry and type of 
project. In the case of a large complex project, where only a few contractors, and 
indeed consultants, are capable of undertaking the work, switching costs can be 
high, especially if it is a negotiated contract [12]. Where there are many firms 
able to offer the same service, for cxamplc, on more straightforward projccts, 
switching costs may be lower. Finally, the requirement to place contracts above 
a certain size in the European OJEC jotirnal adds a certain rigidity to pro- 
curement of services and hence switching costs since the process may take up 
to three months to complete. 

Access to distribution channels 

Distribution channels in construction can be of two types, namely, tangible 
physical or intangible channels. Tangible physical channels are those related to 
the distribution of manufactured goods where construction companies with, 
for example, building materials manufacturing subsidiaries, may channel 
products through the large merchanting retail chains or builders’ merchants. 
More importantly for the focus of this hook, intangible distribution channels 
are thosc stcinming from clients’ consultant adviscrs, who act as institutiona- 
lised distribution channels for contractors’ services under the Contracting 
System. Access to these institutionalisd distribution cliannels will require 
iiivcstmcnt in  niarkcting and promotional activities to cnsurc that a contracting 
firm’s capabilities remain at the forefront of client advisors’ minds when it 
comes to staying on or entering pre-qualification lists. Mergers and acquisitions 
also allow contractors access to other client and consultant contacts and select 
tender lists, and hence extend access to consultant advisor distribution 
channels. 
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Scale Economies and the Experience Curve 

The concept of the experience curve stenis from the work of the Boston Con- 
sulting Group, which has its critics. The underlying assumption behind the 
curve is that price levels will be similar for similar products in the same market 
segment. Products are therefore close substitutes. The difference in the level of 
profits between companies is therefore dependent on the costs of an individual 
firm. Thus over time as the total number of units produced increases, the unit 
cost will decrease. The reasoning behind this is related to the fact that: 

Pcoplc wil l  learn to do a job more cffcctivcly over time; 
a Through iticrcasing specialisation and ccononiics of scalc, capital costs 

decrease relative to increasing capacity; and 
Gaining and holding market share is important because of the postulated 
cost/experience relationship. 

The experience curve is not a natural law but requires a concerted effort on 
the part of managers to reduce costs. It has been argued that economies of scale 
are not a major issue in construction [7]. However, where they do exist they 
involve the foIIowing [12]: 

Expertise in integrating components of the production process and moving 
sections of thc workforce between projccts; 

a marketing (acting through the merchant-producer role of the contractor to 
increase bargaining power with clients and suppliers) and also access to 
finance; 
functional specialisation by trade, a sub-contracting issue for the main 
coiikactor; 
the degree of repetitive work that is allowed through the ability to obtain 
projects of a similar type, house building being a case in point or projects 
obtained through serial tendering. This provides economies from learning 
and is dependent on continuity of work and retaining knowledge in-house 
and over time. Hiring-in expertise disrupts economies of learning since new 
management, while having experience of similar project types, will take 
time to learn and adjust to the systems and procedures in the new firm; 
the diversified construction company is likely to have economies of scale 
stcmnung from a manufacturing capabilitv where this type of business 
operates within its portfolio of subsidiaries. 

Construction bciicfits from ccononiics of scalc and lcarning. 

Government policy 

This is an important barrier for market entry in international construction. For 
example, the legal requirement to use local companies or obtain local operating 
licences are forms of entry barrier [13] [l4]. 
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Conclusions on entry and exit barriers in construction 

In reviewing and consolidating the above, entry and exit barriers are present in 
the industry and they can be different from or similar to those in manufacturing 
depending on the diversified structure of the construction company and the 
type of market or industry being entered. Entry at the lower end of the con- 
tracting industry in terms of firm size is relatively easy. As project size, com- 
plexity and technological requirements increase, coupled with any 
international dimension, there are fewer firms able to undertake such work. 
Product differentiation stems from first, competencies in managerial and 
technological know-how, embodied in company rcputntion and expertise. 
Second, through access to finance that crcatc barriers to entry for particular 
types of project and hence arrange contracting into a geographically dispersed 
project-based market defined by project size and complexity. Third, through a 
clearly articulated qualifying service and then determining service that pro- 
vides competitive advantages through adding value to the client. Furthermore, 
contractors, through diversification, are now involved in different types of 
production activity requiring different types of capital investment, both human 
and physical. The diversified construction firm has different types of entry and 
exit barriers and the empirical evidence appears inconclusive in terms of their 
effects on profitability at the corporate level. 

Conclusion 

'l'his chapter has reviewed the evoIution of the industry i n  terms of the coii- 
tractors and consultant advisors to the client. The business environment in 
construction 1x1s also been reviewed. Within this the importance of demand has 
becri higlilightcd. Demand plays a n  important part in determining the naturc 
of the construction industry with its effects being felt mainly in the long term as 
shifts between market sectors. 

A market brings together a buyer with a need for an end-product and a seller 
who can meet that need with similar or closely related service-products. The 
latter can satisfy the former's need at a price that is mutually agreed through an 
economic and social exchange relationslup. In construction, the market is 
client-generated and clients will have different degrees of knowledge of how 
the industry operates, they maj7 be regular, volume, procuring clients or ad- 
hoc, generally one-off or intermittent procurcrs. A market involves an eco- 
nomic exchange relationship to deliver a facility through a project process that 
requires firms to come together for the benefit of the client, normally through a 
procurement proccss that may or may not invnlve cnmpctition of sonic kind. 
An industry, on the other hand, provides a longer-term orientation where a 
company has to work out its corporate/ business strategy in order to allow it to 
compete in particular markets. The five competitive forces determining 
industry structure that have been identified by Porter set the framework and 
context within which markets for construction operate. The industry provides 



Clients, constructors and competencies 53 

the ionger-term structural context of coinpetition whereas the market translates 
this longer-term perspective into a short-term exchange relationship for setting 
up a geographically located production process. The buyer is prepared to pay a 
price to the seller in order to have a need satisfied, the buyer and seller are also 
involved in a value-based relationship focused through the point of economic 
exchange in a project-based market place. 

The concept of the industry and the forces shaping it, as identified by Porter, 
are not without problems in construction [ E l .  Substitute products, important 
for defining market and industry boundaries, are predoininantly a buyer issue, 
focusing on meeting a given need, provided that a seller can offer a similar 
product ablc to meet the functional rcquiremcnfs sought by the customer at the 
right price. As argued in this chapter, it is possible to define the construction 
industry by the end-product or by different service-products that are con- 
cerned with organising the project delivery process as a life cycle. The service- 
product, from the client's viewpoint can also be characterised by: 

The need for single point responsibility. There are a number of options 
available to the client through choice of procurement route. For example, 
design and build, prime contracting, PFI, turnkey and consultant-led 
executive project management are all forms of procurement offering the 
client single point responsibility for the delivery of a facility. Each could 
define an industry boundary or segment €or competitors in their own 
right. Functionally they provide the client Irith single point service 
responsibility but allocate a i d  inanage time, cost quality, risk and the 
suppIy cliaiii i n  different ways. 
Bringing on construction expertise earlier in the project delivery process. 
Mancigement contrxting and construction mandgement are distinct 
scrvicc-product types and yet the uridcrlying function is that the con- 
tractor is providing management expertise to the client and design team 
but aIlocate and manage risk in a different manner. 

From the end-product perspective, other forms of substitutes in construction 
are new build versus refurbishment; repair and maintenance; and renovation. 
A functional analysis of the end-product substitution process suggests that the 
underlying purpose is to provide the client with a facility that allows ongoing 
organisational and business processes to proceed optimally. The solution for 
thc clicnt, thcrcforc, may not bc in constructing a new facility but rcnovating, 
refurbishing or maintaining an existing facility. 

The key issue in distinguishing what is a substitute product, in Porter's [Z] or 
Kay's 141 tcrms, is to identify the functional usage@) for the buyer (client) of the 
end-product, once a decision to build has been taken. 'lhe next stage is to 
determine the level of integration within the project delivery process sought by 
the client, and subsequently determine the appropriate alternative means of 
satisfying that function whilst taking account of the management of time, cost, 
quality, risk and safety through the correct strategic choice of procurement 
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route. This will then determine the competitive arena or market for construc- 
tion firms. The industry will comprise different strategic groups of firms that 
have developed organisational structures to meet different client, sectoral 
workload demands and investment opportunities first, in similar ways within 
strategc groups and second, differently between strategic groups. 

Procurement, tendering and contractual strategies are demand side choices 
that bind the constituent parties together into the project delivery process and 
its life cycle. Furthermore, depending on the level of client knowledge of the 
industry, procurement and tendering strategies are invariably impacted or 
influenced by  design team consultant advisers acting in conjunction with the 
cticnt - architects, quantity survcyors, projcct tnanagcrs and/or cnginccrs. 
Contractor ye-selection, with final selection undertaken either through nego- 
tiation or coinpetition, is generally undertaken by design team consultant 
advisors who act as a form of distribution channel for contractors’ services to 
the client. Through their advice to clients on procurement, tendering and 
contractual strategies, construction consultants act as intermediaries in the 
market exchange relationship between the client and contractor. This ’con- 
tracting system’ has effectively set up formalised and institutionalised dis- 
tribution channels for contractors’ services. To some extent, procurement 
options such as ’turnkey projects’ modify these relationships and the newer 
procurement routes such as Prime Contracting and PFI are turning these 
institutionalised distribution channels on their head and weakening the power 
of the consultant advisors who are now becoming part of contractors’ supply 
chains. 

MaIe 181 concluded that long-term, strategic thinking i s  possible in con- 
struction and that the indicators are present. Many of the myths surrounding 
construction in terms of its uniqueness, its long term volatility and highly 
variablc demand, have been challenged empirically although the evidence for 
short and medium term uncertainty is convincing. The key requirements for 
strategists in construction are to develop skills that are not internal, production 
oriented and short-term focused but are strategic, external and long-term 
focused and involve determining the relationship between the company and its 
external environment. This is the subject of the next chapter. 
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The firm and the strategic 5 management process 

I ntroduct ion 

This chaptcr is dividcd up into a scrics of scctions that coinmcncc with a scrics of 
models of the firm and then progress to describe some of the core concepts of 
strategy and strategic management. The chapter syntl-tesises information from 
the general business literature with that specific to construction. The chapter lays 
the foundations for subsequent chapters dealing with international business 
strategy in construction, the strategic management of construction firms and 
consultancy organisations and also supply chain management in construction. 

Diagnostic models of a firm 

The term 'firm' is used here to represent a social organisation with one of its 
main objectives being making a profit. Firms normally have some form of 
vcrtical structure, or hicrarchy, and oycratc within an cxtcrnal busiiicss 
environment (see Figure 5.1). 

'l'hc exteriial business environtnent of a firm, discussed in the previous 
chapter, can be viewed as an envelope that surrounds the firm and impacts it 
through different types of pressure. The firm is delineated from the external 
environment by a boundary. The firm as an economic entity and social system 
can be conceived as having a moveable or permeable boundary because people 
from within it are in constant interaction with others from organisations out- 
side the boundary, either by telephone or through meetings, etc. For an 
architectural practice, the production process is, in part, concerned with the 
transformation of ideas and information from the client into outputs in the form 
of a set of hard-copy of CAD drawings for the contractor. 

In considering the hierarchy of a firm, Figure 5.1 identifies different levels of 
management. Each level within the firm has different properties in terms of the 
lcvcl of unccrtainty cncountcrcd and a h  rcquircs diffcrcnt skills of tnaiiagcrs. 
The iristifutioiid or s t m t q i c  level is concerned with adapting the orginisation to 
the external environment. At the strategic level managers are concerned with 
those issucs that relatc the firm to thc cnvironmcnt. The qucstiori herc is one of 
survival and adaptation to the pressures of the external environment. Uncer- 
tainty is at its highest and information is less, is ambiguous and unstructured. 
Managers are concerned with the longer term and there is a requirement for 
conceptuai and judgemental skills and the ability to handle, analyse and 
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Fig. 5.t A simple model of a firm. Source: Adapted from Langford & Male [I]. 

reformulate unstructured information received from the environment and 
iiitcmally from within the firm. Typical cxamplcs in construction would bc 
director level in contractors and partner level in consultancies. The develop- 
ment of skills and concern with the firm's requirements at this level have 
tended to be neglected in the construction indush-y. 

The focus of managers at the ouganisational levelis integration of lateral and 
vertical relationships in the firm. The concern at this level is one of mediation 
between the strategic level and the technical level as well as maintaining lateral 
relationships between departments, other teams or other functions. There is 
less emphasis at this level on technical skills hut more on political and orga- 
nisational skills such as the ability to handle people, organisational systems, 
procedures ai-td controls. Uncertainty at this fevel has decreased. Managers 
need a task focus and capabilities requiring negotiation, compromise and 
political astuteness. Typical examples of the ol-gaiiisational level i n  the con- 
struction industry would be contracts managers in contracting companies or 
team leaders in consultancy organisations. Managers at this level need to 
operate in two different time frames, the short term when dealing with the 
production level and the longer term when dealing with the strategic level. 

Finally, the teclznical, production or operating core level is concerned with 
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transforming inputs from the environment into outputs which can subse- 
quently be sold in the market place. The production level is task oriented, 
uncertainty is relatively low and routines can be developed for handling 
repetitive tasks. The production level is concerned very much with the present 
and getting the job done. Managers require a task orientation, technical skills 
and a short-term time horizon. This would correspond to the site agent level in 
a construction company, draughtsman level in an architectural or engineering 
eonsultancy or a surveyor in a quantity surveying practice who is involved in 
producing tender information. 

Within the mmi-igement hierarchy different types of decisions and decision- 
making stratcgics will be yrcsent. Eroadly, thcrc arc thrcc approaclics to 
decision making [Z]: 

(1) The rational-analytic approach, where decisions are viewed as being 
analytical, conscious and rational and where the decision-maker considers 
a11 available alternatives systeinatically. 'l'his is the traditional, economist's 
view of decision-making. 
The intuitive-emotional approach, where a number of alternatives are 
considered but unconscious processes are used by the decision-maker to 
save time in the decision-making process. 
The political-behavioural approach, where a decision-maker may be faced 
with competing pressures and decision outcomes are a compromise 
through negotiation and mutual adjustment. The political ramifications of 
implementation are also taken into account as part of the decision making 
process. 

(2) 

(3) 

During the decision-making process, people will not hcive complete access to 
all information to make an  informed decision. Simon [3] has demonstrated that 
people will decide on the first acceptable alternative, namely, the one that is 
good enough, rather than take the rational-anaIytic approach. Simon used the 
term bounded rationality to describe this as satisficing rather than decision 
optimisrng behaviour. 

In addition to different approaches to decision making within the manage- 
ment hierarchy there will also be a number of different types of decisions, for 
example Feldman & Arnold [4] have identified four types of decisions within 
an organisation. 

(I) 

(2) 

Personal decisions, which are those made by individuals that can impact 
their personal lives, career moves being a prime example. 
Organisational decisions, which arc those cnnccrncd with on-going prn- 
cesses within the organisation. Examples would be decisions about pro- 
cedures, rules, policies and budgets. 
Programmed decisions, which stem from the routine, repetitive and fre- 
quently occurring situations within organisations and assist in developing 
standard procedures. 

(3) 
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(4) N on-programmed decisions, which are decisions occurring during 
situations that are ambiguous, unstructured, novel and/or complex and 
where there are no guidelines from policies, procedures or routines to 
assist the decision-maker. This requires a response from the decision- 
maker that is problem-solving or problem-seeking and with a high degree 
of insight. In the simple model identified in Figure 5.1, these types of 
decisions are common at the institutional or strategic level. 

Ansoff [5] articulated three types of decisions in organisations: 

a Operating decisions, dealing with transforming inputs into outputs. The 
bulk of a firm's time will be devoted to such activities and these types of 
decisions are concerned with the resource conversion process. Examples, in 
construction companies include [6]: 
- pricing (bidding); 
- establishing a market strategy (which project type/service); 
- production scheduling (site planning); 
- budgetary allocations among functions (departmental budgets, project 

budgets) .- 
a Administrative decisions, concerned with organisational structuring and 

resource allocation throughout the structure of the firm. 
a Strategic decisions, which relate the firm to its business environment. Their 

effect is diffused throughout the organisation over time and therefore has an 
iinpact on the previous two forins of decisions. Strategic decisions are 
externally focused rather tliaii inwardly within tlic f i r m  and are to do with 
deciding what business the company is in curl-entry and what it should be 
in. 

It is less clear-cut where, within the hierarchy, administrative and oper- 
ational decisions will be made, much will depend on the size of firm. How- 
ever, as a guide, once the strategic level has set out the framework for 
strategy development and implementation within the firm, administrative 
decisions are more likely to comprise the remit of the organisational level 
whilst operational decisions are more likely to form the remit of the produc- 
tion level. 

In summary, this section 1x1s presented a simple model of a firm with dif- 
ferent laycrs of managers requiring diffcrcnt skills and timc horizons, and 
making different types of decisions. The firm opei-ates in an environment to 
which it has to adapt and decision-making in firms is influenced by many 
factors. Pcoplc in organisations usc different decision strategies at different 
times but, due to bounded rationality, satisfice rather than ogtimise. 'l'he sec- 
tion has aIso presented a range of different approaches and types of decisions 
that will be taken in a firm. 

The following sections deal in more detail with the nature of firms as con- 
struction organisations by presenting a more complex model of a firm. 
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A firm as a more complex organisation 

Male [ 71 defines an organisation as an ongoing, goal-directed undertaking 
comprised of people whose activities are co-ordinated through some form of 
organisational structure. The organisational structure co-ordinates the division 
of labour that has been allotted by management to perform tasks or responsi- 
bilities [S] and has two basic functions. First, it is concerned with reducing the 
variability present in human behaviour within the firm to enable the organi- 
sation as a social and economic entity to have a common purpose. Second, 
organisational structure is the context within which power is exercised, deci- 
sions madc and information flows take placc [8]. Mintrbcrg proposcs that co- 
ordination within thc organisational structurc can bc achicvcd in fivc basic 
I-\.ilys which are not necessarily mutually exclusive 181: 

Muttral ndjzistment, operating through informal communication, and working 
best in simple and complex organisational situations. 
Direct supervision, involving one individual having responsibility for the work 
of others. 
Stnndardisntion of work processes, involving specifying or programming the 
content of work. 
Stnizdardisntion of outputs, involving specifying the results of the work to be 
achieved. Mintzberg quotes the example of standardising the dimensions of a 
product or the performance required. 
Standardisntion of skills (nnd knomledge), ii-tvolving specifying the training 
rcquired to ycrforni thc work or task. 

Robbins [9] has identified three basic coniponents to organisational structure, 
namely: 

Complexity, a structural concept refating the extent to which the organisa- 
tion differentiates activities horizontally, vertically and spatially. Horizontal 
diflerentiation, is the extent to which tasks are subdivided among organi- 
sationaI members such that they can be allocated to specialists or non- 
specialists. Horizontal differentiation also concerns the degree of 
specialisation within an organisation. Vertical diferentiation is the number of 
levels in the organisational hierarchy. Spatial dispersion is related to either 
vertical or horizontal differentiation, and refers to the extent to which 
activities or personnel are dispersed spatially by separating power centres 
or tasks. Using these definitions of structure, contracting companies are 
organisationally complex. Thcy wi l l  have cstimating, buying, surveying and 
coiltracts management departments, differentiating the structure horizon- 
tally. Vertical differentiation occurs through having a managing director, 
functional directors, regional directors, contracts managers and site agents 
whilst spatial dispersion occurs through geographically dispersed regional 
operating units (subsidiaries) and also construction sites that report to a 
region’s operating unit. 
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4 Fovirralisntion is concerned with the extent to which codes of conduct or the 
norms of an organisation are explicitly known amongst its members. Often 
formalisation is seen as purely the written rules and procedures operating 
within the organisation. This is only one aspect of formalisation since 
unwritten norms and standards can be as potent in controlling human 
behaviour as those in writing. Mintzberg [S] views formalisation and 
training (in order to standardise skills) as substitutes since they are both 
methods of co-ordination. 

4 Ceiitvnlisnfion refers to the degree to which power is centralised or con- 
centrated within the hands of a few people, units or departments within an 
organisation. Thc cxtcnt of ccntralisation is also a tncasurc of trust within a 
firm and the extent to which individuals are allowed a wide degree of 
latitude in making decisions. Power exists along ri continuum from highly 
centralised to highly decentralised. Decentralisation has vertical and hori- 
zontal components. Organisations are vertically decentralised when power 
is formally distributed down the management line hierarchy. Organisations 
are horizontally decentralised when decision-making power rests mainly 
outside this hierarchy but lies within the staff function, normally comprising 
specialist experts, such as accountants. 

Finallv, the firm, as an organisation, can be viewed either from a structural 
perspective comprising those aspects identified above or from a situational 
perspective comprising a network or system of organisational roles. A role 
perspective of an organisation starts froin the premise that an individual in a 
f i rm has expectations, perceptions or beliefs about how they behave in a social 
situation. Equally, not only does the individual holds these views about 
themselves but also how other people behave in social situations. A role ana- 
lysis of a firm holds that these two pcrspcctivcs arc held by an individual to 
create a view of a firm which is a social organisation where the individual has a 
role [lo]. 

Hunt [Ill has brought together this situational view of an organisation into 
an analytical model. He sees the formal structure concerned with first, the co- 
ordination and control of people’s activities within the organisation; second, 
casting individuals into jobs which are separated by status, power and 
authority for nuking decisions; third, the rules, procedures, guidelines and 
records that control an individuals’ behaviour. The fornzal structure repre- 
sents thc codified history and decisions of the organisation and changing it is 
difficult and takes time. The irtforriial sfructuw is based on emotion and the 
need for social relationships and the informal, interpersonal relationships that 
develop within any organisation. The informal structure continually changes, 
is unstable and is ambiguous and has a number of positive and potentially 
negative aspects associated with it. Relationships operate outside the formal 
structure and often bypass it but the informal structure provides flexibility 
and is the ’glue’ that binds the organisation together. The technical and (physi- 
cal) sysjlcteirz describes all of the hand tools, machinery, computers, buildings 
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and the internal physical environment of the workplace that impact poten- 
tially on the social system. Hunt makes a clear distinction between the tech- 
nical system and technology. He considers technology as embodying aspects 
of social adaptation, knowledge and skills that relate to the physical instru- 
ments used by the organisation. Hunt sees technology referring to a combi- 
nation of inputs with: 

a the machines of the technical system; 
a the members controlling them; 
a the knowledge of the designers of the process. 

Finaily, analysis of a firm's technical system can be undertaken in three ways. 
First, in terms of flexibility of the technical system and the degree of choice 
allowed by those operating the technical system. Second, technical complexity 
required by staff coupled with the number of actions i n ~ l v e d  in a process and 
third, the complexity of the technology. 'l'echnology therefore involves aspect 
of organisational structure and process and has a total system impact. As a 
consequence it is important, but is often the slowest thing to change in an 
organisation. 

The last analytical component of the organisational role system is the indi- 
vidual variable, referring to the impact that an  individual's personality, 
ambitions, goals, desires and needs can have on an organisation. The organi- 
sation, as an on-going social organisin has to adapt to change and has to con- 
sider the similarities and differences between individuals and the fact that an  
individual's personal objectives may not always align with those of the firm. 

Finally, the impact of the external environment, described in the previous 
chapter, has to be considered on the role system. Managers appear to make 
decisions based on their perceptions of the external cnvironment, often with 
little relationship empirically between measures of the objective (or actual) 
environment and the perceived environment used for decision-making [ 121. It 
is managers perceptions that create the environment to which the firm 
responds and these, in turn, will determine the firm's structure and the 
assessment of uncertainty it faces. 

This section has described two models of a firm, a simple and more complex 
model. The next section reviews research on the concept of strategy. 

The concept of strategy 

Management theorists agree that strategy deals with the itteuns an organisation 
USES to mcct erids. Traditionally, it has bccn sccn as conccrning the achicvctnc~it 
of long-term objectives 171. Strateby has also been viewed as a set of rules to 
guide decision-makers about organisational behaviour. Strategies may be 
explicit or implicit, may remain within the senior management team or pervade 
an organisation and produce a sense of common direction or purpose. 

There is no one clear and concise definition of the term strategy as a man- 
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agement concept. For example, Hofer & Schendel 1131 use a resource-based 
approach and define strategy as the alignment of an organisation’s resources 
with the environmental conditions with which it has to deal. Andrews [14] sees 
strategv as an outcome of a number of decisions that affect a firm’s goals and the 
stakeholders associated with it. Johnson & Scholes [l5] add a scope dimension to 
strategy by defining it as encompassing all of an organisation’s activities and all 
aspects of the environment. Mintzberg [8] has attempted to reconcile these 
diverse views by presenting strategy as comprising five different aspects: 

Strategy it plan, where managers mcip out a conscious intended course 
of action. Thc implication is that stratcgics arc made in advance, arc 
deliberate and are developed both consciousiy and purposefully as a 
future intent. 
Strategy as a ploy, implying a dynamic and competitive element to 
strategy with manoeuvrings and scheming to the fore, much like a game of 
chess, where a firm is attempting to outwit its competitors 
Strateg as a pattern, seen as a consistency of action and behaviour over 
time. This perspective views strategy as recognisable because a stream of 
actions become obvious when looked at historicallv, as if through a rear 
view mirror. 
Strategy as position, whereby management locate the organisation in its 
environnient. This defines strategy as an outcome of managerial decision 
making that acts as a mediating force between the organisation and its 
ertviromnent . 
Strateby ss perspective, whereby the members of an  organisation collec- 
tively have a deep-rooted perception of the intentions and behaviour of 
the organisation over time. This definition roots strategy in the collective 
social understanding of the organisation. 

Although Mintzberg has attempted to draw together competing definitions, the 
fact that there is no one clear view on what strategy is has resulted in a fun- 
damental re-appraisal of the concept by some management theorists. Vascon- 
cellos [16] has returned to the origins of strategy as a concept within military 
warfare and developed a theory and techniques from this that challenge many 
of the definitions highlighted above. His contention is that the concept of 
strategy i1-1 modern management thinking has lost its simplicity, value and 
usefulness. Using thc military analogy in business, hc diffcrcntiates between 
strategy - 71diei.e to compete and tactics - I1.07.u to compete. Strategy and tactics 
can have both short- and long-term aspects to them and both can also have 
dcgrccs of importance attached. Within this pcrspcctivc there are three types of 
strategic decisions concerned with where to compete: 

a In which geographic area does a company wish to compete and/or operate? 
a In which industry(s) in a geographica1 area does a company wish to com- 

pete and/or operate? 
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In which segment(s) within an industry in a geographical area does a 
company wish to compete and/or operate? 

Vasconcellos sees tactical issues involving the use of functional departments, 
for example, financial management, accounting, human resource management, 
production. 

Having looked at the concept of strategy, the next section reviews the stra- 
tegic management process and the activities that managers within a firm go 
through in order to manage it over the short, medium and long term. 

The strategic management process 

The strategic management process is the manner in which strategic decision- 
makers (or strategists) determine the objectives of the firm and make choices 
to achieve those objectives within the context of the resources available and 
the firm’s mission. The strategic management process has three interlocking 
parts: 

Strategic formulation 
Strategic choice 
Strategic implementation 

Each will be discussed in turn in the folrowiiig sections. 

Strategy formula tion 

Stratcgy formulation is concerned with matching the firm’s capabilities with its 
environment and is affected by a number of factors: 

a The environmental forces and pressures stemming from the structure of the 
industry within which the firm competes. 
The resources available to the organisation. 
The internal power relationships within the firm. Organisational politics 
have an important impact on strategy formuhtion as established power 
groupings or coalitions may be threatened. 

a The strategists’ valuc systcms. Education, family background, attitudcs and 
experiences affect a person’s values. 
The firm’s history and its reLitinnsliip to perceptions of the current situcition. 

Strategy formulation commences with defining (or redefining) the mission of 
the firm, its long-term goal. This requires J. series of objectives to be set and met 
with strategies as the means of attaining these objectives. The strategic for- 
mulation process requires an assessment of the strengths and weaknesses of the 
firm (the internal diagnosis) and the opportunities and threats in the 
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environineiit (the external diagnosis). This assessment is usually termed the 
SWOT analysis. 

Different types of sfrategy 

Strategies form a hierarchy [17]. Corporate strategy is concerned with the com- 
pany as a whole and for large diversified firms it is concerned with balancing a 
portfolio of businesses, different diversification strategies, the overall structure 
of the company and the number of inarkets or segments within which the 
company competes. Business str~rtrgy is concerned with a firm’s competitiveness 
in particular markets, industries or products. For a large firm an operational 
unit will norinally be set up, a strategic business unit (SBU) with authority to 
make its own strategic decisions within corporate guideliiies, that will cover a 
particular product, market, client or geographic area. Finally, the operating or 
fwzctionnl s tua te~y  is at a much more detailed level and focuses on productivity 
within particular operating functions of tlie company and their contribution to 
the corporate whole within an SBU. 

The relationship between a firm’s mission, its objectives and strategy 

The firm’s mission is its uaison d’itre, or the fundamental reason why it exists. 
The firm’s mission also sets out what it wants to become over time. Missions 
can be narrowly or broadly defined and often emanate from the founding 
entrepreneur’s vision of the firm. Businesses do, however, develop, change and 
diversify but there slinuld be a common thread that links the various parts of 
the business together. The firm’s mission statement should be clearly articu- 
lated and allow action to be taken based on it [ 2 ] .  The mission statement should 
be: 

a Precise 
a Indicate how the objectives are to be accomplished 
a Indicate the major components of strategy. 

Vasconcellos [16] argues that it is important to differentiate between the 
vision of a strategic business unit and the company as a whole. He proposes 
that the mission of a business should encapsulate only four elements: the 
market need being satisfied; the type of clients being scrved; thc geographical 
area within which tlie coinpany operates. A@, using a military analogy, 
Vasconcellos terms these four elements the strategic square, and as components 
of thc mission, thcy synthcsisc strategy. 

‘l’he firm’s objectives stem from the mission or mission statement, should be 
expressed quantifiably and serve four important functions: 

a They facilitate performance measurement by allowing actual versus pro- 
jected performance to be compared and indicate the extent of any gap. 
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They can be prioritised, with high order objectives allowing the co- 
ordination and integration of lower level objectives within the firm. 
They can have a time horizon associated with them which can provide a 
mechanism for appraising the firm and its managers. If this is to be 
undertaken then objectives must be specific and verifiable. 
They create a product market focus for the strategy. 

A firm’s competitive strategy is the distinctive approach the firm takes when 
positioning itself to make the best use of its capabilities and stand out from its 
competitors [18], Porter argues that there are four key elements that determine 
thc limits of competitive strategy. These arc dividcd into intemd jiictnrs, first, 
the company’s strengths and weaknesses and second, the personal values of 
the key implementers and cxteriid jizctous, fixst, the industry opportunities and 
threats, economic and technical and second, the expectations of society. A 
firm’s strategy is normally defined by four components: 

Its business scope, the customers served, their needs and how these are being 
met. This forms one side of Vasconcellos’ strategic square. 
Resoirrce utilisafion, resourcing properly the areas in which the firm has well 
developed technical skills or knowledge bases - its distinctive compe- 
tencies. 
Determining areas of business synergy, attempting to maximise areas of 
interaction within the business such that the effect of the whole is greater 
than the sum of the parts. 
1 lcterm ining sources of (:(w~pefifi~ie iidiiun t q e .  

Competitive advantage is about being clear where a firm has superiority over 
competitors, and this may be often located in the technical core of a business. 
Sources of competitive advantage will be dealt with in more detail in the next 
sub-section. 

Sources of competitive advantage in construction 

Determining areas of competitive advantage requires an analysis of the value 
activities of a company when competing in a particular industry. Value 
activities stem from the way the company manages its people, the teclinical 
systcm and organisational structurc and process, including linltagcs bctwccn 
inputs from suppliers and the transformation process used by the company to 
turn these into outputs demanded by buyers. This transformation process, 
taking inputs from suppliers to create outputs valued by customers, is termed 
the value chain. It has an external component to the firm, comprising supplier 
inputs and customer-driven outputs such as distribution channels, each with 
their own value chains and internal component comprising the transformation 
process and the manner in which that is supported. The value chain is a 
product of the firm’s history and its strategic management process. The key 
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issue for competitive advantage is the extent to which the firm is able to sustain 
a long-term advantage through either reducing costs or offering something 
unique in the way it manages its value chain, which may require reconfiguring. 

Porter proposes that competitive advantage can be sustained by being clear 
about first, the source of competitive advantage within a possible hierarchy of 
sources. Low order sources of advantage include competing on low labour and 
materials costs, which are easily replicable by competitors. They form a com- 
mon basis of competition in construction. Other easily replicable sources 
include economies of scale stemming froin technology, equipment or methods 
thdt are also avciil;tble to competitors. High order sources of advantage include 
proprictary process technology, which is of particular rclcvancc for cornpcting 
in engineering process and plant construction, and product differentiation 
stemming from unique products or services. Other exainples of high order 
sources include brand reputation based on cumulative marketing efforts and 
customer relationships that are locked to the company through high switching 
costs, which are also of relevance in many areas of construction. High order 
sources of advantage require more advanced skills and capabilities to achieve 
them, often involving specialised and highly trained personnel, or an internal 
technical capability or close working relationship with leading customers. They 
also require sustained, cumulative investment leading to the creation of both 
tangible and/or intangible assets in the form of reputation, customer 
relationships and specialised knowledge. Second, the number of distinct 
sources of advantage a company possesses and third, constantly improving 
and upgrading advantages. 

Male [71, using the work of A m a r o  ef nl. [19], proposed a value chain 
analysis of the bidding process within the business strategy system of a con- 
tracting company. The value activities in a project for a contracting company 
are sharpIy divided between the prc- and post-contract stages. In the pre- 
contract stage two major value activities proceed in parallel, namely, esti- 
mating, and contract planning and management. The estimators analyse a 
tender using labour and materials constants, seek quotations from sub- 
contractors and utilise learning curves for particular project types to produce 
a unit rate estimate. Their analysis will not include preliminaries. Contract 
planners and management, however, are involved in a different process. 
They adopt a time and resource-based analysis that involves programming 
site activities, determining the method of working and assessing prelimina- 
rics itcms to producc a 'preliminaries cstimatc'. As part of this overall pro- 
cess one of the key value activities for the contractor is the sub-contract 
pricing process and how it fits into the overall pricing strategy. Major deci- 
sions includc the numbcr of sub-contract work packages and sub-contract 
quotations sought [20]. 

The two internal value chain activities arc brought together at the adjudi- 
cation stage of the pre-contract process, where senior management, together 
with the estimators and contract planners/management involved in preparing 
the tender, will assess: 
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The probable competitors; 
The conditions of contract; 
The client and consultants involved; 
The extent to which the job is required by the company as a project itself and 
its contribution to workload; 
The estimate of the time likely to execute the project versus that specified in 
the conditions of contract; 
The relationship between the probabiIity of winning the contract versus the 
level of mark up and expected profit. 

In the cstimating and contracts managcmcnt aspccts of thc prc-contract 
phase experience is seen as paramount, and competitive advantage is seen to be 
gained in the pricing of the preliminaries, where the objective is to devise a 
programme of work that is shorter than those of competitors. Contractors 
believe that the preliminaries will win or lose contracts and make a profit or 
loss. Furthermore, they believe that unit rates in the bill of quantities are 
unlikely to differ much from competitors. Therefore, in terms of sources of 
competitive advantage, low order sources are embedded within the estimates 
produced for the bill of quantities whereas high order sources are embedded in 
the development of the preliminaries estimate, including the method of 
working. The next subsection looks at innovation as a source of competitive 
advantage in construction. 

Innovation as a source of competitive advantage in construction 

limovation is one of the key issues in sustaiiied competitive advantage 1211. 
C.lark [22] identifies two types of innovation, radical shifts and gradual incre- 
mental innovation. Radical shifts invoIve short, painful pcriods of transfor- 
mation. Most companies experience these very infrequently. Incremental 
innovation lasts for many years, often goes unnoticed and normally follows 
radical shifts. In a construction context, Boyd & Wilson [23] concluded that 
incremental innovation is common in construction whereas radical shifts are 
rare. Fleming [23] has concluded that product and process innovation in con- 
struction is outside the industry’s control due primarily to its service nature 
and the split between production and design, manufacture and construction. 
I Ie has also proposed that the forms and methods of coiistruction are largely in 
thc hands of thc dcsigncrs. 

Male & Stocks 1251, drawing together a number of different views on inno- 
vation in construction, suggested the following: 

Designers, bring innovation potentially to the process through designing the 
built form. They provide the spatial and structural form, specifications and 
drawings that impact the production process through buildability. They 
largely determine the spatial constraints of the production process for the 
contractor through the influence of site topography and the planning per- 
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missions process. However, the introduction of new inaterials into the 
construction industry does not rest purely with designers and is very much 
dependent on procurement method and contractual arrangements chosen. 
Materials introduced into the process by designers will only occur directly 
where nominated suppliers are specified. Where a project is-tendered for on 
the basis of some form of combination of specifications, drawings and bill of 
quantities the wording of the bill item may allow the contractor to choose 
the materials or components used provided it conforms to the designer’s 
specification. 

Innovation in materials, as inputs into thc production process, docs rest 
outsidc thc contractor’s control unlcss thc company has divcrsificd into 
materials lnclnufac ture. 

Innovation in construction plant, forming part of the technical system in the 
production process, rests with equipment manufacturers and lies outside 
the industry. However, the choice of plant and the manner in which it is 
deployed on-site rests with the contractor. The contractor is able, therefore, 
to draw in plant/equipment innovation into the production process and 
hence gain potential advantages over competitors. The main issue here, 
however, is the extent to which high levels of sub-contracting of plant 
provide competitors with access to the same or siinilar types of equipment 
and hence nullify, in a short period of time, any sustainable advantages. 

The primary areas for direct innovation with contractors are: 
- On site level through the ’organisation’ of production. Where there is a 

considerable potential for pre-fabrication off-site the contractor has to 
consider the timing and scheduling of these inputs together with how 
they might be fixed within the structure through the correct choice of 
craft skill. This can again lead to innovation partly in site organisation 
and partly in craft skills. The level and type of sub-contracting have a 
significant impact here. 
At company level by responding to clients with new services and new 
forms of corporate organisational design. 

- 

- In financial management. 

Codes and standards are ways of achieving technology transfer in con- 
struction. 

Male & Stocks f251 identified four distinct types of innovation in drawing 
together their view 5 on competitive advantage in construction: 

lechnological innovation, which utilises new knowledge or techniques to 
provide a product or service at lower cost or higher quality; 
Organisational innovation, which does not require technological advances 
but invoives ’social technology’, that is, changing the relationship between 
behaviours, attitudes and values. Lansley [26] proposed new types of 
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business organisation, new forms of contract and procurement and the 
opening up of new markets as examples in construction; 
Product innovation, which may have a low hardware dependency, provides 
better utilisation of resources and involves advances in technology resulting 
in superior products or services; 
Process innovations, which substantially increase efficiency without sig- 
nificant advances in technology. 

Much of the innovation in the construction industry occurs at the workface, 
with individual craftsmen, especially on special projects. Contractors thdt 
pursue a strategy of a high level of sub-contracting Iosc this incremental 
innovation since it is also available to competitors in the marketplace unless 
long term business relationships exist with sub-contracting firms. 

Since innovation in equipment or materials lies outside the industry, con- 
struction is more involved with innovation diffusion. However the effective 
utilisation of equipment and materials by construction firms to maxiinise the 
benefits of innovation in other industries creates knowledge-based competitive 
advantages. 

In situations of depressed demand, the emphasis for firms in the industry is 
on cost reduction and developing new services and competitive advantage for 
construction firms in the UK has priinarily been in organisational innovation. 
Technology push has also been evident within construction with the devel- 
opment of intelligent buildings and robotics, an issue relevant to Japanese 
construction firms. In Japan the forces of intense doinestic competition, skills 
shortages and an  ageing workforce are a major impetus for the large Japanese 
construction firins to invest in plant and equipment development to substitute 
technology for labour. This may well provide them with a competitive weapon 
to enter overscas markets with product innovations where indigenous firms 
are not undertaking such development. This is an example of equipment-based 
innovation in construction in other nations. 

In addition, Lansley [26] has identified the importance of understanding the 
impact of long waves in the economy for the innovatory behaviour of con- 
struction firms. Based on his empirical data in UK construction over a twenty- 
year period, he suggests that different types of innovation may be more 
appropriate in periods of decline than in periods of recovery. He indicates that 
in construction during the 1960s companies were iiivolved in process innova- 
tion with a primary focus on operational changc and a task-oriented style of 
inanageinent. In the 1970s, when construction firms were faced with strategic 
change, companies were involved in product innovation with a management 
style that was pcoplc and corpnratc oriented. Flanagan [27], in his analysis of 
the Japanese construction industry, also provides supporting evidence for 
Lansley’s contention in a cross-cuItural context. He indicates that during the 
period 1977-85 when the Japanese domestic construction industry was in deep 
recession, a situation of transformational and hence strategic change, con- 
struction firms were strategically repositioning themselves by developing new 
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services/product ready for the upturn in the economy. The competitive 
advantage for Japanese construction firms lies with organisational innovation 
in the short term and technological innovation for the future. 

During periods of competitive change, which required an operational and 
strategc response, a different type of innovation is required, one that combines 
both product and process innovation. Process innovation, focusing on gains in 
efficiency, provides the company with a stable and effective resource base for 
investment and to launch new competitive initiatives to gain an advantage over 
competitors. 

The introduction of a new wave of procurement routes, such as Private 
Finance Initiative (PFT) and Prime Contracting also provides opportunities for 
innovation in financing, design, production and the life expectancy of physical 
assets. These procureinent routes are examples of strategic change since they 
are fundamentally changing the roles, responsibilities and interactions of the 
key players in the industry. In addition, procedures such as value management 
and value engineering also provide opportunities to bring innovation to the 
process by injecting team-based intellectual capital and innovation at various 
points throughout project delivery [28]. However, as Standing [29] has argued, 
there is considerably more potential available for the contractor to bring 
innovation to the process than is currently the case because procurement routes 
and the lack of a proactive value management/value engineering incentive 
programme €or the contractor prevent this from happening. 

In summary, designers bring potential innovation to the industry through 
the design of the built form, and through drawings and specifications. Design is 
a high-order, knowledge based competitive cldvantage for designers. Con- 
suitants are also able to offer new service packages to clients. Innovation for the 
contracting conipany is also 'knowledge-based' in that it is concerned with 
aItcrnativc ways of organising the iesourcc transformation process during on- 
site production, creating new services and designing new forms of corporate 
organisationai structure, or manipulating capital flows. In the UK, technical 
system innovation lies primarily outside the industry and the contracting 
company. Skill or craft innovation occurs at the work face and as an asset for the 
contracting company to use for innovation purposes depending on its strategy 
towards sub-contracting. Contractors in the L K  are 'technological innovators' 
and not 'technical system innovators' because they determine new- ways for the 
technical systems to interact rather than improve the teclwiical system. I Iow- 
ever, as mentioned above with the case of the Japanese, this may not always be 
the case. hnovation in service provision, production and corporate organisa- 
tion and financial nianagement are 'knowledge-based' innovations and hence 
are potciitially 'high-order' advantages, regardless of whcthcr it is undcrtakcn 
by consultants or contractors. 

This sub-section has reviewed competitive strategy and competitive 
advantage, the value chain and value activities and the contribution that 
innovation can make to competitive advantage for designers and contractors. 
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The next section looks at three techniques that are used in the strategy for- 
mulation process, the SWOT analysis, competitor analysis and strategic group 
analysis, introduced previously in an earlier chapter. 

SWOT analysis 

The SWOT analysis is shorthand for describing strengths and weaknesses of a 
company and the opportunities and threats that it faces. Porter [18] contends 
that there are two forins of strengths and weaknesses facing a company. The 
first is s imc tuvn l  and is rooted in the economics of the industry facing the 
company, couplcd with the stratcgic positioning of a firm rclativc to its com- 
petitors. This type of strength or weakness is external, relatively stable and 
difficult to overcome. Normally, this will comprise part of the external 
appraisal of the company to determine the opportunities and threats. Porter 
describes the second type of strengths and weaknesses as inzpfenzentntionnl. 
'l'hey stem from the company's ability to implement its chosen strategies, the 
people and management capabilities. Porter sees these as transitory. It is this 
second set of strengths and weaknesses, the implenientational ones, that gen- 
erally comprise part of the internal appraisal of the company. 

The internal appraisal would also normally involve identifying areas of 
distinctive competence or a competence profile and typical areas covered in the 
internal audit would be as follows: 

Marketing and distribution channels; 

Iiesearch and development; 
+ Human resources; 
a Financial resourccs. 

"rod u c ti on; 

It has been suggested that the primary focus for identifying strengths and 
weaknesses is in the operating core, that is the input-output transformation 
process. Glueck & Jauch [2] also argue that the internal audit needs to address 
m o  fundamental questions. First, what does the company do well and does 
this matter? Second, what does the company do poorly and does this matter? 
These questions must be answered with constant reference to competitors. 

Opportunities and threats stem from the external environment and can come 
from thc following: 

(1) The economy; 
(2) Denlographic shifts; 
(3) Societal developments; 
(4) Technological developments; 

(5) Industiy structure, suppliers, buyers, competitors, new entrants and 
finally, the level of competition between companies. 
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Two strategic management techniques refated to understanding the external 
environment are competitor analysis and strategic group analysis, the subject 
of the next sub-section. 

Competitor analysis and strategic group analysis 

Competitor analysis profiles the current and potential future strategies of 
competitors, it also attempts to work out their possible responses to any 
changes in strategy the firm may make and to anticipate their reactions to shifts 
in the task and general environments 131. 

Competitor analysis also involves not only understanding existing compe- 
titors but also the actions of potential competitors. For each competitor the 
following factors need to be assayed: 

(1) Their future goals at corporate and SBU level; 
(2) ‘I’heir current strategies, both implicit and explicit and their inter- 

relations hip; 
(3) The major assumptions held by the company and key managers; 
(4) The key capabilities of the company, its distinctive competencies, areas of 

competitive advantage, growth capability, capacity for the management of 
cl-tange and, finally, the company’s staying power in the industry and its 
chosen strategies. 

Pilot research work supervised by Male & Stocks [25] in using competitor 
analysis for a construction firm indicated thrlt a regional subsidiary of a 
national contractor operating in both building and civil engineering faced 
anything up to 55 competitors at national, regional and local levels in all market 
scgmcnts. To makc thc analysis morc managcablc, Male and Stocks proposed 
concentrating on the top 10-15 key competitors, in a firm’s peer group to obtain 
a very good fee1 for the competition it faces, and the impIications that stem from 
this, in its task environment. 

Strategic group analysis, mentioned in an earlier chapter, is attempting to 
develop groupings of companies in an industry that are following the same or 
similar strategies. Strategic groups are expected to be relatively stable over time 
and they affect the pattern of competition within an industry. Where multiple 
groups exist competition will not be faced equally by all companies. The two 
most important ir-rfluenccs on strategic groups arc first, the dcgrec to which the 
strategic groups interact with each other in the mai-ket place and second, the 
degree of overlap between target customers for each strategic groups overlap. In 
contracting, prncurcincnt and tcndcring stratcgics impact and modify strategic 
groups. Strategic group analysis is explored further in Chapter 5 dealing with 
the strategic management of consultants and contractors respectively. 

Having completed an introduction to the ideas behind the strategy for- 
mulation process. The next section explores the ideas behind strategic choice - 
the decision on which strategy or set of strategies the company should pursue. 
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Strategic choice 

Strategic choice is about making long-term decisions around a range of options 
that will determine the future strategic position of a firm in terms of its com- 
petitors, the strategic group within which it chooses to compete and how it is 
impacted by the competitive forces that determine industry structure. The 
strategists should take account of the strengths, weaknesses, opportunities and 
threats facing the company as well as the constraints that may be impinging on 
the strategic decision-making process. Strategic choice is also about how the 
coinpany will seek to attain its objectives in each of the Strategic Business Areas 
(SEAS) making up its strategic portfolio [30]. This subsection reviews the 
naturc of dccisions and dccision-making in coinpanics and  thcn procccds to 
describe the nature of SBAs and strategic portfolios. 

When choosing among options : 

a Strategic decision-makers, the strategists, when making choices, are not 
totally constrained by environmental, technological or other forces; 

a Firms are able to influence their environments and are influenced by them; 
a Management perceptions and evaluations mediate between the environ- 

ment and the actions taken by the organisation to achieve strategic ’fit’. 

Strategic choice involves selecting amongst a number of options or strategic 
altcrnativcts) that bcst meet thc firm’s objcctivcs. The choice will be made using 
a set of criteria to guide ciecision-makers. Johnson & Scholes 1151 suggest that 
the eventual decision should be based on the criteria of ~ ~ i f d d i f ! y  - the degree of 
fit between the proposed strategy and the situation identified in the SWOT 
aiialysis; f i a d d i t y  - the practicalities of the strategy to be adopted; and 
accq?fnbilify - once chosen, is the strategy acceptable. 

Strategic alternatives 

Depending on the analysis of the firm’s strengths and weaknesses and the 
environmental opportunities and threats, the firm’s strategists face a number of 
strategic options or alternatives on which to compete. Porter [18] identified 
three generic strategies that form the basis of competition, namely: 

a Cost lendership, whcrc attcntion is dircctcd to thc cost structurc of thc f i rm 
and there is a relentless focus on conti-oiiing costs. 
Diferentiation, where the firm attempts to create the perception that it is 
diffcrcnt or u n i q u c  from its competitors. Whilst thc firm’s cost structurc is 
not igwred it is not the primary weapon of competition. 

a Focus, where the firm’s attention is focused on a buyer group, a particular 
product line or geographic market. This is often termed a niche strategy, 
where the firm carves out a competitive arena as a sub-set of a broader 
market. 
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Since the latter strategy can also employ cost leadership or differentiation, it has 
been argued that there are, in practice, only two major generic strategies: cost or 
differentiation. There are risks associated with each of the generic strategies 
and individual strategies require different sets of resources and skills for their 
implementation. 

Each of these generic strategies may require a change in direction and there 
are a number of directions that strategists can take: 

To opt for operational changes only, whilst environmental changes of which 
the firm is unaware, are under way. 
To consolidate or stabilise. This is a positive decision to rcmain within 
existing markets but to make changes in the way the firm operates and also 
track changes in the environment. 
To retrench. This may be the least frequently used strategy and is sometimes 
one that may be overlooked for strategic repositioning and/or redefining 
the business. It is a difficult option for managers to pursue as divestment 
may imply failure whereas expansion strategies may be perceived as recipes 
for managerial success. 
To penetrate existing markets; to develop new products and maintain 
existing markets; to develop new markets whilst maintaining present 
products. 
To diversify. There are two forms of diversification, related or unrelated. 
The former, also called concentric diversification, occurs within the broad 
confines of the industry within which a firm operates. lielated diversifica- 
tion within the construction industry can be extensive in that i t  can include, 
for example, building and civil engineering contracting, the production of 
building materials, plant hire firms, onshore construction of oil-rig plat- 
forms and property development. These can a11 be perceived as related to 
aspects of the construction industry or to construction activity. Unrelated 
diversification, aIso called conglomerate diversification, takes the firm 
outside the industry, markets or products within which it presently oper- 
ates. Trafalgar House and BICC are examples of conglomerates with 
interests in construction, that have followed a strategy of unrelated diver- 
sification. 

There are three means of achieving strategic development: 

a Internally, where the firm invests its own capita1 to set up and operate a new 
venture. This option is often the primary vehicle of growth. 

a Extcrnally through acquisition or tncl-gcr. This option is oftcii uscd whcl-c 
speed is of the essence or when a market is growing very slowly or is 
stagnant. The biggest problem with acquisition is the integration of the 
acquired with the acquiring firm or in the case of merger the successful 
integration of two organisational cultures to produce a new culture that 
represents something other than the dominance of one culture over another. 
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A combination strategy which combines elements of internal and external 
development through contractual agreements. An example of such a 
strategy in the construction industry is the use of joint ventures. 

Finally, there are two additional approaches associated with diversifica- 
tion, which can be linked with internal or externaI strategic development. 
The first of these is integration, either forward or backward, to increase the 
value added. In these instances the firm, usually through acquisition, moves, 
in the case of forward integration, towards the eventual end purchaser of 
goods or services. In the case of backward integration the firm moves 
towards raw materials supply. In a construction firm forward integration 
would be in the direction of property development and backward integration 
would be into building materials production. The second approach is inter- 
nationalisation, in which the firm expands its geographic operating bound- 
aries and moves from operating in a purely domestic business environment 
to operating in an international one. Ii~ternationalisation can be viewed as a 
form of geographic diversification. 

Having identified the best strategy for achieving the firm’s objectives, the 
next stages of the strategic management process are implementation and 
feedback. 

Strategic implementation and feedback 

Strategic implementation and feedback occur through the ’organisation’ which, 
as  previously mentioned, coiiiprises people who bring to the world of work 
their beliefs, values, prejudices and biases. Iinpiementation will involve the 
organisational structure and the setting up of control and feedback systems to 
ensure that the strategy as implenwntcd is con~istcnt with the strategy as 
evolved and decided on during the formulation and choice states of our 
anaIyticaI framework. The problem for the impIementation process is that an 
organisational structure is already in place and working. The strategic man- 
agement process since it is long-term in its orientation, will involve some 
fundamental shifts in the structure of the organisation. This invariably will 
draw out resistance from individuals and groups who may feel threatened by 
these changes 1151. 

The seven primary mechanisms for stmtegy implementation are as follows: 

(I) Plans and policies at corporate, strategic business unit, operational and 
functional levels; 

(2) A budgetary framework for resource allocation; 
(3) Reward systems; 
(4) Political systems; 

(5) 

(6) Training and development systems; 

Control and integration systems through organisational structure, the 
hierarchy, teams and team management, using rules and procedures; 
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(7) Feedback mechanisms. Feedback, allowing any corrective action to be 
taken, will be provided to the strategic level by measuring actual perfor- 
mance via the systems and procedures that have been set up against the 
quantitative criteria established for strategic objectives. 

To be successful, the strategy implementation process requires three basic 
questions to be answered systematically to design the appropriate imple- 
mentation mechanisms. First, who has the responsibility for carrying out the 
strateges? Second, what must be done in order for implementation to be 
successful? Third, how will the implementation process work? Unfortunately, 
thc imylcmcntation yroccss is the arca most often ncgtcctcd in the strategic 
imanagement process. The strategic management process, comprising strategy 
formulation, strategic choice and strategic impleimiitation and feedback will 
invariably involve the organisation in change, the subject of the next sub- 
section. 

The strategic management process and organisational change 

The strategic management process is concerned with answering questions: 
first, what ought the company to be doing? And second, where should the 
company be going in the future? Three key factors are central to answering 
these questions: 

(1) Strategists should have a future orientation; 
(2)  Strategists should have the ability to make decisions about the relationship 

between the company and the business environment that it faces; 
(3) Stratcgists, as managers of the firm, should be ablc to manage strategic 

and competitive change. 

The strategic management process is concerned with mapping out the direction 
of the firm in the future and handling strategic and competitive change. Change 
in an organisation becomes necessary when there are problems, opportunities 
or threats associated with the following: 

The external environment; 
Divcrsification strategies ncccssitating ncw cnmyany structurcs; 

+ Technology; 
People. 

The process of strategic management adapts a firm to the changes in its 
environment and Clark [22] has differentiated between change that is recurrent 
and change that is transformational. Recurrent change creates an organisa- 
tional memory through the repetition of activities over different time scales. 
The organisational memory may be appropriately or inappropriately triggered 
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by events in the environment. Transformational change, on the other hand, 
modifies the recurrent patterns stemming from the organisational memory, 
either deliberately or unintentionally. Operational change, is an example of 
recurrent change since the firm normally has a set of well worked out routines 
to handle it. However, competitive and strategic change should involve the 
company in transformational change and requires managers to sense the need 
for change and then exercise choice, having worked out the appropriate way to 
handle the change. Additionally, the strategic management process, due to its 
adaptive function between the organisation and the external environment, 
should involve change that is, hopefully, deliberate. 

Managers, when faced by strategic change, can fcel stressed and inay revert 
to five possible modes of decision-making, the first four are inappropriate 
whikt the fifth is appropriate for dealing with change [31]. First, managers inay 
not notice the triggering event and no serious risks or, potentially, no oppor- 
tunities are perceived and no change results. The status quo remains even 
though a response is needed. Second, managers may perceive a need for 
change but respond only in an incremental manner reflecting a small variation 
from existing patterns. Strategic diagnosis may, however, have determined that 
there is a need for substantial change. Third, managers perceive serious risks 
with both new and existing courses of action and believe no solution can be 
found, they face a Catch 22 situation and avoid taking any action. Fourth, 
managers have perceived the serious risks associated with current and new 
courses of action but feel that there is insufficient time to act. Finally, managers 
have perceived the serious risks from both the current and new courses of 
action, believe a solution can be found and have the time to undertake the 
desired courses of action. 

Tichy [31] has suggested the following six procedures for assisting with 
change management: 

(1) 

(2) 

Managers should identify strategic and non-strategic types of decisions 
and commit time and resources to assist their decision-making process; 
The highly task oriented, short term perspective generated by an oper- 
ational focus or a crisis can create ’time-traps’ that can result in inap- 
propriate responses to change and should be avoided; 
There should be a filtering system to target the appropriate response at the 
right level in the firm; 
Therc should be a buffering systcrn to alIow strategists time to focus their 
attention on strategic decisions and change; 
Champions of strategic change should be created whose purpose is to 
draw thc organisation’s attention to the change management process that 
is being implemented; 
The time allotted to strategic and non-strategic activities should be 
monitored. 

(3) 

(4) 

(5) 

(6) 

The next sub-section looks at change management within construction. 
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The management of change  in construction 

Lansley et  nl. [32] in their longitudinal study of regional contractors or regional 
operating units of national contractors highlighted a number of useful prin- 
ciples surrounding the management of change. They also identified some 
dysfunctional activities. Flexible firms that were successful at change man- 
agement and able to adapt to the demands of the environment demonstrated 
thc following charactcristics: 

Staff perceived senior managers as committed to clearly defined and 
stated objectives directed at achieving well defined market goals. These 
strategists had a clear 'vision' of the future direction in which the firm 
was  to go. 
There was a concern for the welfare of staff. 
There was an internal consistency between the management style adopted 
by senior managers and that preferred by staff and this was reflected in the 
organisational 'climate'. 
There were high levels of staff morale and job satisfaction. 
There was a history of effective change management. 
Firms had highly effective market sensing mechanisms in place and used 
their staff with good market knowledge to their most effective potential. 
Effcctivc corporatc planning systcms had bccn sct up to dcvclop and rcvicw 
the future strategic options available to the firm. 

Dysfunctional activities identified by Lnnsley rf  d. 1321 included almost the 
niirrnr image of the above: 

There was a lack of concern with human resource management or a cor- 
porate perspective. 
Allied to this lack of attention to people there were also higher levels of 
organisational politics which, in turn, led to low staff morale and lack of 
organisational effectiveness. 
In terms of adaptive behaviour, firms that understood the need to scan the 
external environment had implemented the marketing function. In those 
firms that had not implemented a marketing function, it was mainly due to a 
lack <of understanding how to undertake environmental scanning rather 
than the need for it. The need for environmental scanning was particularly 
acute among meclium-sized firms. 
Somc managcrs saw corporatc planning and budgetary control as synony- 
iiious, they are not. The former is concerned with positioning the organi- 
sation in its environment and the latter with internal efficiency. 

The nature of professional consultancy work in construction, in comparison to 
that of contracting, may highlight the need for different types of organisational 
structure and hence responses to the business environment. Empirical evidence 
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of architectural practices indicates that there are three types of organisational 
structure: 

the simple hieravchy, where relationships are vertical rather than lateral; 
organic, where structures are relatively unhierarchical but involve a large 
number of vertical and lateral relationships; and 
mixed, where there is a marked organisational tree structure but this is 
modified in part by lateral relationships. 

Private sector practices can be characterised by either organic or mixed 
organisational Structures. The srnallcst yracticcs tend towards being strongly 
organic but even the largest practices with some form of tree structure can have 
overlays of the organic structure. It can be concluded that in the private sector 
there is a constant emphasis on fluidity of practice and the importance of 
informal relationships. The overriding need is to meet those changes in the 
workload primarily induced by the business environment. 'l'he informal and 
not the formal organisational structure appears to be the key in private sector 
consultancy practices. Since the competitive fee bid system has become the 
norm for procuring professional services, consultancy firms, like contractors 
through their estimating function, are having to consider boundary scanning 
roles such as 'marketing' and 'proposal preparation'. Eventually the counter- 
parts to contractors' estimating and marketing departments will emerge more 
forcefully within consultancies of different sizes as environmental change 
coinpels thein to adapt in the medium to long term. Many of the larger 
ccinsu 1 tancy organisations, espccia 1 Iy those operating iriteriiatioiial ly, already 
have a clearly defined marketing role, indicating the iiiiportance of boundary 
spanning activities for them. 

Thc next scction explores tlie different typcs of strategic bchaviour that arc 
exhibited by firms as an outcome of the strategic management process and the 
impact that strategists can have, as mediators between the external and internal 
environments of the firm, in determining that behaviour. 

Strategic behaviour 

As firms analyse and respond to tlie environment through strategic formula- 
tion, strategic choice and strategic implcmcntation and feedback, it is possiblc 
to discern a series of strategic behaviours. A iiuniber of different typologies of 
organisations aiid their beliaviour have been formulated. Tlie typologies that 
arc innst useful for describing the strategic bchaviour of the variety of orga- 
nisations in the construction industry and the implications that stem from them 
for practice are those of Mintzbcrg [33], Miles & Snow [34] and Ansoff [5]. 
Other structural types likely to be met in construction will also be discussed 
and each of the above will be described in some detail and subsequent chapters 
will elaborate on these further. Before discussing strategic behaviours, h0~7- 
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ever, the first sub-section will commence with the role of the strategist in 
determining strategic behaviour. 

The role of the strategist in determining strategic behaviour 

Traditionally, the primary role of the strategist has been seen as being to: 

a Monitor, analyse and diagnose the external environment in order to 
anticipate opportunities and threats; 

a Assess the degree of risk associated with any opportunities in the envir- 
onment; 
Assess the firm’s strengths and weaknesses; 

a Miitch the opportunities present in the environinrnt with the firm’s 
strengths whlst  minimising the weaknesses against possible threats; 

a Develop strategies, decide amongst alternatives and allocate resources to 
enable selected strategies to be undertaken; 

a Monitor results and take corrective action via feedback. 

Depending on the size of the firm, the strategist may be an individual or a 
team. The environmental diagnosis undertaken by the strategist as part of the 
formulation process can be affected by a number of factors. These include 
psychological mood, a person’s cognitive structure in terms of attitudes to risk 
and underrying experience, attitude towards change and whether a proactive 
versus reactive stance is adopted by an individual. Where the diagnosis and 
formulation process are undertaken by a team, ‘group-think‘ inay be present. 
Underlying the idea of group-think is the notion that group dynamics change 
perceptions subtly and increase the tendency towards taking riskier decisions 
than, for cxample, any one of thc group would take as an individual if away 
from the collective decision situation. In a team or group situation it is advi- 
sable to appoint a ‘devil’s advocate’ who will chaIIenge or question group 
decisions in order to counteract the possibility of group-think. 

Mintzberg’s typology 

Mintzberg has identified five ideal structural types to describe firms. The simple 
s f ruc tuw has direct supervision as its prime co-ordinating mechanism. The key 
part of the f i r m  is at the strategic level and as its riame irnpIics the structure is 
simple and is uncluttered by rules and regulatioiis. There is little, if any, in the 
w a y  of functional departments and there is little planning 01- training but there 
is considcrablc personal interaction. Thc organisatinnal structure can be 
described as organic. ‘l’his type of structure characterises small organisations. A 
smaII s ub-contracting firm, employing a few operatives would be an example 
in the construction industry. A one or two person architectural, quantity sur- 
veying or engineering consultancy would also typify this structure. 

There are bureaucratic forms of organisation that standardise processes or 
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skills. The rrzncliirze bureaucracy uses standardisation of work processes as the 
prime co-ordinating mechanism. This type of structure characterises large 
firms in stable environments which use highly routine technology. There are 
many rules and regulations, functional departments and centralised decision- 
making that follows the chain of command. There is a sharp distinction 
between line and staff and a well-developed administrative structure. A 
building component manufacturer would typically have this structure. The 
projessionat biireaucracy uses standardisation of skills as its prime co-ordinating 
mechanism. The operating core or production level is the key part of the firm. 
Specialists staff this type of firm, i.e. professionals, with highly-developed 
knowledge and skills who have considerable work autonomy. Decision-mak- 
ing is, therefore, decentralised. Standardisation with the professional structural 
type occurs outside the organisation through educational and professional 
institutions whereas the machine bureaucracy standnrdises work flows within 
the organisation. A typical example of the professional bureaucracy in the 
construction industry would be a large engineering, quantity surveying or 
architectural practice - especially one that has diversified internationally. Some 
of the quantity surveying practices studied by Male [35] and architectural 
practices by Hillier [36] would typify this structure. 

The adlzocracy has as its prime co-ordinating mechanism mutual adjustment 
through interpersonal interaction. This structural type is also common in 
construction and is typified by the project structure. Adhocracies are team 
based and temporary in nature. They are staffed typically by professionals with 
a high level of expertise and flexibility for adaptation and probleiii solving with 
inini ma1 supervision. [lccisioii-ma king i s  d ccentral ised with deinocra tic 
decision-making common. Influence in an  adhocracy is through professional 
expertise rather than positional authority. Mintzberg differentiates between the 
opcrativc and administrative adhocracy dcpcnding on the naturc of the skills 
brought to the task. The operative adhocracy is concerned with innovation and 
problem solving directly for the client, often to contract. A key feature of the 
operating adhocracy is the blurring of the distinction between operational and 
administrative tasks, with little differentiation of the planning, design and 
execution of the work. The professional bureaucracy, as a structural type, 
'pigeonholes' the solution for the client and uses convergent thinking whilst the 
operating adhocracy uses divergent thinking to create an innovative solution. 
The administrative adliocracy is project-based but with the focus on internal 
performance rather than for an external client. The administrative adhocracy 
truncates its operating core such that the administrative coinponent is struc- 
tured as an adliocracy. This is in contrast to the operative adliocracy where the 
hvo are blurred. Mintzberg suggests truncation can take place i n  three ways. 
girst, where there is a requirement to innovate but where the operating core is 
tu remain as a machine bureaucracy which can be established as a separate 
organisation. Second, where the operating core is done away with totally and is 
effectively contracted out to other organisations and third, where the operating 
core becomes totally automated. 
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The divisioriaf structure has as its prime co-ordinating mechanism the stan- 
dardisation of outputs. The divisional structure creates a series of relatively 
autonomous smaller firms with functional structures. Groupings tend to be by 
markets served and the strategic business unit concept (SBU) is applied to each 
of the relatively autonomous operating units. Divisionalisation is a response to 
managing the outcome of a diversification strategy. The divisional structure is 
common in the construction industry especially among the larger contractors. 
Portfolio analysis, which will be discussed in Chapter 7, is a particularly per- 
tinent technique to apply to this structure 

Miles’ and Snow’s typobogy 

The typology developed by Miles & Snow reflects the relationship between 
managers’ perceptions of the environment, the internal power and political 
structure of a firm and the relationship between strategy, structure and process. 
This typology has been used by Usdiken et al. [37] in a study of the Turkish 
construction industry and also Spiteri [38] in investigating strategic manage- 
ment in architectural and quantity surveying practices. 

Miles & Snow [35] have identified four types. Defenders are concerned with 
stability and efficiency. They will concentrate on a narrow range of products or 
services and opt for a niche strategy through market penetration There is an 
emphasis on hierarchical control, with centraked decision-making, limited 
environineiital scanning but intensive planing for cost efficiency. Defenders opt 
for a focus strategy on the basis of cost leadership, Pvospectors opt for flexibility 
and the expioitation of new market and product opportunities offered by the 
environment. There is a stress therefore on environmental scanning. The 
structurc is flexible, stressing informality with few routines and procedures 
and it will be decentralised. The prospector in its search for new opportunities 
is, however, likely to be effective but inefficient. 

Annlysers attempt to combine aspects of the defender and the prospector, 
seeking to minimise risk while attempting to maximise the opportunity for 
profit. Analysers move into new markets or products only after market viability 
is proven. This type of firm is likely to adopt a strategy of imitation. The 
structure of the analyser will reflect the duaI nature of its operations. Parts of 
the organisation will have high levels of standardisation with the presence of 
routines and procedures. Other parts of thc organisation will bc adaptive and 
have the characteristics of the prospector. Xenctors are caught between the other 
three types and represent an organisation with inconsistent and unstable 
stratcgic bchavinur pattcriis which is attcmpting, unsucccssfully, to pursuc onc 
of the other three strategies. Reactors respond, therefore, inappropriately to the 
environment, have a poor performance and do not pursue a particular strategy 
in an aggressive manner. 
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Ansoff’s typology 

The final typology is taken from Ansoff [5]. Ansoff identifies three modes of 
managed strategic behaviour. The proactire systematic mode occurs where 
change in the environment is incremental and the firm will use extrapolation of 
historical trends and performance. This typifies long-range planning as 
opposed to a strategic management approach. Where environmental change is 
discontinuous and therefore more difficult to predict, there would be a periodic 
and systematic assessment of the firm’s future direction. Thus, the firm would 
be adopting a strategic management approach. The proactive iriflzoc rrroife occurs 
whcrc there is no centrally guided approach to strategic development. The 
cmphnsis is on incrcmcntalism and cnvirnnrncntal scanning will takc placc but  
not in a planned way. 

Where change in the environment is incremental, ‘bottom up’ procedures 
wouId be used from the lower levels of the firm. Initiatives would be periodic, 
and incremental, that is, based very much on current directions with the 
emphasis on research and development and/ or marketing. Where changes in 
the environment are basically incremental but periods of discontinuity occur 
the firm  ill use a trial and error approach in relation to perceived changes in 
the environment and focus on what are seen as important issues. Strategic 
thinking and decision-making is implicit. The renche inode has similarities with 
the reactor type of firm identified by MiIes & Snow. The emphasis is on 
minimisation of strategic changes. Any changes in pcrformancc that havc bccn 
identified b y  management will be considered to be operative as opposed to 
strategic. \2ihere changes in the enviroiunent are incremental the firm will rely 
on trial and  error approaches triggered by indicators of poor performance 
Where change in the environment is discontinuous the firm will search for a 
panic solution when confronted with a crisis. 

Other structural types 

Finally, this section will be concluded with a brief overview of other structural 
types that have been highlighted in the strategic management literature and 
also have a useful analytical role to play in construction. The sector structure [9] 
interposes an additional layer between divisional managers and the corporate 
centre. Each sector represents common businesses with a clearly defined 
idcntity within an industry. This structural type is applicablc in largc nrgani- 
sations that are adopting growth strategies where there is a danger that the 
span of contro1 at the centre becomes too great. A company structured secto- 
raHy cl-eatcs ’supcrdivisions’ and i n  a construction context may, for cxaniplc, 
involve creating a ’superdivision’ caffed ’construction’ with other, operational 
divisions called ’management contracting’, ‘design and build’, ’civil engi- 
neering’ and ’building’. An additional example would be the creation of geo- 
graphical ’superdivisions’ dealing with all aspects of construction activity in 
each of the sub-continents 1251. 
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The it.oldirzg corvzpaviy structure 1151 can take a number of forms. It may 
resemble a pure investment company with shareholdings in a series of 
unconnected businesses and where there is little, if any, control exercised to one 
where a parent company manages a portfolio of virtually autonomous busi- 
nesses with different percentage stakeholdings in each. Each business unit is 
likely to retain its own identity and organisational structure. Hunt Ell] iden- 
tifies the subsidiary conzpany as a separate structural type and this is often found 
in construction operating under the holding company umbrella. The subsidiary 
company has Iugh autonomy from the centre, the primary link being through a 
financial reporting and ii modified management informtition system. The 
watrir strurhrc is a combination of structures operating concurrently. It corn- 
prises functional departments and products or projects, pmduct and geo- 
graphkid divisions and functional and divisional structures. There are two 
types of matrix structure - the tempornry matrix as an example of an adhocracy, 
where the structure is created as required and then disbanded. Temporary 
matrix structures are coinmon in construction. Stocks [39] in his analysis of 
project structures in construction, identified the design team as an inter-orga- 
nisationaI project structure. Project structures in construction as a temporary 
inter-organisational matrix. The permanent matrix, as its name implies, has a 
degree of permanency attached to it and creates two sets of permanent man- 
agers with separate responsibilities and line-reporting relationships but whose 
task activities overrap in some manner. The matrix structure, especially the 
temporary one, tends towards instability, creates ambiguities and, hence, 
conflict. 

' 1 hc 111 ultiiiii t io vrd coinpnr iy or err telprisri (iW N C/M 12: E )  6 trri c tu rc i s  fo u nd co m- 
inonly in the form of an international division managing overseas interests. An 
extension of this structural type is one where geographically based divisions 
cvolvc as part of a multinatioiial orgaiiisation and cach division operatcs vir- 
tually independently by country. Finally, the global p m d u c t  OY integrated structure 
is an alternative to the international division. In this instance, the multinational 
company is split into product divisions with each managed on an international 
basis. The use of the matrix structure is also common in the MNE. The MNE 
will be discussed further in the context of international construction. 

The vivttinl enterpn'se structure is one where partnershp, collaboration and 
networking is the glue that binds the 'organisation' together. The virtual 
enterprise structure has emerged from organisations that wish to manage the 
linkages behvccn their internal activities and those in tlic supply and dis- 
tribution chains. The rapid development of information tecluiology infra- 
structures has assisted greatly in this. I Iowever, as Johnson Lk Scholes [15] note, 
the critical issue with the virtual organisation is the extent to which activities 
can be subcontracted out and they propose civil engineering as a case in point. 
JariIIo [40] stated that extreme forms of subcontracting could result in strategic 
weaknesses in the long run due to loss of core competencies and an inability to 
learn and innovate because activities are not undertaken in-house. In their 
view, this is also linked with the interplay bemeen explicit and tacit knowledge 
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as part of the knowledge creation process within innovation and the fact that 
virtuality may delimit innovation to within collaborating firms and not across 
the whole value system. The European eLSEwise research and development 
project dealing with large-scale engineering investigated the impact of the 
information technology-led virtual enterprise in construction. 

In summary, strategic management literature has identified a number of 
different typologies that can be used to describe firms. The implications of these 
for the construction industry will be developed further in Chapter 5. 

Conclusion 

The chapter c.ornmenced with presenting diagnostic models of the firm, dif- 
ferentiating between the strategic, organisational and production levels and the 
types of managerial decision-making strategies that will be present within the 
managerial hierarchy. A firm, as an organisation, is goal directed and has 
number of co-ordinating mechanisms available to it. However, the basic 
components of organisational structure were identified as structural complexity, 
formalisation, both explicit and implicit, and centralisation or decentralisation of 
power. The idea of an organisation as a role system was also introduced, where 
the formal and informal structures were differentiated, individual differences 
identified and the impact of the technical system also highlighted. 

The components of the strategic management process have been introduced, 
namely, strategic formulation, strategic choice and strategic impleiiwntation. 
Ilifferent Ievels of strategy have also been identified, namely, corporate, busi- 
ness and operational strategies. The concepts of the firm's mission, its objectives 
and strategies available to it have been discussed and also the fact that no one 
correct clear vicw on strategy available amongst researchers has been identified, 
although its links with military science have also been raised. Sources of 
competitive advantage in construction have been identified. These comprise 
both high and low order factors and the potential for innovation in construction 
as a source of competitive advantage was also articulated. The role of the new 
procurement routes for innovation in construction has also been identified and 
discussed. Techniques used in the strategic management process has been 
reviewed, namely, the SWOT, competitor and strategic group analyses. The role 
of strategic alternatives in a firm's ongoing development has been discussed. 
The circle has been completed by discussing the fact that the 'organisation' is the 
inechanisin by which strategies are implemented and seven primary 
mechanisms for implementation have been explored. The change process has 
been cvaluatcd and thc characteristics of successful and unsuccessful firms i n  
construction in managing change have been presented. 'l'he manner in whch 
strategists in construction manage the strategic management process results in a 
series of potentially different types of strategic behaviours and a typology of 
such behaviours has been presented and discussed. 

Some applications of these theories are presented in the next chapter. 
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6 Strategic behaviour of 
construction firms 

Introduction 

TIic focus of this chnptcr is to cxplorc princiylcs that can bc cstablishcd from 
research into the strategic management of Construction firms. The chapter 
heavily draws on the empirical and theoretical work of Lansley rt id. 111, Male & 
Stocks 121, Hillebrandt & Cannon [3, 41, Hillebrandt et nl. [5]. 

It has been shown that construction markets are defined in terms of an 
exchange relationship between a buyer and seller, where the former has a need 
that the latter can satisfy for a mutually agreed price. Markets for contracting 
firms are defined first in terms of the end product and then geographic location, 
with the latter especially important for international work (see Chapter 7 on 
international construction). The 'construction industry', on the other hand, 
comprises a series of overlapping geographically dispersed markets that are 
linked socially and economically by firms meeting market needs through the 
services they provided, the manner in which they manage their businesses and 
the inputs and outputs that are managed as part of a value chain. 'lhe five 
cninpctitive industry forces identified by Michael Porter set tlic broad context 
for strategic decision-making within the competitive arena of construction, and 
each of the forces will impact markets differently depending on whether the 
economic structure is construction by contract or construction for speculative 
purposes. 

Industry and market structure impact a firm through its organisation. Senior 
managers will make choices about where the firm is to compete, perhaps a 
regional geographic area or they may choose to specialise by project type or by 
undertaking either civil or building projects or both. Managers' perceptions of 
how market structures impact the company can lead to different ways of 
structuring the organisation. 

Research conducted among the major construction firms over the past dec- 
adc has indicated that the structure of firms in the industry had changcd sig- 
nificantly 151. In 1Y88, 50% of the top thirty-five firms were family owned or 
controlled. I Iowever, in the period 1993-1995, of the eighteen firms from 
among the group studicd by IIillebrandt ct nE. 171, thirtccn were PLCs, thrcc 
were owned by PLCs or non-UK international firms, two were private limited 
companies that were family-controlled and of the eighteen firms studied, only 
five were family controlled or owned. However, there has been a major shift 
away from family ownership or control in the industry towards managerial 
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control and public financing and ownership of firins through the money 
markets. 

Clients’ consultant advisers, through their mediating role between client and 
contractor, can modify the market exchange relationship, and may well dictate 
the competitive arena for contractors through the choice of procurement route 
adopted bj7 the client. The client’s consultant advisors represent institutiona- 
lised distribution channels for contractors services and contractors have to 
adjust partly to the effects of this mediating role through their own merchant- 
producer role, that is, the manner in which they buy in and allocate resources to 
projects. There are major changes occurring in terms of the balance of the 
traditional roles between the clicnt’s consultant advisors and construction 
firms through the newly emerging procurement routes such as PF1 and Prime 
Ckntracting, a s  well as those inherent in the increasing use of design and build 
and its variants. 

Chapter 3 also identified a number of entry and exit barriers in the domestic 
and international construction industries that structure contracting into an 
hierarchical industry of companies, where some firms act as subcontractors and 
others as main contractors. The industry has been described as fragmented but 
this view has also been challenged earlier, especially where projects are large 
and/or complex and also, potentially, international. Fragmentation in the 
industry acts at a number of levels and is rooted in the geographic distribution 
of production. Construction is a knowledge and information based industry 
and there is a strong argument to suggest that economists froin other industries 
have failed to understand and learn froin its industrial structure derived froin 
location specific, project-based delivery rcquiretnents rather than those derived 
froin voluine based consumer-oriented product deiivery. For example, at the 
small firm end of the industry, where projects are small, delivery is relatively 
simple and is skill and trade bascd, fragmentation is high. I Iowever, as projcct 
size increases, measured by value, and as complexity increases, either tech- 
noIogically or organisationally or both, knowledge-based rather than skill- 
based competitive assets become much more important. Fragmentation 
reduces dramatically such that competition occurs between a small number of 
firms who operate either nationally or internationally. In construction, frag- 
mentation is handled through forms of business organisation that should seek 
competitive advantage from knowledge and information based assets rather 
than through technologically based assets p w  sr. 

Finally, the State still has a significant and diffuscd impact on the industry. A 
number of examples will highlight this subtle influence. First, through the legal 
franiework of industrial relations by  introducing legislation that impacts the 
workplacc. One theme that has involvcd major intervention by the State for 
construction in this area has been through legislation to reduce or attempt to 
eradicate tax evasion by the self-employed. Second, depending on the ideo- 
logical persuasion of the political party in power, Government can alter the 
balance between employers and employees. Third, the State can facilitate the 
introduction of initiatives dealing with reforming the industry, such as the 
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tatham and Egan reports, the Construction Best Practice Programme and M41. 
Fourth, Government has been a major capital procurer of construction services. 
This has changed recently with the introduction of the Private Finance Initia- 
tive, where capital expenditure on construction for government facilities has 
been transferred into revenue expenditure. 

Figure 6.1 presents schematically a mode1 of a construction firm that will be 
used in this chapter. 

Core business and core competencies in construction 

An empiricai analysis conducted by Hillebrandt et  a/. 131 identified core busi- 
ness activity dmongst their sample to include: 

Firms who identified it as contracting (N = 10); of whch three identified this 
as purely Building for their firm, six identified this as Building and Civil 
Engineering and one identified it as Civil and Process Engineering 
Two firms who identified their core as Contracting and Housing 
Two firms who identified their core as Contracting, Housing and Property 
One firm that identified its core as Contracting, Housing and Minerals 
Two firms who identified their core as Contracting and Mining (and 
other) 
One firm that identified its core purely as housing. 

From this, a t  a niorc generic IeveI, inaiiagers viewed their core business as 
those activities that possess some or all of the following characteristics: 

Whcrc the firm has had ~1 long standing intcrest and has built up ~1 con- 
siderable expertise 
Generating a fairly substantial turnover 
They are either profitable or expected to be so 
Where reasonable market growth can be expected or where the firm has a 
captive market 
Where there are low7 capital requirements. 

Kay [6] defines a firm by its contracts and relationships, and added value is 
creatcd through thc S U C C ~ S S  thc firm has in putting thcsc contracts and 
relationships together. Furthermore’ i t  is the quality and distinctiveness of 
these contracts and relationships to a firm that provide added value to custo- 
mers. Core business to Kay [6] is those activities where the firm’s distinctive 
capabilities give it a competitive advantage. Llistinctive capabilities stern from 
three primary sources, namely, organisationa1 architecture, reputation, and 
innovation. 

Organisational architecture is easier to sustain than create and is defined by 
those sets of relational contracts within or around the firm. Relational contracts 
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are those that are iinplicit and are based around expectations and trust between 
parties. There may or may not be an underpinning legal contract but the 
relational aspect has both a moral and psychological ‘contract’ to it that goes 
beyond any explicit legal contract. Organisational architecture is comprised of 
three aspects: an internal component, that is, the relationships with and 
between empIoyees; an external component, that is, with suppliers or custo- 
mers; or through networks, a group of firms that are involved in related 
activities. Hence architecture has a social and commercial aspect to it. It allows 
the firin to create an asset through using these relationships to generate and 
sustain organisational knowledge and routines that are distinctive to the firm 
and hcncc allow it to rcspond to cliangc and to providc acccss casily to and for 
the exchange of information. Clrganisational knowledge and routines may be 
generated froin the use of technology, or skills or expert knowledge that reside 
in people’s heads. Added value is therefore created from the ability to sustain 
long term relationships using that knowledge. 

‘Ihe second important aspect of distinctive capabilities is reputation. Kepu- 
tation conveys information to customers and goes beyond measurable char- 
acteristics of any product. For example, most construction firms have pictures 
of completed projects in their offices or use them as a mechanism to commu- 
nicate reputation to clients and their advisors. These projects may have been 
completed within budget, on cost and to the appropriate quality, the usual 
measurable characteristics of successful project delivery. These pictures pre- 
sent what the firm has achieved. However, pictures alone, whilst they may 
convey images of iinpressive projects that have been completed, are incapable 
of differentiating oiie f i rm froin others i n  terms of reputation. ‘ I  hey provide no 
tangibie insight or evidence into how the project was delivered by the firm in 
question compared to other firms. To the client and its advisors it is the manner 
in which the project was executed to achicve nicasurablc objectives, implicitly 
embodied in the pictures of completed projects, which is important, perhaps 
not just on one but on other projects also. Reputation is built out of the con- 
tinued successful completion of projects and has to be communicated in much 
more explicit ways than through pictures on walls or in annual reports and 
marketing brochures. Reputation can also equally be lost and it is easier to lose 
reputation than build it. The properties of products and services that build 
reputation can emerge through customer search activic and through com- 
parisons with other similar types of product or service, through immediate 
consumption (and hcncc immcdiatc cxpericricc) or through long-tcrm cxpcri- 
ence. The added-value of reputation and the building of i t  comes more critically 
from those market exchange relationships where judgements on quality are 
bawd on long-term experience as the key customer requirement. The value of 
reputation as a suurce of distinctive capability is first, the premium available to 
be charged due to it compared to the cost of maintaining it. Second, the like- 
lihood of repeat business from a market that is likely to continue once repu- 
tation has been built, maintained and communicated in the correct manner. In 
terms of the characteristics of core business mentioned by Hillebrandt et al. [ S ]  it 
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is those markets where a firm has a long standing interest that reputation will 
provide a distinctive capability. 

Innovation is the third source of distinctive capability. Firms may have 
organisational architectures in place that encourage a continuous process of 
innovation whilst others may have architectures that are good at implementing 
innovation. Furthermore, as Kay [6] points out, the process of innovation will 
often involve complex interactions between firms. However, it is often difficult 
to create competitive advantage through innovation because it is costly and is 
also uncertain, it is hard to manage and it is also difficult to secure rewards for 
the firm and hence make a profit from innwation alone. Therefore, innovation 
yurclv 011 its own may be insufficient to obtain a comyctitive advantage but 
when linked with other distinctive capabilities it can become a powerful 
weiipon. O f  the two other capabilities organisational architecture is probably 
the most important when linked to innovation, either through generating 
innovation, implementing it or both. For contractors much of this occurs at the 
workface on complex projects, although organisational innovation resulting in 
offering new services or repackaging existing services primarily appears to 
occur when recessionary impacts affect a firm. 

Core competencies are those competencies that critically buttress the orga- 
nisation's competitive advantage [7]. They are the collective learning in the 
organisation, especially in relation to the co-ordination of diverse production 
skills and integrating multiple streams of technologies [8]. Core competencies 
differ from organisation to organisation and will depend on its competitive 
position and the strategies that it is pursuing. 'lhere are threshold coiiipetencies 
and resources that are required to remain in the gatme b u t  these alone will not 
provide a competitive advantage. Core competencies go beyond threshold 
Competencies, beyond individual business units, and are those that are critical 
for S U C C ~ S S  in a particular market or industry. Tliey must provide valuc to the 
customer, should be difficult for competitors to imitate and are therefore likely 
to be rare, complex and embedded in organisational knowledge and practice. 
They are therefore likely to be implicit but need to be made explicit in order to 
provide a clear understanding of competitive advantage for the firm. Core 
competencies are not about delivering end-products, for example, the Ford 
Mondeo in car manufacturing or the office building for a contractor. In these 
instances the core competency for Ford might be in engine technology or for the 
contractor the ability to integrate the on-site construction of complex 
mechanical and electrical installations as well and installing information 
technology requirements. 

Pralialad & I Iamel [8] differentiate between core competencies, core pro- 
ducts and end-products. In a contracting case, for cxainplc, there could be a 
core competency in constructing highly complex technology-driven designs 
through onsite production capabilities that underpin the delivery of a range of 
different end-products, such as office blocks, hospitals and court buildings. 
However, the core product for the contractor might be offering a capability in 
design and build or construction management, for example, which is then used 
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to deliver the end-product of the office block for the client. In defining a core 
competency Prahalad & Hamel [8] propose three acid tests. First, a core com- 
petency will provide access to a number of markets such that it can be 
embedded in different core products. Second, a core competency should also 
make an important contribution to the perceived benefits that the customer 
wishes from the end-product. Finally, it should be difficult for competitors to 
imitate. 

In applying the concepts of core business, distinctive capabilities and core 
competencies, core products and end-products to the construction firm and the 
ddta produced by Hillebrandt rt  al. 151, the following picture emerges by way of 
exploratory cxamyle. 

(1) Firms may identify contracting as their core business and may realise their 
competence capability through being the lowest bidder rather than seek- 
ing to prevent themselves as having distinctive capabilities or adding 
value to clients beyond a keen price. lhe advent of the 'best value' 
philosophy amongst public sector clients is diminishing the utility of this 
strategy. The firm that competes on price map have a portfolio of other 
businesses which, in combination, give them distinctive capability in 
providing a competitive advantage. An example here would be a firm 
having a virtually integrated structure such that the businesses cornple- 
ment one another, as shown in Figure 6.2. 
A contractor may have a series of long standing relationships, perhaps 
with key trade contractors, that provide it with a competitive advantage. 
For firms tha t  define their core business as contracting, housing and 
property there are a range of skills that can be unpacked which can be 
viewed as cross-business, these are core competencies. For example a 
competcncy in dcsigning and building high tcch buildings within thc 
construction part of the business can be combined with the competencies 
in housebuilding and property development to enable the firm to deliver 
PFI packages. 

(2)  

(3) 

Landfill -4ggregate Materials Waslc 

I 
LI Asphalt plant I 1 

I 

Waste managment 
company 

Fig 6.2 Integrated structure of a construction firm. Each of the boxes represents indepen- 
dent firms but by acting together they provide a distinctive capability. 
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Innovative solutions could include financing, designing and constructing as 
well as land assembly, land sale and market testing for housing/property 
investment . 

This is using corporate organisational architecture to provide an innovative 
solution and hopefully build a reputation using this set of competencies to build 
a core competency. Hillebrandt et al .  [S] have highlighted in their study the point 
that during their interviews with senior mangers they found no instance where 
contractors obtained work due to quality assurance. The possession of BS 5750 is 
seen as providing the procedural infrastructure to demonstrate that systems are 
in place. It is d qutilifying level of service or threshold level of competency. A 
focus on dclivcring quality on projects should bc a philosophy that runs much 
deeper in the organisation within the organisational architecture. 

Levels of strategy 

Construction firms now have a different set of characteristics from the 1980s 
and 1990s. This has stemmed from diversification, in its various guises, 
resulting now in corporate organisational forms for construction firms where 
the divisional structure is common with a series of separate businesses being 
gathered under a group or holding company banner. The contracting division 
will form one part of this wider organisational structure. These new organi- 
sational structures have resulted in a requirement to look at strategy and its 
development at different levels in the construction firm. 

At the corporate level of the firni ,  senior rnanagers will develop a ~ ( i i p ~ ~ ~ i f t ~  

s t r d ~ g y  that is concerned with balancing a portfoiio of businesses. Corporate 
strategy is company wide and is concerned with creating competitive advantage 
within each of thc busincsscs a con-tpany competes. Corporate strategy is 
concerned with which businesses should the firm be in and how these should be 
managed at corporate level. The divisionalised structure, as part of the overall 
portfolio of businesses, will have different strategic time horizons for each 
division that has to be incorporated by the main board to produce an integrated 
corporate strategy. Stokes 191 has suggested there may be a series of possible time 
horizons occurring within a divisionalised structure. He contends that a cor- 
porate level strategic review should take a fifteen-year time horizon. Within that 
period it is likely that there will be a two-year strategic time horizon appropriate 
for a contracting division due to the fact that thc majority of projects on site do 
not continue beyond this. A property division would have a four- to five-year 
time horizon aiid there would be a very long-term horizon for manufacturing 
subsidiaries, with dctailcd analysis not procccding bcyond two years. Othcr 
issues that are now present to impact time horizons within divisions will include 
for those Iarger firms involved in PFI projects, for example, the fact that they will 
have 20-30-year time horizons for financing, designing, building, maintaining, 
operating and potentially transferring back to the public sector. Corporate level 
strategies will be explored further in the section dealing with strategic choice. 
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For the larger construction firms, within the contracting division some form 
of regional ‘subsidiary’ structure will operate. Regional operating units, or 
subsidiaries, can be termed stvategic business units and senior managers at 
regional level will probably have their own views on how to compete in a 
particular regional or sub-regional market. Development at this level will 
require the production of some form of busiizess unit stvntegy that deals with 
what business the firm should be in at this level and also how it is to compete 
successfully. Depending on the corporate firm’s view on the centralisation or 
clecentralisation of decision-making and the relationship between the region 
and centre, there will he a choice between top-down decision-making, where 
decisions arc taken at the centre and bottom-up decision-making, where 
decisions are market led. A strategic choice that involves regional units having 
decentraIisrd decision-making m a y  require skills at the centre in managing a 
‘loose-tight’ form of organisational structure that combines both a top-down 
and a bottom-up approach to decision-making. Business unit strategy will be 
explored in the section dealing with the divisionalised regional structure. 

Finally, the operating core or on-site production level involves decisions on 
an operating or production stvategy. The competency of site management is a key 
issue in this respect and they can have a significant impact on production 
efficiency, especially where subcontractors are concerned. Site management 
makes many nd hoc decisions, often without reference to more senior managers, 
and they are in a powerful position to adapt and modify the company’s policies 
at production Ievel. With the substantial increase in the use of subcontracting as 
an operating core strategy the role of the main contractor has inoved towards 
m e  o f  managing organisational and contractua1 risk, the co-ordination and 
control of boundaries and interfaces between different organisations on site 
and within the supply chain. Site management is now increasingly required to 
combine high levels of both technical and managcrial competence. Also, the 
increasing use of sub-contracting has meant that the production process has 
become fragmented in terms of managerial control, incIuding the intimate and 
detailed knowledge of production methods and of labour employment. There 
is a general acceptance of mobility and redundancy by both management and 
the workforce in construction at operating core level and it is seen as endemic to 
the structure and operations of the industry. Production strategy will be 
explored in the section dealing with the operating core. 

The next section explores how the strategic management process is and 
should be undertaken in construction firms. 

Managing the diversified construction firm 

The strategic management process in diversified construction firms 

Construction firms demonstrating good strategic management processes can 
be characterised by: 
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Formulating an overall strategy at the strategic apex that is based on a 
combination of intuition and informed awareness; 
Expecting operating units to develop and present their own plans to the 
main board such that they can be consolidated into a single plan; 
Using planning departments to provide contextual background informa- 
tion, undertake analysis and develop the boards thinking into operating 

Having mechanisms in place that permit their strategies to be changed if the 
external and internal circumstances necessitate it. 

plans; 

In most firms, the planning process is a combination of toy-down and 
bottom-up, that is, the loose-tight appmach. The senior managers at main 
board level provide the goals and vision, whilst those at divisional and 
regional levels provide the detail and identify the opportunities and actions 
that are consistent with senior management plans at main board level. The 
y Ianning horizon is typically three to five years, although the evidence pre- 
sented by Hillebrandt et al. [5] indicates this was getting longer as the effects 
of the last recession receded. The main area where firms fall down is in the 
implementation process for plans. First, some firms see strategic planning and 
the associated plans as the domain of senior management only. This acts 
against a smooth implementation process. Some firms take a different 
approach and present plans much more concisely and as a series of discrete 
business development projects to staff. This assists staff in assimilating the 
plans throughout the organisation and enables them to focus on well-defined 
outcomes with those responsible for delivery clearly identified. liegular 
reviews of progress also assist with the monitoring and implementation pro- 
cess. 

I Iillcbrandt cf nl. [5]/ as a rcsult of their empirical anaIysis, put forward a two- 
phase corporate planning process stemming from the types of environmental 
change that firms have been and are facing. The planning process comprises 
two main activities, seeking internal efficiencies and/or responding flexibly to 
the external environment. The flexibility phase is about formulating questions 
about the firm’s business and identifying alternative paths for its development. 
The efficient phase is about deciding on a course of action and developing the 
most efficient way of implementing it. Focusing on short-term budgets is an 
efficiency issue whereas the use of resources to adapt to changes in the 
dcrnands of the business environment requires flexible thinking. 

During periods when the external business environment is relatively stable, 
firms do nut have to focus their attention on adaptive behaviour per se and 
waste time on flexibility issues. They can focus their attention on preparing 
detailed plans for achieving high levels of internal efficiency. However, during 
periods of considerable environmental turbulence, such as those found during 
periods of deep recession, firms need to attend to flexibility issues and use 
resources in new ways. During such periods, HiIIebrandt et nl. [5] conclude that 
focusing on detailed planning for internal efficiency is useless whilst ignoring 
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the requirements to concentrate more importantly on flexibility and the 
demands of the external environment. 

In reviewing management responses to the last recession, Hillebrandt et al. 
[S] conclude there were similarities between the way that firms responded to 
the recession of the 1970s and that of the early 1990s. The general conclusion is 
that managers appeared to have learnt little from the events of the 1970s. Firms 
with more sophisticated corporate planning systems experienced fewer diffi- 
culties with coping with the recession than those that had less well-developed 
systems. Most firms, however, reacted by focusing attention away from the 
planning process to shorter-term issues and solving immediate fini-lncii-ll dif- 
ficultics and other problems. Evcn though firms had movcd out of tlic rcccssion 
of the 1470s and into tlie 1980s and were thinking about tlie long-term direction 
of the firm, when recession hit again in the late 198Us/early 149Us, attention 
moved inwards and the planning process was seen to be of little benefit. 
Managers were caught unawares and were 'seriously' surprised by the reces- 
sion. When the recession took hold, planning was abandoned in favour of 
short-term answers and a focus on internal efficiency. As the recession receded, 
more firms began to think strategically, with some becoming committed to 
strategic planning and some finding it difficult if not irrelevant. Of the firms 
that had become committed to the planning process, empirical results indicate 
that only about one third were doing it well. As a final conclusion, the 
researchers also established that construction firms have developed their own 
methods of strategic planning rather than follow the planning gurus. 

'l'he next section investigates the financial drivers behind the strategy 
devclopinent process in contracting, focusing on how positive cashflows froiii 
the construction process can be utilised in assisting strategies of diversification. 

Financial drivers behind strategy development 

The financial liquidity of contracting, via methods of payment based on regular 
interim valuations, provides contractors with a number of strategic options that 
are denied firms operating in continuous process manufacturing. Prior to the 
Late Payment of Commercial Debt Act (1999) financial liquidity arose from 
front end loading of contracts, obtaining credit from builders merchants that 
have payment periods longer than the monthly valuation periods, delaying 
payment to subcontractors to the end of the month or operating a pay-when- 
paid policy. Since the advent of the Act such practices have been outlawcd and 
hence the flexibility offered by such arrangements have been limited to the 
practice of front end loading. 

Onc stratcgy rclatcd to liquidity is to opt to focus on finnricinl mnmzpnel i t ,  by 
running down construction operations to reduce overheads, reducing debt, 
investing cash in the money markets to earn interest or to invest in other types 
of business. However, if firms chose to opt for the latter, t h s  involves a strategy 
of diaeus+cntion, which provides contractors with an opportunity to restructure 
their operations and hence spread risk over different businesses within con- 
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struction or over different industries. Diversification in construction can occur 
by the firm taking on work which represents changes in project size, type or 
location. Additionally, it can include the firm moving into materials manu- 
facture or property development, that is, vertical integration or taking on 
overseas work which represents geographic diversification and inter- 
nationalisation. The prompts to internationahse are further discussed in 
Chapter 7. Empirical evidence indicates that market diversification appears to 
be the dominant reason for take-over activity in construction and, unlike 
manufacturing, it is not a strategy to reduce industry capacity. 

In the mid 1980s major firms in the industry were keen to borrow money to 
fucl diversification stratcgics and invest in yroycrtv, land for housing, acqui- 
sitions in the U K  or overseas or both and also to increase their asset base to raise 
funds for further use. As a consequence of banks’ keenness to lend, firms over 
extended themselves. In 1992 a large number of firms were vulnerable due to 
heavy debt burdens. The impact on profits was felt during the period 1991- 
1993, with firms experiencing heavy losses. l3y 1993 they had been absorbed by 
the major firms in the industry. In order to address problems in the financial 
area, firms reduced gearing and their financial difficulties by: 

Selling assets, either those subsidiary firms that required injections of 
money or profitable businesses, which under normal circumstances, they 
would have wished to have retained. The consequence of the latter was an 
imbalancing of their portfolio of businesses. 
Raising capital through rights issues. Approximately 50% of the firms stu- 
died by Hillebraiidt et d. [ S ]  opted for this approach and this appeared to be 
a strategy adopted by firins in this particular recession. 
Strengthened financial control of the business by improved budgeting 
procedures, tightcr cost controls, improved monitoring of cashflow and 
better budget planning and use of funds. 
Reducing costs through a number of mechanisms. For example, making 
redundant permanent staff, re-organising divisions and regional offices to 
reduce overheads resulting in centralising some activities or conversely 
reducing head office functions and decentraking services to regions, 
freezing or cutting salaries and stopping payment of bonuses, reducing the 
siz.e and number of company cars, cutting back on training and streamlining 
fornzal accounting procedures to reduce the nunzber of accounting staff 
rcyu ired. 

Family firms, perhaps due to their more cautious approach or wish not to 
diIutc farniIy control, appear to have faircd better during the rcccssion than 
other firms studied. Equally, those firms that addressed their financial diffi- 
culties early also appear to have coped better with the effects of the recession. 
However, even though firms took drastic action to bring finances under con- 
trol, they continued to maintain a policy of paying dividends. This was on the 
grounds that it kept faith with investors, assisted with further rights issues, 
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supported their share prices and also demonstrated to the Stock Exchange that 
they were capable of managing the firm financially. 

Finally, construction firms in the future will need strong capital asset bases, 
even for contracting, due to: 

The need to convince clients of their financia1 strength 
The increasing use of bonding on projects 
The requirement to put equity into certain projects 

4 The need to raise money on the stock market using a high asset base. 

1 raving rcvicwcd thc financial drivcrs bchind stratcgic choicc, thc ncxt scction 
will review strategic choice in more detail within the contracting side of cor- 
porate configurations. 

Strategic change, options and choice in construction 

The 1970s witnessed a period of considerable strategic change in the industry 
and this was repeated in the late 1980s, the early 1990s and is still continuing 
into the next millennium. Historically, in the 1970s contracting firms were faced 
with three strategic alternatives: 

To shrink, a retrenchment strategy 
To increase their internal efficiency and exploit their existing markets more 
intensively - a strategy of expansion within existing markets 
1'0 enter new markets i n  terms of either project type, size or location, a 
diversification strategy requiring, in some instances a redefinition of busi- 
ness scope. 

In a study published in 1996 Docherty & Langford [lo] found that during the 
recession the firms which employed a strategy of specialisations through 
divisional strategies were best able to survive the recession. The analysis cal- 
culated a Z-score (a multi-attribute measure of financial performance) for ten 
leading Scottish construction companies and the four most secure companies 
used divisional strategies. In the period up to the mid 1980s, firms focused their 
attention on growth and diversification. In the period during the early to mid 
1990s firms continued to focus their attention on growth, with firm size con- 
t i n u i n g  to bc sccn as important and this strategy is still in  evidcncc. However, 
the last recession has had a significant impact on the way the large construction 
firms are now managed and structured. The most important impact of the 
recession on tlic major construction firms was to force decisions to bc made and 
implemented that were long overdue. Put bluntly, it could be argued that 
managers during the boom period were to busy focusing their attentions on 
making money, and consequently, did not see the recession coming and as a 
consequence senior managers have had to change their management 
approaches rapidly. The main boards of firms have been reduced in size and 
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become more focused, many firms have also established executive committees 
below main board level to prepare and read board papers. There has also been 
a shift in the role of non-executive directors from being one of providing 
political skills and a network of contacts to providing specialist skills and 
knowledge to assist senior management teams. Equally, prior to the recession 
boards did not provide opportunities to develop top class managers and firms 
were forced to recruit from outside. As a consequence, a more structured 
management hierarchy has been established with a resulting change of image 
that has become inuch more externally focused. 

Contrxtors have also had to explore new ways of obtaining work to main- 
tain turnover related to their core business. Thcv havc rccogniscd the need to 
capitalise on their special expertise and be much more proactive in marketing. 
This has required thein to differentiate their services. They have achieved this 
through broadening their existing services, offering new ways of packaging 
existing services, offering new services or taking over unfinished contracts 
from bankrupt firms in preference to acquiring that business. 

In terms of offering different ways of nianaging projects, design and build 
has increased significantly in importance as a service, whilst construction 
management and management contracting have declined in importance - a 
change potentially in core products. The result on organisational structure has 
been that divisions that had been set up to handle the latter types of contract 
have been closed down due to lack of demand and have been incorporated into 
the normal contracting operations of the firm. In addition, firms have moved 
downstream in the project life cycle to pruvide equipment and furnishings 
fitouts, tlic maintenance of the structure and  a h  inanaging the facility. Coii- 
tractors have also moved upstream in the project life cycie into the pre-con- 
struction stage by offering a more integrated design and construction service. 
Thcv have also become more involved in putting together financial packages 
and identifying potential projects, of particular importance in overseas mar- 
kets. Financing has become particuIarly important in the domestic market with 
PFI. In addition, some firms have developed specialist expertise in the busi- 
nesses of their clients after the latter has identified the need. This may have 
required recruiting specialist staff in order to demonstrate a total capability for 
delivering the project. Typical areas of specialist expertise developed by firms 
mentioned by Hillebrandt et al. [S ]  include: 

Water 
a Health 

Airports 
a Pnrvcr gcncration 

Light railways. 

There have now been major changes in firms’ strategies, summarised as: 

A focus back to core business, as defined by the managers interviewed by 
Hillebrandt et  d. [5] 
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a lncreasing attention paid to overseas markets neglected during the boom 
period prior to the last recession 

a Increasing the emphasis on financial management, profits and cashflows 
a Increased attention paid to marketing as a business tool 
a Tightening up the structure and organisation of firms 
a A continued policy of reducing permanent employment that also covers 

managerial staff 
a A shrinking of training and support for education. 

Following the recession firms have pursued an objective of constrained 
growth, partly as a reflection of the over expansion that took place in the late 
1Y8Os, with a focus on increased profitability rather than turnover. Firms are 
also aspiring to remain or become large nationid or international contractors 
that need to compete against large mainland European contractors. Some firms 
are clearly setting their sights on becoming major global competitors. The next 
sub-sections review some of the options available to contractors and the rea- 
sons behind diversification. 

Reasons for diversification strategies pursued by construction firms 

Five reasons for diversification in construction have been identified 

(1) Increasing profitable growth 

(2) 
(3) 

(4) 
(5) 

’1’0 seek different activities in which profitable growth could be achieved 
Increasing efficiency through control of supplies or link activities because 
they provided greater synergy 
To use positive cashflow and increase fixed assets 
To avoid construction cyclcs and particular clicnts and markets. 

As a resuIt of these reasons for seeking diversification, Hillebrandt et al. [S] 
identified that during the 1980s construction firms diversified into construc- 
tion-related and non construction-related activities. The researchers argue that 
their findings indicate that some diversification strategies that had taken place 
in the 1980s were undertaken for the right reasons whilst others were oppor- 
tunistic, in areas where contractors had no expertise and as a result were poorly 
managed. In addition the new acquisitions disturbed the balance of businesses 
within firms’ portfolios. Most firms interviewed as part of their research 
indicated they would not go into unrelated businesses again. Diversification 
strategies included moving into: 

Property 
a Housing 
a Building materials 
a Coal and other mining activities 
a Plant 
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Mechanical and electrical engineering 
Builders' merchants 
Construction businesses internationally 

Kon construction-related activities included: 

Timeshare accommodation 
Health care facilities 
Airports 
Waste disposal. 

When the recession hit during the late 19x0s and early 1440s construction 
firms, like many firms in other industries, abandoned diversification strategies. 
However, following the recession, firms have been undertaking diversification 
again but it is in a different form. It has included moving into areas such as 
assisting housing associations with skills in the project Life cycle (but excluding 
financing); facilities management; developing complex niche markets that 
permit the negotiation of contracts, such as in energy projects, airports and 
health facilities; and also areas that provided income generation capabilities 
that are independent of the construction cycle. 

Centraked versus decentraked strategic decision-making 

'l'he issue of centralisation/decentralisation is an important structural attribute 
of an  organisation. 11-1 the early to mid 1990s firms viewed ceiitralisatioii iind 
decentralisation as strategies to achieve economies in staffing and overheads. 
However, it was not a case of either/or but potentially both operating in tan- 
dcm for ccrtain organisational functions. A number of firms wcrc kccn to run 
their regional offices as autonomous business units but having strong control 
from the centre, a 'loose-tight' type of control strategy, as mentioned earlier. 
Construction firms have also decentralised their market decision-making to 
divisional boards, which regard themselves as operating near autonomous 
companies including having responsibility for their 014711 marketing. Following 
the recession of the late 1980s and early 1990s, all firms centralised financial 
matters to establish strong controls in this area. There were also cost savings to 
be made from centralising the accounting function. Also, firms wished to 
cstablish a cohesive corporate irnagc, especially when it came to presenting an 
image of total capability to undertake a wide range of ~7ork and to bring all 
parts of the organisation under one control. I Iowe\w, decentralisation also 
provides marketing advantages in retaining a local image, it facilitates more 
rapid decision-making and increased accountability for business units, It also 
provides and effective means to save overheads. T h s  has been achieved by 
reducing the number of regional offices operated by a firm but sub-offices may 
be retained in the larger regions to continue fostering local contacts. 

The next section explores the issues of strategy at business unit level within a 
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contracting division, where norinally some form of regional structure has been 
set up. 

Business unit strategy: managing divisionalised, regional structures 

One of the features of construction that has to be considered in the strategic 
decision-making process is that any one contract can form a relatively large 
part of a firm’s annual turnover. The decision to commit resources to a parti- 
cular project can be an important determinant of the profit or loss for any given 
yetir. Therefore, the resource ci-lpi-lbility of the construction firm sets the 
framework for strategic options such as, for example, growth. Growth for 
corttyactnrs can be achieved in the following ways: 

Through efficiencies only, where no additional resources are required, 
turnover is maintained, and there is a better use uf inputs to achieve effi- 
ciency. 
Through growth in size only, a strategy of expansion, where managers focus 
on the external environment in order to pursue opportunities and less on 
internal efficiencies. 
Through growth in size and efficiency, requiring managers’ attention to be 
focused externally on opportunities presented in the business environment 
and internally to increase efficiency. 
Through no growth in size. This is a minimalist strategy and is essentially 
unstable. 

Lnpirical evidence [ll], based on a study of medium-sized contracting firms 
and regional subsidiaries of national contractors, indicated that a managed 
growth rate in the rcgion of 10% in real terms per dmiuni is sustainable. As a 
consequence of pursuing a managed growth strategy, once contracting 
operations grow to a certain size and geographic spread a regionalised struc- 
ture needs to be created since it becomes difficult to manage contracts for 
Head Office continually on a one-off basis. Regionalisation, as a strategy, is 
the setting up of geographically dispersed operating units or strategic busi- 
ness units (SBUs). The main driver for regionalisation is a growth and expan- 
sion strategy. However, a regionalised structure can also involve expansion 
and retrenchment, sometimes simultaneously. This will depend on how long 
thc regional structure has been set up and the miarkct conditions it faces 
within different regions or nationally. Iielreiichient norinally results from 
declining markets triggered by periods of recession. This may not always be 
thc case, liowcvcr, since it can also bc triggcrcd by othcr reasons, for cxani- 
ple the aggressive actions of competitors anti subsequent loss of market 
share. Regionalisation under both growth and retrenchment will be dis- 
cussed in this section. 

A regionaiised structure brings managers in closer contact with the market 
place, it gains better access to important production and organisational inputs 
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and creates a better working environment for staff at all levels. It can also be a 
process to decentralise decision-making. 

A central theme in creating and managing a regionalised structure within a 
contracting division is one of managing a process of continuing organisational 
change and adaptation. Managing a regional structure can involve the setting 
up or winding down of a series of on-going regional operating units. It also 
involves decisions on centralisation and decentralisation of decision making 
within regional structures. Each of these issues will be dealt with in turn. 

The processes used by companies to create regionalised units have entailed 
the following [5]: 

a Pilot studies to create organisational units as 'guinea pigs' to develop ade- 
quate control and inforination systems; 
Using specially selected teams well versed in a firm's systems and pro- 
cedures comprising groups of senior managers, junior staff and former 
colleagues from headquarters headed by either a prospective or current 
board member. 

These are alternative methods for managing a business project to implement a 
regionalisation strategy. 

Setting up or operating a regional structure also requires sensitivity to the 
fact that a contracting division is running a series of organisational units that 
may be at different stages of development with organisational life cycles of 
birth, growth, inaturity and decline. 'lhis will require a different set of inan- 
agcrial skills a t  the centre to handle the different stages of organisatinrial 
development. For example, the last recession iinyacted all firms. The larger 
firms restructured their regional operating units, whilst smaller firms retren- 
ched with the market. Some firms restructured by reducing the number of 
regional operating units in order to cut overheads but retained sub-offices to 
retain a local presence. Within this as part of a refocused decentralisation 
strategy, where estimating, planning, accounting and planning were decen- 
tralised, these activities were located at the main regional offices rather than at 
sub-offices. Also, it was felt important that the regional offices of the large firms 
needed to provide a presence against competitors in the medium sized firm 
bracket and senior managers considered that retaining a regional presence was 
important also for retaining client trust. Equally, it was felt important to retain a 
rcgional prcscncc in certain gcographic arcas bccausc it was essential for 
winning and executing work. Whilst some firms retrenched or restructured, 
others, the smaIIer regional firms, increased their coverage regionally in order 
to sccurc work. Dcpcnding on thc stratcgics pursued by thcsc firms they could 
opt fur geographic expansion on a project-by-project basis or also consider 
setting up an embryonic regional structure. 

Empirical evidence from the Ashridge studies indicated that 'centres' or 
head offices had skills to manage regional units in the growth and mature 
stages but were less skilled at managing regional units in the birth and decline 
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stages. This has been confirmed subsequently in the Iater studies undertaken 
by Hillebrandt et  LIE. [5] when they reviewed management skills during periods 
of boom and recession. 

In the Ashridge studies conducted in the 1970s that looked specifically at 
regionalisation issues, nine out of seventeen firms studied that were involved 
in creating regionalised structures had experienced major problems between 
regions and the centre. These problems were deeply rooted, had their origins in 
misunderstandings about the nature of the business by both regional and head 
office staff and resulted in hostility and inistrust between regions and the 
centre. For example, one problem highlighted w a s  the centre dttempting to 
apply uniform systems and procedures across all regional units regardless of 
the size and circumstances of each unit. Smalier regional units were swamped 
with systems and procedures more appropriate to larger units. As a con- 
sequence, smaller regional units were closed down due to poor performance 
and members of the senior regional management team set up businesses in the 
locality and became key competitors of the company. 

The degree of centralisation-decentralisation from the centre has two further 
important implications for regionalised structures. The first is the impact on the 
strategic management process whilst the second is the impact on the training of 
senior management at regional and head office level. If the centre retains a 
centralised approach to regional structures, the strategists' focus at the centre is 
likely to be on the similarity of issues and markets between regions rather than 
on their differences. However, decentralisation provides regional senior man- 
agers with a great deal more decision-making autortoiny and allows them to 
make greater use of local market knowledge. Empirical evidence from the 
Ashridge studies indicates that many companies failed to capitalise on regional 
management's market knowledge. Furthermore, those companies that decen- 
tralised decision-making avoided centre-region problems. A decision by 
strategists to define the contracting business from the markets served rather 
than from the centre requires greater conceptual and judgemental skills. 
Managers at the centre are managing a diverse portfolio of strategic business 
units, requiring a mindset able to integrate conceptually what is happening 
across all regional units. 

Centralisation and decentralisation within regional structures also require 
thinking about senior management succession and associated management 
development and training. A contracting company defining its business from 
the centrc makes all its strategic decisions at hcad office. Regional units will be 
mainly in17olved in administrative and operational decisions. Senior regional 
management will primarily be acting in the role of organisational managers 
and performing an  integrative function and using thcir political and organi- 
sational skills 1121. A decentralised regional structure, however, provides a 
fertile training ground for senior management within the company, both at 
regional and head office levels. In this instance senior regional managers will be 
involved in strategic as well as administrative and, to a lesser extent, oper- 
ational decisions. They are in a better position, therefore, to develop the con- 
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ceptual and judgemental skills required of the ‘institutional manager’ 1121 at 
the strategic apex of the company. 

Empirical evidence indicates that regionalisation can be successful in com- 
panies where the junior staff from head office who are involved in the 
regionalisation process take over from senior colleagues who return to head 
office. The second generation of senior regiona1 managers then have experience 
of both head office and regional procedures and can therefore foster a con- 
tinued trust from the centre. Regionalisation appears less successful or 
unsuccessful where a new generation of regional managers are only steeped in 
regional experience with little or no understanding of the centre. These mm- 
agcrs h a w  good knowlcdgc of local conditions but tirnitcd knowlcdgc of 
conditions at the centre. This can lead to an inconsistency of views about the 
nature of the business between regions and centre. This argues for a rotational 
management development programme or one where regional managers 
regularly meet with their head office colleagues. 

Strategies at the operating core in contracting firms 

As indicated earlier, with such high levels of subcontracting the main con- 
tractor’s primary role has now become one of organising, co-ordinating and 
procuring inputs into the production process; providing services of manage- 
ment expertise, experience, backup and resources from an established orga- 
nisation and an ability to carry contractual risks and obligations for large and 
complex projects. ‘I’he on-site production process in coiistructioii, unlike tlie 
opportunities presented in manufacturing, is chclracterised by few routine 
procedures and is labour intensive. The five major inputs into the production 
yroccss are: 

Materials, accounting for between 40 and 50% of production costs [13]. 
This can vary between 15% for repair and maintenance and up to 60% for 
contracts with a high building services element. 
Labour, which accounts for approximately one-third of production costs 
[I41 but its importance will vary across different types of project. 
Site management. Traditionally, site managers on building projects can 
come from a craft base, are management trainees, or have come through 
thc tcchnical qualifications route or through studying thc Chartcrcd 
Institute of Building examinatioiis and fi-om other building-related dis- 
ciplines. Site managers in civil engineering have generally come from 
within the framcwork of thc Institution of Civil Enginccrs 1141. 
Plant and equipment, which can be owned, leased or hired. All things 
being equal, civil engineering projects are normidly more equipment 
oriented than building projects. 
Finance for working capital. Requirements for working capital can usually 
be kept to a minimum due to the monthly valuation process and the 
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various opportunities available to inanipuIate finance through credit 
arrangements with materials and equipment suppliers and payment 
procedures with subcontractors. The judicious management of capital 
flows by contractors can result in a positive cashflow and the use of this 
has been discussed in the section dealing with diversification strategies. 

As an important resource into the production process, labour, during periods 
of boom, can be in very short supply in certain trades. In a recessionary period, 
operatives and the skilled workforce will be laid off first, with manageinent and 
support staff retained <IS long as possible ready for an upturn in the economy. 
The abovc resource inputs into the production proccss will be involved in 
different intensities during the on-site project life cycle. When aggregated 
across all sites, the operating core of the contracting firm will be dealing with a 
diverse range of cyclic inputs across all projects. 

The next section reviews ideas behind the consideration of the operating core 
of the contracting firm as comprising a portfolio of projects with different 
respective life cycles. 

Project portfolios and potential capacity 

Each project has a life cycle that goes through the stages of birth (concept 
and feasibility), growth (design and construction), decay (handover and com- 
missioning) and death (into use). 'I'he production level of a contracting com- 
pclny comprises inany projects a t  different stclges of their respective life 
cycles during the construction, handover and conunisioning process. The 
concept of project portfolios is a useful way of thinking about projects within 
the operating core of a contracting organisation. The usual dimensions for 
describing a project, and those forming the basis of project portfolios as a 
concept are: 

a Technological complexity; 
a Project size, measured by value normally; 
a Type of project, for example, office blocks or industrial units; 
a Geographic location. 

There arc conflicting views of how contractors use and pcrccivc a portfolio of 
projects. Ball [El takes a market sector view of project portfolios and argues 
that they provide benefits to the larger rather than smtillrr contractor by: 

Facilitating the use of differential rates of profit between market sectors; 
a Minimising the risk of one contract failing; 
a Providing greater bargaining power with clients due to other work in hand; 
a Providing gains from acquisition of other contractors in terms of access to 

non-construction assets, rapid market entry without fear of retaliation, 
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additional management expertise, portfolios of contracts and contacts and 
membership of select tendering lists. 

On the other hand, Lansley ef al. [I] propose empirically that contracting 
companies do not consider demand in terms of market sectors, with the 
exception of housing development (which has a different economic structure), 
but in terms of technologies to execute project types. From their perspective, 
managers assess projects in terms of project size, project complexity, con- 
struction method with the associated organisational and managerial require- 
ments of the project. 

In combining the various ideas together, the operating core of a contractor 
will comprise a series of projects at different stages of the their respective life 
cycle, will vary in terms of siLe, expressed in vl-due terms, type, complexity, 
construction method and location. They will also be using a different combi- 
nation of resources. In traditional manufacturing production capacity is 
derived from the fact that there is a IocationaIIy fixed technical system geared to 
produce a certain volume of units of output. In contracting, however, the 
production base is transient, one-off and variable. The operating core of a 
contracting firm comprises numerous production bases, located in different 
geographical locations, at different stages in their production cycles and with 
different resourcing requirements depending on the project life cycle operating 
at that location. Potential capacity [15] is a useful idea to apply in construction 
and is the capability of a company to undertake different types of work in the 
future. 1t steins froin the firin’s orgaiiisational structure and the accuinulated 
knowledge of management and support functions, Potential capacity i s  not idIe 
capacity owned or financed by the company but the ability to gear up for a 
higher workload in the operating core. Where ii high level of sub-contracting is 
undertakcri the potential capacity of contracting cornpanics rests from sitc 
manager level upwards. 

Sub-contracting as a production strategy within project portfolios 

Much of the on-site production process is now sub-contracted or directly let by 
the client out to other firms. This has arisen due to increasing technical com- 
plexity of projects, changes in employment legislation over the last twenty years, 
incrcasit-rg pressures on crnployers to reduce fixed costs and the short-tcrm 
variability of workloads. The result has been a requirement to retain flexibility in 
the on-site production process. Sub or trade contracting also provides access to 
specialist lciiowlcdgc that could be cxpeiisivc to rctaiii in-house. It is also a low- 
cost method of organising the work since parts of the production process are 
sub-let for a known price through competition. WhiIst sub-contracting still 
dominates the operative employment scene there have been strenuous efforts 
made by the Inland Revenue to get workers back into direct employment. 

A number of different types of sub-contractor operate in construction: 
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4 Design, manufacture, supply and fix 
4 Design, supply and fix 
a Supply and fix 
a Fix only. 

The five most frequently used sub or trade contractors are: 

a Heating, ventilating and electrical contractors 
4 Structural steel and concrete contractors 
a Window and curtdin walling contractors 
a Lift contractors 
4 Iioof, ceiling and floor contractors. 

A NED0 study [16] has indicated that there are a number of organisational 
and contractual problems associated with sub-contracting. Increasing precision 
is required to define the content and duties for inclusion in sub-contract work 
packages. The problem is that many things are often left implicit such as sub- 
contract manning levels, supervision and site programmes. There are often 
ambiguities surrounding who is responsible for providing plant, tools, power, 
and assistance with setting out and attendance. NED0 conclude that main 
contract conditions are no longer an adequate method for regulating the obli- 
gations and rights of the main contractor in a situation where much of the work 
is sub-let to other firms engaged through different contractua1 terms. 

'l'he following suinmarise the significant contractual issues associated with 
the employment of sub-contractors [I 71: 

A contra charge levied against the sub-contractor for failing to meet the full 
sub-contract conditions by the main contractor. 
The main contractor holds the sub-contractor responsible for protecting and 
making good work regardless of when it was instaIIed or damaged. 
The presumption is that the sub-contractor knows the detailed conditions of 
the main contract. 
Where there is a substantial design aspect by the sub-contractor, the firm is 
held responsible for design co-ordination with other sub-contractors, 
especially where there are multiple specialists involved. 
Prior to the L.ate Payment of Commercial Debt Act 1999 a sub-contractor 
would often be bcset by 'pay whcn paid' typc clauscs which protcctcd thc 
cash flow position of the principal contractor to the detriment of the sub or 
trade contractor. 

in order for such conditions to be effective, sub-contracting requires con- 
siderable co-operation between site management and sub-contractors but 
contractual responsibilities are a continual source of divisiveness and also 
profitabiIity. Sub-contracting also has considerable social costs attached to it, 
for example, the apportionment of responsibility for health and safety, training 
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and the undermining of the apprenticeship system 1181. This point was also 
made by Winch [19] who also: argues that sub-contracting puts a break in 
productivity improvement and that the quality of work done is poorer when 
sub-contractors are used. 

The management resource in construction firms as a source of 
competitive advantage - resolving a strategic paradox 

Strategic choice in construction firms will involve senior managers deciding 
about a competitive strategy that will cnablc the firm to exploit its capa- 
bilities to the fullest and position itself strategically against its competitors. I n  
periods of boom, the major UK construction compinies have often used 
combined strategies of expansion, retrenchment or stability. In periods of 
recession, empirical evidence indicates clearly that a common strategy is one 
of retrenchment, where firms have often being forced into selling business 
units for the wrong reasons. This has often been coupled with international 
expansion to offset declining domestic markets although recent empirical 
evidence has suggested clearly that contractors had lost ground in the inter- 
national markets prior to the last recession and are now attempting to pull 
this back. 

Hillebrandt et ~ 1 1 .  [ S ]  are of the view that the essential technologies of con- 
struction are embodied in the people employed. This is unlike manufacturing 
businesses where this is vested in plant and machinery. Most plant and 
eyuipincnt in construction i s  nnn-project specific, i s  interchangeable and the 
important issue is the way that it is used on-site that will determine project 
success. This is rooted in good selection and planning of equipment for the on- 
sitc production proccss and the use of that tcclinical systcrn compared to 
potential competitors. Exceptions to the inter-changeability in construction are 
in areas of special activity such as in tunneIiing work. 

In order to formulate a competitive strategy it is important to isolate areas 
where the company has distinctive capabilities that provide it with an edge 
over its competitors i.e. a competitive advantage. Construction is a knowledge- 
based industry where similar technologies are available to competitors but it is 
how they are used that provides the competitive edge. Knowledge resides at 
regional subsidiary level in terms of detailed market knowledge and client 
contacts. Knowledge also resides with specialist subcontractors and again this 
will be availabfe to competitors through the subcontracting process. However, 
through the use of relational contracts and the use of key supplier lists, con- 
tractors arc in a better position to retain prcfcrcntial ~ C C C S S  to such knowlcdgc. 
Earlier chapters identified the fact that there is a hierarchy of sources of com- 
petitive advantage and that contractors compete on both low and high order 
factors, some of which are sustainable only in the short term whilst others have 
the potential to be sustainable in the longer term. Competitive advantage also 
requires the analysis of value-adding activities and how these are configured 
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into a value chain. Much of the value-adding activities in construction revolve 
around team and individual knowledge. 

Construction relies extensively on project team working and problem solving 
and isolating competitive advantages in construction can be difficult since 
there is a h g h  incidence of knowledge-based advantages residing in project 
teams at different levels in the firm's structure. Some authors have suggested 
that distinctive capabilities, that provide sources of competitive advantage can 
be found in the operating core of a company, for example, at site level in 
contracting. It is often stated that people are one of the key resources in con- 
struction and therefore an area of distinctive competence for a contractor could 
be located at sitc management Icvel. This would be franstatcd into a distinctive 
capability that can be termed an operating core hm-spec$c advnntng~. Other 
areas of distinctive coinpetency that are team-based can also occur in bidding 
strategy during the adjudication process where key personnel from the middle 
line and strategic apex come together to produce the final project tender price 
and also in the selection of plant and equipment and in the planning and 
scheduling of resources. These are distinctive capabilities that are team-based 
and reside in the middle line of the firm. These issues are central to the heart of 
what Chinowsky & Meredith [ZO] and Chinowsky [Zl] see as the strategic 
management process. In a survey of construction companies they found that 
the issues which drove strategy forinulation could be, simplistically, repre- 
sented by a wheel which depicted seven themes of strategy. This is shown in 
Figure 6.3. 

'l'he value chain has both internal and external components and is a product 
of a company's history, the impact of the strategic management process and the 
associated cost and resourcing implications of these. Contractors may be able to 
get sources of advantage from the way they manage their supply chains as an 

Comoetition 
Vision mission 

/" goals 

resources 

Education 

Fig. 6.3 The seven theories of strategy. 
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input into the production process. It is the quaiity of the relational contracts that 
contractors have in place that will be important in leveraging competitive 
advantage from the supply chain. The management of the supply chain also 
involves contractors now in offering a range of services to differentiate them- 
selves from the competition. The traditional competitive tendering approach to 
projects did not allow contractors to easily use their distinctive capabilities to 
gain a competitive edge since choice of contractor was nearly always depen- 
dent on price. However, recent approaches advocated in the Latham and Egan 
reports to move away from price-based competition alone to one where price 
and reputation in combination are important for client choice allows differ- 
ential advantage to come to the fore. Eyuatty, negotiation as a selection process 
achieves much the same aim. 

The preceding is arguing that the inanagrmnent resource at all levels is a key 
competitive resource. Recent empirical evidence from the Hillebrandt ef nl. [5] 
research alludes to a different picture in practice, especially when recession hits 
hard. During the last recession there was a need to undertake substantial cuts in 
staff numbers. This occurred due to heavy reductions in workload with a 
consequent need to cut costs. Staffing cuts were both deep and wide across a 
range of activities and types of employee. The result has been a change in 
employment patterns. Prior to the recession there was considerable top man- 
agement mobility and headhunting was prevalent. However, most firms pre- 
fer, if possible, to develop managers from within. During the mid 1990s 
empIo~rment of staff tended to be contracted in on a project-by-project basis, 
with a greater acceptance of agency staff than previously. 'I'his is in contrast to 
the mid 198Os, when there were coiiccrns that this type of einployinent pattern 
did not provide staff able to blend in with the coinpany culture. This did not 
negate, however, the need for a cadre of permanent staff to manage sites but 
agency and contract staff wcre sccn as less costly and more flexible. The 
recession of the late 1980s and early 1990s, and for that matter the 1970s, has 
clearly highlighted a paradox in construction that has implications for com- 
petitive advantage. Senior managers have always highlighted the importance 
of people but the actions taken by senior management when recessionary 
pressures hit the firm have implied a cavalier treatment of staff. Moreover, 
whilst the Egan report gives as much attention to education and training as cost 
reduction and time compression, the training function is seldom given as much 
attention as factors which are directly, as opposed to indirectly, related to 
profitabiIity. 

Training is a key competitive weapon in a people-intensive, knowledge- 
based industry. Empirical evidence cIearly indicates that graduate recruitment 
and managcmcnt training suffered during the last recession. The training 
function shrank in most firms, with responsibility for training or its costs being 
devolved to operating units. However, some firms have run counter to this 
trend and have maintained their training activities and increased the oppor- 
tunities available to staff. In general firms were unwilling or unable to devote 
funds to training due to the increased mobility of both middle and senior 
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managers anyway as a prevalent einployment pattern. From one perspective, it 
does seem sensible not to invest in training since it is more likely to benefit the 
individual's career rather than the firm. However, the counter argument is that 
without investment in training and management development, knowledge 
based assets of the firm will not be enhanced and so the firm will lose a source 
of competitive advantage. Equally, there is a compelling argument to suggest 
that if construction is about competing on knowledge based assets rather than 
just price, the time to continue investing in the protection of that asset is during 
a recession so as to be able to coinpete more effectively in buoyant times. The 
turbulence of employment in middle mantigenient will have had a deleterious 
cffcct upon the pcrccivcd attractiveness to potential rccruits of the industry. 
Applicants to University courses in all aspects of the Built Environment (with 
the exception of Architecture) have declined sharply in the years 1994-1997. 
Applicants to civil engineering fell from over 5000 to 3600 over the period; 
Building applicants fell from 4000 to 2700. This fall in student numbers foretells 
of difficulties in recruiting the next cohort of graduates to take the industry 
forward [22] .  

The recession of the late 1980s and early 1990s also highlighted significant 
problems in the management area. These issues can be grouped under the 
following headings: 

0 Di\!ersificdtion strategies. 
- Geographic diversification. Scnior management in construction firms 

took their eye off overseas markets during the preceding boom period, 
focused their attention on the domestic market and when the recession 
hit they were unable to regain easil17 the mnmentu m lost internationally. 
The overseas market has traditionally been seen as an opportunity to 
offset falling demand in the domestic market. For some firms this was 
clearly no longer an option and exacerbated an already difficult 
situation. 
Mergers and acquisitions. Managers failed to use their capital wisely, 
often investing in businesses that were cash hungry, with a result that 
portfolios became unbalanced. Equally, senior managers had portfolios 
that comprised many minor business activities. Also, senior manage- 
ment did not appreciate the problems associated with managing 
acquired firms and how to deal with the issues that arose. This raises 
questions about the strategic management capabilities of some firms. 

- 

+ lnternal organisation. 
- Within a portfolio of businesses there was strong evidence to indicate 

that a number of construction divisions wcrc operating without a coni- 
mon policy. Again, this suggests a lack of strategic thinking and 
awareness. 

- Board meetings that had no adequate control over business units and no 
agreed actions as outcomes of the meeting. This reflects a lack of ability 
to provide a sense of common purpose around a clear vision of the firm 
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and its future. Hillebrandt et nl. 151 are of the opinion that in the 1990s 
senior management did not have a clear vision about the future direction 
of their firms and again this demonstrates a lack of strategic capabilities. 

When considering the joint impacts of the above, senior management were 
demonstrating a lack of strategic awareness over external matters and also a 
lack of internal management control. This clearly strikes at the need for 
increased management development in the area of strategic management and 
again raises questions about why senior management in construction firms 
appear to set dside the thinking of the strategic management gurus so easily. 

There arc also two final areas that necd to be touched upon when Considering 
the management resource and competitive advantage. First, there is now 
concern that the UK contracting industry is less able and less well qualified 
than those managers from some of our mainland European competitor nations, 
such as  France or Germany [23]. This suggests a clear competitive disadvantage 
internationally, especially given the strategic intent of some of the major con- 
struction firms to be able to compete effectively against mainland European 
competitors and so become global players. Second, Hillebrandt et al. [ S ]  found 
that the role of the personnel function, as an example of support staff in firms, 
had not improved since the study undertaken in the mid 1980s. The role of most 
personnel managers was limited and they were seen as administrators of policy 
made by line managers and not as policy makers. The human resource function 
appears to be one of the critical roles in continuing to develop a management 
cadre at all levels within the construction firm with tlie knowledge, skills and 
expertise that can be translated subsequently into a source of primary iind 
sustained competitive advantage. This knowledge-based asset at all levels will 
be located and embedded in the distinctive capabilities stemming from orga- 
nisatioiial architecture, reputation and innovation. 

Conclusions 

For the larger contractor, the operating core is in a constant state of geo- 
graphically dispersed dynamic flux comprised of regionally based and man- 
aged project portfolios with different projects at different stages of the project 
life cycle. The potential capacity to gear up for future workloads resides at 
regional officc and site managemcnt Icvels. The latter is, liowcvcr, much of the 
focus for the ebb and flow of contractual difficulties with subcontractors and 
the translation of company policy into actual site practice. The operating core 
also comprises diffcreiit mixes of rcsourcc inputs, rcquircd at diffcreiit stages of 
the project life cycle on-site, different types of subcontractor with different 
trade union memberships and operative attitudes. These are key inputs from 
the contractor’s supply chain into the production process. Site management is, 
therefore, a key knowledge-based source of competitive advantage capable of 
building and losing reputation and also includes tlie capability to manage and 
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use site-based innovations that occur at the workface. Hence, the site man- 
agement level is one of the key sources of distinctive capability for competitive 
advantage in terms of firms’ organisationai architecture for managing the on- 
site innovation process and building project site-based reputation for delivery 
to the client. 

The integrity of this organisational architecture is compromised by the long- 
term subletting of the production process combined with short-term workload 
variability and the successive impacts of booms and recessions have created a 
strategc paradox for the contractor. The requirement for organisational flexi- 
bility means that the main contractor has to ensure a minimum of capital locked 
up in fixed and hunian assets. This crcatcs an unwillingness to invest in 
management development and training, graduate recruitment and also to 
subcontracting out much of the production process to others. The operating 
core of the contracting company is now characterised by a myriad network of 
sub-contractors of various types, employed with different contractual obliga- 
tions, rights and Liabilities, where, in addition, certain categories of sub- 
contractors often sublet the fixing and installation of products to self-employed 
specialists. Main contractors have now become resource acquirers, allocators 
and managers where traditionally forms of contract have been at the heart of 
the market exchange relationship at all levels of the firm. 

This chapter has highlighted the iinportaiice of developing managers at all 
levels to manage the firm strategically during periods of boom and recession, to 
manage within operating divisions and within regionally based organisational 
structures and in the on-site operating core. Managers in the industry have 
consistei~tly stressed the importance of people in the industry but the evidence 
suggests that this is not always put into practice. There is an increasing use of 
agency management staff, project-by-project employment contracts and a view 
that argucs to invest in people is to cnhance an individual’s carccr at thc 
expense of the firm’s prospects. The previous discussion has proposed that 
construction is a knowledge-based industry, in much the same way as the 
information technology software industry or the engineering consulting 
industry. Knowledge development, maintenance and exploitation is the only 
sustainable source of competitive advantage for a contractor in the long term, 
either locally, regionally, nationally or internationally. The empirical evidence 
presented in this chapter suggests clearly that the strategic actions of managers 
in the industry pay scant regard to the core competencies that can be developed 
from lcnowlcdgc asscts in  construction. 

Hillebrandt et  d. 151 concluded in 1995 that there is still over capacity in the 
industry artd its structure may well change in the future. They predicted that an 
clitc group of large firms could cmcrgc duc to the significant capital rcquirc- 
ments for projects and they also foresaw the possibility of the demise of the 
family firm. The requirement for bonding on projects woukl also create entry 
barriers for many firms. 

There is no doubt that their predictions about an elite group of UK-based 
contractors forming in the industry is now well under way. The newer pro- 
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curement routes of PFl and Prime Contracting will almost certainly cement 
further an already hierarchical structure in the industry. The newer procure- 
ment routes, in particular, coupled with other initiatives under way in the 
industry will move competition away from a legally based market exchange 
relationship built around one of competing on price to one of long term rela- 
tional contracts requiring trust and team working. Provided they can make this 
transition, the elite group of contractors will be the core constellation of supply 
chain leaders and global players of the future. Industry restructuring will be 
addressed further in the chapter on supply chain management. 
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Strategies for international 7 construction 

Background 

For inany industrics, largc-scalc intcrnationatisation bcgan in carncst aftcr thc 
Second World War, when there was great need for the transfer of technologies, 
infrastructure and skills to countries that had suffered devastation during the 
war years. In addition, the ability to communicate, both by data communication 
and by actual travel, greatly increased as a result of the technology developed 
during the war and the subsequent reduction in the cost of such communica- 
tion over the post-war years. 

As a result, domestic firms could more easily operate in overseas markets. In 
a construction context, many of the larger firms began to seek overseas 
opportunities during the early 1970s due to the decline in demand for domestic 
Construction work. Many firms specifically began to explore opportunities in 
locations such as the Middle East where industrial, commercial and infra- 
structure expansion was brought about by a dramatic increase in wealth due to 
soaring oil prices. 

International business strategy 

International diversification, or geographic expansion, is not a recent pheno- 
menon with UK construction firms. There was a dramatic increase in overseas 
work in the 1970s, concentrated mostly in the Middle East. This provided a new 
source of market opportunity especially in the face of a declining workload in 
the UK. In practice, a relatively small number of contractors are responsible for 
much of the UK’s overseas export of construction services. Linder [l] recog- 
nises that international construction has a history which goes back to Roman 
times but set off as capitalism intemationalised after the First World War. 

During thc 1980s a dcclinc i n  oil priccs diminishcd ovcrscas work in thc 
Middle East. However, other regions, such as the Far East, Latin America, 
Australasia, and I Iong Kong, were undertaking large-scale development and 
infrastructurc projects which provided opyortunitics for UK-bascd construc- 
tion and construction consultancy firms. In recent times (the mid to late 1990s) 
there has been a decline in these markets due to world-wide recession and 
instability in the financial markets, especially in the Far East. However, many 
firms still have a significant presence on the world stage and are well estab- 
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lished and regarded as international players. Caiu-ton & Hillebrandt [2]  have 
supported this view by suggesting: ‘Most of the top 30 companies have at some 
time operated abroad and most are still doing so.’ 

Most of these firms saw this as a method of overcoming the effects of the 
recession in the CK. Construction firms are now differentiating their service by 
specialising in niche markets, focusing on sophisticated or complex projects, 
mainly in the infrastructure area or organising financial packages for clients. 
Contractors, when selecting overseas markets, consider the stability of the 
country and the ability of to get paid first and then the location decision follows 
on from that. Most of the major construction firms have established themselves 
in Eastern Euroyc, normally on the back of British clients. Some firms havc 
bought interests in former Eastern European contractors in order to increase 
their presence. 

While there may well be a global downturn, international prospects for UK- 
based construction firms are becoming increasingly important. Table 7.1 shows 
the balance between new orders for domestic construction and overseas con- 
struction (new contracts at current prices). The table shows that the importance 
of overseas markets in relation to domestic markets has almost trebled in the 
last ten years or so. 

It is crucial that a firm is able to identify strategic opportunities in inter- 
national markets, and be able to develop competitive strategies to compete 
successfullv in those markets. 

Table 7.1 The balance between domestic and overseas new 
orders (current prices) 

New orders Overseas new orders % of overseas 
€million Ernitlion work 

1986 
1987 
t 988 
1989 
1990 
1992 
1992 
1993 
1994 
1995 
2996 
1997 
1 998 
1999 

17108 
221 18 
26298 
27142 
22491 
19455 
17493 
19965 
21285 
22065 
22834 
24806 
27477 
26080 

1704 
2050 
1387 
2473 
2478 
2349 
2991 
3602 
3985 
5540 
4812 
4062 
4251 
3705 

10% 
9.3% 
5.3% 
9.1% 

1 1 Yo 
12.1% 
17.1% 
i 8% 
18.7% 
25.1% 
21 % 
16.2% 
15.5% 
14.2% 

Note: the percentages have been calculated as a fraction of new orders received in 
the domestic market. 
Source. DETR, Housing and Construction Statistics 1986-2000 [a]  
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Size and structure 

In 1995, the global market for construction, expressed in terms of contracts, 
awarded to the worlds top 225 contractors exceeded $448 000 million 141. 

This market is extremely attractive, not only for its size and direct potential 
for earning profit and generating foreign exchange, but also for the possibility 
of participation by suppliers of equipment, materials and related construction 
services. 

Most researchers acknowledge that the global coiistvuction industry is large. 
While the ENR report detailed supra suggests that the size of the global con- 
struction industry in 1995 was around $448 billion, B a u d  [5] suggests that this 
figure may be somewhat overstated due the degree of sub-contracting among 
the top 225 construction firms. 

He goes on to acknowledge, however, that since ‘the global construction 
industry is large, mature, highly fragmented and very competitive’ and 
coupled with the fact that ‘. . . no reliable data currently exists for the total global 
construction industry.. .’ then the size of the industry is ’. . . likely to be far 
larger than reflected in the ENR survey.. .’ 

In general, the increasing demand for construction related work on the global 
stage may be attributed to a number of factors which include: 

IVortd population growth; 
Higher lifestyle expectations of emerging and third world nations; 
Gretiter demmds for infrastructure and ser~ices, 

a Growth in aid programmes for agriculture and cnnimel-ce. 

Smith (1991) suggested that many countries are unable to meet the demand for 
such levels of work, as well as the concomitant financial consequences, and 
that, as a result, the major construction acti\ity has been concentrated in those 
countries that have shown a growth in gross national product (GNP). Strass- 
man & Wells [6] concur with this v ie~~poin t  by considering that: 

’As a result of a high level of construction activity over many decades, all of 
the rich and highly developed industrialised countries have well developed 
construction industries.’ 

However: 

’Many poor countries, on the other hand, with traditionally low levels of 
construction activity and little industrial and teclmoIogica1 development, 
have not been in a position to exploit and develop their indigenous resources 
to build up thcir construction industrics.’ 

They go on to point out that when poor countries ‘. . . do acquire finance for 
modern construction, they find that they lack the skills and know-how, not to 
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mention equipment and materials, for the efficient execution of construction 
projects.. .’ and that as a result ‘. . . such construction resources are imported in 
the form of a package provided by a foreign or international firm.’ 

It is against this background that the nature of international or global con- 
struction should be viewed. Seymour [7] modifies this background by refer- 
ring to ‘two factors’ which have had a significant effect on the international 
construction environment in recent years. He postulates that the ’. . . first fac- 
tor to have emerged in international contracting . . . is the influx of con- 
tractors into the industry from less developed countries.. .’ and the second 
factor ‘. . .has been the lower level of demmd world-wide for international 
contractors scrviccs.’ 

These two factors, together with the historical view of the industry, suggest 
that, in order to operate successfully in the gIobaI construction market, it is 
necessary to be in possession of a complete, detailed and realistic under- 
standing of the industry and the factors which influence it. As noted pre- 
viously, the global Construction industry is large, mature, highly fragmented 
and very competitive. 

It is vital when examining the global construction market that a detailed 
appreciation is obtained of where the leading players originate and it has 
already been pointed out that, in the mid to late 1980s, there was a shift away 
from highly industrialised countries, as international construction providers, 
towards less industrialised countries. A detailed understanding of shifts in the 
size and structure of the market are, therefore, cruciaI to obtaining a working 
knowledge of the global construction market. 

‘]able 7.2 contains data on the market share o f  the top interiwtional con- 

Table 7.2 Top international contractors market share of awards (%) by 
country of domicile 

Nationality 1991 1993 1995 1999 

American 
Canadian 
European 

French 
British 
ttatian 
German 
Dutch 

Yugoslav 
Japanese 
Turkish 
C h t ne se 
Korean 
Other 
At1 other 
Total 

45.7 
0.8 

38.3 
8.1 
9.4 
7.9 
7.0 
1 .o 
0.4 
7.5 
0.5 
0.0 
0.0 
4.5 
7.3 

100.0 

39.3 
0.3 

40.6 
9.1 

12.4 
6.8 
6.5 
2.4 
0.1 

13.0 
0.9 
0.0 
0.0 
3.3 
5.9 

100.0 

16.6 
0.7 

50.0 
15.5 
4.9 
9.4 

11.2 
3.0 
0.0 

21.3 
0.0 
2.8 
4.4 
6.0 
4.1 

100.0 

24.1 
0.0 

53.6 
13.2 
11.7 
2.7 

10.5 
3.8 
0.0 
9.7 
0.0 
5.1 
2.3 

11.7 
5.0 

100.0 

Source: ENR 2000 [4] 
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tractors over the period 1990-1999 categorised by the country in which the 
contractor is domiciled. 

It can be seen that the share of awards by US domiciled contractors has 
decreased significantly from 36.304 in 1990 to 16.6% in 1995, but had recovered 
to 24.6 by 1999, while the aggregated European contractors’ share has mar- 
ginaIly increased from 43.2% in 1990 to 54% in 1999. Compare these figures with 
the figures for China and Korea for the same period and it can be seen that both 
these countries showed increases from 0% in 1990 to 2.804, and 4.4% respectively 
in 1YY5. Within the European group it can be Seen that only the UK has shown a 
marked drop in share from 10.4% in 1990 to 4.9% in 1995, but again revives by 
1999: all othcr Europcan dornicilcd contractors (Italians cxccptcd) cithcr 
retained slime or increased share. 

The message froin these figures is that there LVOUILI appear to be a shift away 
from certain industrialised countries as international construction providers, 
i.e., the US, towards other industrialised countries, e.g. Japan and Germany, as 
well as towards less developed countries such as China and Korea. 

This, of course, is not the complete picture. The data contained in Table 7.1 
relate only to international contractors’ market share. For a more complete 
picture of the global industry we must also consider the international con- 
sultants’ market share. Table 7.3 contains data on the top international 
designing firms’ market share of billings for the period 1990-1995 by country of 
domicile. 

Table 7.3 Top international designers’ market share of billings (%) by country of domicile [4] 

Nationality 1990 1991 1992 1993 1994 1995 

American 
Can ad t a n 
European 
British 
German 
French 
Italian 
Dutch 
Former Yugostavia 
Other 

42.2 
5.8 

44.9 
17.4 
4.8 
4.8 
1.9 
6.7 
0.3 
9.0 

Japanese 3.2 
All other 3.9 
Total 100.0 

41.1 51 0 
6.1 4.4 

19.3 13 0 
5.3 5.5 
2.7 4.7 
1.4 0.6 
7.3 7.7 
0.1 0.0 

10.0 7.1 
3.1 2.5 
3.6 3.3 

100.0 100.0 

46.1 3a 8 

42.5 31.5 40.2 
5.4 6.0 7.4 

45.7 54.3 42.1 
13.9 18.9 13.5 
5.4 6.3 4.8 
5.0 4.8 3.6 
5.4 1.9 1.7 
9.0 14.0 11.8 
0.0 0.0 0.0 
7.0 8.4 6.6 
2.6 3.8 4.2 
3.7 4.4 6.0 

100.0 100.0 100.0 

Table 7.3 would suggest that, in general, the market share of billings for 
international designers appears to remain relatively constant over the period 
1990-1995. This is, of course, in direct contrast to the pattern of market share for 
the top 225 international contractors. 

One possible reason for this apparent anomaly is that the shift suggested by 
Seymour [7], i.e. a move towards contractors from less industrialised countries, 
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is already happening. The question to be posed is: why is this pattern not 
repeated for international design firms? One suggestion is that the move away 
from contractors from industrialised countries to those from less industrialised 
countries is largely due to the use of unskilled local labour by contractors from 
less industrialised countries thereby creating a lower cost base and resulting in 
lower tender costs. 

The pattern for international designers, i.e. a relatively constant market share 
of billings over the period, could be explained by the fact the design expertise 
remains in the possession of the top international designers whereas designers 
from less industrialised nations have yet to develop such design knowledge 
and, as a result, have yet to catch up. Tables 7.2 and 7.3, therefore, give an 
appreciation of the relative market shares of the main providers with regard to 
the ovrrclll size of the international construction market. 

An additional factor which is important when considering the market for 
international cunstruction is the share of work which each market sector gen- 
erates. ‘l’able 7.3 contains a market analysis of the top 225 global contractors by 
the type of work undertaken in 1995. 

TabIe 7.3 shows that general building with a 37% share is, by far, the largest 
sector for international contractors. Transportation and petrochemical are the 
next largest with approximately 18% and 15% shares respectively. 

Table 7.4 Market analysis of top 225 global contractors by type of work 

Type of Work 

General building 
Transportation 
Industrial process and petrochem 
Power 
Manufacturing 
Water supply 
Sewerage 
Hazardous waste 
Other 
Total 

1995 Revenue 
(USS million) 

166 200 
78 600 
65300 
32300 
31 900 
18 000 
13 800 
6 200 

35500 
447 800 

% 

37.1 
17.6 
14.6 
7.2 
7.1 
4 0  
3 1  
1 4  
7 9  

100 

While it is acknowledged that general building work forins the largest 
single market segment for the top global contractors it must be understood 
that other factors may influence a contractor’s decision to operate i n  a parti- 
cular market. 

Rauml [5] suggests that ‘. . .higher rated E/C [engineering and  construction] 
companies tend to focus their activities on rather larger niches within the 
industry where they can add value through the application of specialised 
technical or managerial capabilities.’ He highlights some examples of such 
niche markets including: hydrocarbon processing and power generation. Firms 
concentrating on niche markets such as these will, undoubtedly, possess 



Strategies for international construction 129 

specialised technical or managerial capabilities which enable them to position 
themselves strategically and competitivelv on the world stage. 

While a basic understanding of the size and structure of the global con- 
struction market is important it should be noted that it is, essentially, a moving 
target, i.e. it is constantly shifting and changing. It is, therefore, important that 
any review of the global market is iterative. 

Reasons for intern at io nal isat io n 

Strassrnan & Wclls 161 point out that ‘Tntcrnational contracting - or firms from 
one country building under contract in another - is not a new phenomenon.’ As 
a result of this the reasons why firms choose to operate and compete inter- 
nationally are relatively well documented. 

International contracting may have had its origins with the expansion of 
empires, e.g. the Koinans constructing infrastructure throughout northern 
Europe, the French constructing the Suez Canal and the Germans constructing 
the Ankara-Baghdad railway. However, this historical perspective gave way to 
a new dimension in the 1950s and 1960s when large-scale aid programmes in 
Third World countries, funded by huge loans from institutions such as the 
World Bank, the African Development Bank and the Asian Development Bank, 
were implemented. Following on from this the significant increase in oil 
exploration in the Middle East, South America and Russia continued to feed the 
global demand for international construction. 

Latterly, the continued growth and devclopinent of third world countries 
and emerging nations, including countries which are the product of the 
breakup of the former USSR, have given a new lease of life to the international 
construction market. One-off factors, such as thc CuIf arid Balkan wars, have 
also created demand for international construction as part of the rebuilding of 
infrastructure in these areas. 

These factors, therefore, give an indication why firms are compelled to 
operate on the international stage but the specific reasons are considerably 
more diverse. The reasons for a firm deciding to internationalise may have their 
basis in the outcomes of a portfolio analysis. A firm that cannot improve its 
competitive position within its traditional market can, for example, diversify 
into other domestic markets, or internatioi7alise. 

A portfolio analysis might highlight a nurnbcr of reasons why a firm should 
iiiteriiationalise. These reasons may include: 

a Thc prcscnt portfolio no longer rnccts thc firm’s objcctivcs. This may bc due 
to: 
- market saturation in the domestic market and unreasonable return on 

assets; 
genera1 decline in demand in the domestic market; 
competitive pressures from other firms in the domestic market. 

- 
- 
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a The firm may have sufficient cash/resources with which to internationalise. 
This situation may occur when a firm is meeting its existing objectives in its 
traditional portfolio and, although further expansion is possible within that 
portfolio, the firm has sufficient cash reserves to fund overseas expansion. 

Greater profitability is anticipated from internationalisation than diversifi- 
cation. This occurs when the firm has to internationalise because it cannot 
meet its objectives in its traditional market. Several conditions could cause 
this to occur: 
- when internationalisation opportunities are sufficiently attractive to 

offset their inherently lower synergy; 
wlicn thc firm’s portfolio contains products/scrviccs ruhich arc highly 
sought after in the international arena; 

- when synergy is not considered important by the firm’s management 
and the synergetic advantages of expansion in traditional environments 
over internationalisation are not important. 

- 

a ’Grass is greener’ syndrome. This occurs when the domestic market unex- 
pectedly diminishes and the firm has no room to improve its domestic 
position by competitive analysis. In addition, the firm may have insufficient 
information to form a complete analysis of the internationalisation oppor- 
tunities but rather ’dives’ into the overseas environment in haste - perhaps 
because it sees other similar contractors doing the same thing. 

‘l’he four reasons highlighted above essentially forin the basic strategic reasons 
for  a firm‘s intention to internationalise. 

At the outset, the global market is huge. Tucker, I<., (personal conimunica- 
tion) has stated that ‘The engineering and construction industry is global in 
nature, and the growing markets in the Far East, MiddIe-E.ast and South 
America present numerous opportunities for indusky participants.’ This rosy 
picture must be tempered by the point made by Maloney & Hancher [8] that 
’As the global market place continues to expand . . . the competitive pressures 
on engineering and construction organisations will continue to increase. With 
the result of reduced profitability’. Why then would firms enter this type of 
market? 

As stated previously, reasons for internationalisation are diverse. Langford 
& Rowland 191 have identified the following aims for operating in an inter- 
national constructing cnvironmcnt: 

a maximising the company’s share value and stock market rating; 
a maxiiiiising profits; 

maximising dividends; 
a securing the viability of the company; 
a providing continuity of employment; 
a career development and job satisfaction; 
a building and maintaining the company’s standing; 
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maintaining independence and autonomy of the company; 
facilitating corporate growth; 
contributing to the employment and economic development of the inter- 
national area of operation; 
enhancing or minimising harm to the environment in the area of operation. 

Limerick [lo] and Imbert Ell] have also suggested that some other reasons why 
firms internationalise may include: 

A desire to increiw long-term profitability; 
A dcsirc to maintain sharcholdcrs rcturn; 
To spread risk over a greater operating base; 

To bcilcince growth; 
To avoid saturation in established domestic markets; 
To increase turnover. 

These reasons were reviewed by Crossthwaite I121 when he carried out 
research into the reasons why British construction companies internationalised. 
In his study he found that 70% of respondents felt that a desire to increase long- 
term profitability was a very important reason for operating overseas. He also 
found that a desire to maintain shareholders’ return was very important for 
50% of the respondents and important for the remainder. Balancing growth was 
very important for 20% of the respondents and important for 40%. The 
avoidance of saturation in doinestic markets was inoderately important for 50% 
of the respondents and iniportant for 400%. 

In addition to soliciting contractors‘ opinions as to the reasons why they 
desired to operate on an international stage Crossthwaite also sought to 
cstablish what thc firm’s ovcrall objcctivcs wcrc. I Ic found that thc firms’ ma in  
objectives were: to tap new and booming markets; to protect the company 
against cycles; and, to maintain an edge over competitors. 

From the foregoing it can be seen that the main reasons why construction 
firms internationalise are mainly centred on their desire to increase their 
profitability, spread their political/economic/commercial risk, avoid satura- 
tion in their own domestic market and to improve their competitive position. 

However, firms may also desire certain country specific conditions to exist 
before they would consider entry to a particular country/market. These con- 
ditions could includc: 

The political stability of the host country; 
The inherent potential economic growth of the host country; 
1 he existing and potential l e ~ l  of foreign competition in the host country; 
The Ievel of indigenous competition; 
The size of the potential project; 
The historical and potential growth of the market; 
The potential for future projects; 



132 Strategic Management in Construction 

The Iinks with the home country; 
Market openness; 
Language synergy. 

The factors are elaborated on later. In general, there are a range of main reasons 
why construction firms seek to operate in an international setting. However, it 
must be noted that individual firms may have their own, very subjective, 
reasons for seeking to internationalise. 

Characteristics and obstacles to internationalisation 

Jauch & Glueck [13] hcive identified that the main characteristics of the inter- 
national business environment include: 

increased competition 
increased diversity 
increased complexity due to differing: 
- societies 
- cultures 
- educational practices 
- legal frameworks 
- economic and political systems and stabiIity 
- business ideologies. 

Additional features may also include: 

intcr-govcrruncntal relationships 
firm-to-government (both domestic and foreign) relationships, including 
the need for a sponsor in the target country, e.g. in the Middle East. 

In addition to these characteristics of the international business environment, 
Male [I41 has identified a range of characteristics specific to the international 
construction environment. These characteristics include: 

fragmented industry structure 
geographic dispcrsion 

+ decreasing demand with a concoinitant ’buyer‘s market’ 
prevalence of ‘soft loans’, e.g. from ECGn (Fxport Credit Guarantee 
Department), in order to secure work 
requirement for host country agent with locat knowledge and contacts 
other risks, including: 
- differing climatic conditions 
- exchange rate fluctuations 
- profit repatriation. 
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Together these characteristics represent the basic characteristics of the inter- 
national construction environment, although it must be remembered that 
specific instances may give rise to additional characteristics which are related 
to that instance only. Some of the main features you should have considered 
include: supply chains for labour, materials and money; reputation, both 
business and technical; capability for providing equity in projects or capacity 
for the provision of bonds; local representation; understanding of different 
business and legal cultures; capability to manage geographically distant pm- 
jects. Kohvithstanding the reasons why firms wish to internationalise, con- 
sideration must be given to the obstacles and difficulties which may prevent 
firms achicving their goals. 

Foremost amongst these obstacles will be the political risks to which con- 
struction organisations are exposed. Wang rt a/. [I,?] identify several types of 
risks that occur exclusively in international construction. They list ten risks 
occurring in Chinese BOT projects which will need to be managed, transferred 
or accepted. 'l'hey are risks arising from: 

Changes in the law 
Corruption 
Delay in approvals 
Expropriation 
Reliability and Credit worthiness of client 
Fam mcljeuv 
Lxchange rate and convertibility 
Financial cIosurc 
Despatch and transmission restraint 
Tariff adjustment. 

Whilst the study was focused upon China the risks so identified can provide 
a valuable generic guide for international construction. The issue of free trade 
has also been picked up by the OECD t16] which has carried out an inventory 
on the subject of restrictions to trade and found that they included: 

Restrictions on the form of establishment; 
Restrictions on foreign direct investment; 
Requirement of a minimum number of local staff; 
Entry and stay of intracorporatc staff subjcct to labour market tcst; 
kstrictions on the multi-national relationship of locally established firms; 
Kationa lity requi rcmcnts; 
Imposition of a procedure to facilitate entry and stay of professional to 
supply services; 
Accreditation/licensing of foreign professionals. 

In addition, the OECD indicated that restrictions may also exist in areas such 
as: 
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a Iiequirement for local presence; 
a Quotas restricting number of foreign professionals/firms to practice; 
a Partnership/association joint restriction; 
a Restriction on hiring local professionals; 
a Government procurement policies; 
a Marketing and advertising restrictions; 
a Restrictions on levels of fees. 

The difficulties highlighted above primarily relate to individuals or firins 
wishing to operate on an international stage. Langford & Zawdie 1171 have 
argued tlicrc may bc cultural restrictions which bind companies wishing to 
operate on an international stage. Different cultures evoke different ways of 
doing business. lssues such as whether countries are 'deal' focused or 
'relationship' focused will shape how negotiations are conducted. Also 
important will be the level of formality deemed necessary in business 
relationships and differing attitudes to time can be frustrating for professionals 
brought up in monochromic business cultures. 

Essentially, one of the main difficulties facing a firm wishing to inter- 
nationalise may be the degree of competition that exists. The degree of com- 
petition is usually considerably fiercer than the competition in the domestic 
market. A cursory glance through international construction journals will 
reveal that UK firms regularly compete with European, American and Japanese 
firms for lucrative overseas contracts. 

Another difficulty facing a firm will be the degree of financial risk which it 
w i l l  be exposed to. Very frequently the project w i l l  be financed by some 
forin of 'soft financing', i.e. ECGD, but in some situations the firm may be 
required to assist by becoming an equity partner. This can prow problematic 
when the firm is paid in the local currency, because the firm will then be 
exposed to the vagaries of currency fluctuations and interest rate differ- 
entials. 

Geographical dispersion and differing climatic conditions will also prove 
problematic for the construction firm choosing to operate in the international 
arena, For example, a civil engineering construction firm based in the UK will 
be faced with a dramatically different situation if it undertakes work in, say, 
Malaysia. 

In addition, the fact that the firm will be operating under a different eco- 
nomic, political and legal framework will raise issues that it will not face in the 
domestic market. Many of the opportunities facing UK construction firins in 
the international arena exist in regions where economic and political stability 
are well below that which the firm is traditionally used to, e.g. a firm coxn- 
mencing operations in, say, Azerbaijan wiff be faced with operating in a region 
with delicate economic stability and an uncertain political future. 

Finally, the cultural and business ideology prevalent in the host region may 
be a comyIete anathema to the firm wishing to internationalse. This will pose 
difficulties in setting up the firm's operational base in the host country and will 
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create problems when the firm begins to interact with owners, local regulatory 
bodies, local suppliers, subcontractors and consultants. 

These factors are only representative of the basic difficulties which a firm 
may face when it wishes to internationalise. Additional factors may arise in 
relation to specific instances. Despite these difficulties British construction 
organisations have built up significant investments overseas. At the end of 1998 
some f3016rn was invested by construction firms. Of this sum over a half 
(E1636m) was held in North America, approximately a quarter (E688m) in 
European countries and the balance in Asia and Africa. Taking a snapshot on 
1998, inward investment in the UK construction industry by other countries 
was ovcr ElnOOm.  From thcsc data it would sccni that intcrnational invcstmcnts 
are three times inore attractive to LK investors than the U K  industry is for 
overseas investors [ 3 ] .  

Competitive advantage and strategy in international construction 

InternationaI competition exists in many guises. At one end of the continuum it 
can take the form of multi-domestic international Competition, i.e. it is largely 
independent within each country. An example of this type of international 
activity would be banking. Banking will be present in a country that has its own 
discrete customers, its own assets and its own reputation. At this end of the 
scale the international construction industry is essentially a collection of 
domestic industries. Even though there may be multinational firms operating 
in the industry, each firm’s coinpetitivc advantages arc  basically confined to 
that country or region. 

At the other end of the continuum exist global industries, in which a firm’s 
competitive position in one country or rcgion affects its position in othcr 
countries or regions. Rival firms compete against each other on a truly global 
basis and firms attempt to combine advantages in the international arena with 
those in the domestic arena. 

The construction industry in the UK exists somewhere in the middle of this 
continuum. The vast majority of construction firms operate in the domestic 
environment because the heterogeneous nature of the industry and the country 
by country competition makes it very difficult for the majority of UK firms to 
operate in a foreign country. 

However, thcrc arc a numbcr of truly intcrnationally focuscd Construction 
firms in the UK. Cannon & Hillebraiidt f21 have suggested that there may be 
about 30 UK-based construction firms who operate in the international arena. 
TIicsc f i rms  rely on tlic intcrnational market for a significant proportion of their 
income and they face competition from other internationat construction firms. 

Firms such as Bovis Land Lease, Balfvur Beatty and Amec have significant 
international presence and they compete against other foreign-owned con- 
struction firms such as Bechtel, Hyundai Heavy Industries and Kawasaki 
Heavy Industries for international construction work. 
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i t  is important to distinguish between international, multinational and global 
firms. Figure 7.1 illustrates the differences. While many construction firms can 
be described as international in scope few would be typified as being ’global’ or 
even multinational. The international firm has a large domestic market and 
dependent satellites in several countries. The global firm has a home base, but 
brands independent companies around the world, e.g. Sony (UK). 

A 

....... . . . . .  . . . . .  . . . . .  . . . . . . . .  0 .............. ..... ........... : .... ..: 

. . :. . . . .  
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International Multinational 

0 The construction company, e.g. Bechtel 

c 0 q-Joi . . . .  . .  . . . . .  , .  

. . . . . . . . . .  . . . .  : : . ~  
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Global 

Fig. 7.1 tnternational, multinational and global business (Flanagan [18]). 

Competitive advantage in international construction 

A major review of the competitiveness of European contractors in a globalising 
construction market identified Design, Procurement and Construction as core 
construction industry functions [18]. The contractor’s prime function is seen as 
rnobilising the specific resources required for construction of a unique product 
in a given time. However, as competitive scope is enlarging, the eLSEwise 
project (referred to in this chapter) also viewed the international contractor’s 
core competencies as widening and defined the emerging international con- 
tractor as one that is: 

’a project centred urganisatiun able to provide flexibie logistic skills, inanage 
human resources, provide construction technical skills, organise a network of 
specialist, have the ability to organise and control financial packages, manage 
a complex multi-layered and multi-skilled organisation, which in combina- 
tion can dclivcr an integrated global offer’. (Thc cLSEwisc project, Male [19]. 

Hence, the key sources of competitive advantage for international contractors 
are: 
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The ability to provide attractive financial packages. Securing finance is 
becoming a decisive factor for the viability of many international projects. 
Providing financial packages has proven to be the most efficient entry 
barrier for some industry sectors where build, operate and transfer (BOT) 
and build, operate and own (BOO) projects are rapidly increasing. 

The ability to build winning alliances. The case study based analysis within 
the cLSEwise project stressed that winning alliances with partners having 
proven expertise, common experience, compatible business cultures and 
objectives, derived preferably through a long term partnership approach 
provides a competitive advantage. Alliances can bc global or local, may go 
bcyond thc industry boundarics to includc clicnts and financial institutions 
or they c a n  be short term and project specific or longer term and whole-life 
focused. 

The ability to accept and manage risk. Clients are increasingly asking con- 
tractors to accept a greater share of risk in Sol '  and 8 0 0  projects and this 
will necessitate risk management throughout the project life-cycle. The 
implementation of innovation, by its nature, also introduces certain risks 
into a project and will require technical and managerial expertise to manage 
those arising from innovation. 

The ability to invest in sales and R&D. The high costs of project develop- 
ment and long tendering and negotiation periods can stretch a contractor's 
financial capabilities and may act as a strong entry barrier as will investment 
in  l<&D activities. 

The identification of client/user needs th-ough market research. Close links 
with a client preferably developed through long-term partnership relations 
providc contractors with significant Competitive advantage. Changes in thc 
market place, where a contractor has to respond directly to consumer 
demand stresses the importance of market research as a competitive tool. 

The ability to procure on a global basis. Lump-sum and BOT contracts 
necessitate searching out cheaper sources of material and equipment and to 
use lower-cost personal outside of the home country. Computers and 
related communications technologies make this much easier. The ability to 
exploit these opportunities better than others and build global networks 
providcs A contractor with a further sourcc of a competitive cdgc. 

'l'echnical expertise and the right technology. Many international con- 
tractors see technical expertise and technolop as a source of differentiation 
from their competitors and they work hard to increase their capabilities in 
this area. 'I'his is the base from which many key success enablers are built, 
for example, the ability to offer a total skills package, the pre-existence of 
strong engineering and management slulls and the ability for quick mobi- 
lisation, the re-use of knowledge, the ability to react fast on any required on- 
site engineering modification, the ability to offer better engineering s o h -  
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tions, the ability to manage technical risk, the capacity for design manage- 
ment. The question is whether these are threshold competencies or core 
competencies providing a competitive advantage when unpacked against 
the Competition. Members of the eLSEwise project were clear that technical 
competency would not be a source of sustainable competitive advantage 
amongst serious competitors for a project unless it was derived from pro- 
prietary knowledge. 

a The integration of local and global knowledge. Good local knowledge 
provides a contractor with an understanding of the socio-economic business 
environment within which it has to operate. Global knowledge is needed to 
formulatc busincss and multi-projcct stratcgics, to follow tnarkct trcnds and 
identify potential clients, establish links with potential partners and key 
suppliers, and to be able to procure globally. 

a Political backing. The significance of political backing with political 
authorities in home and host country has been established as providing a 
competitive edge. Conversely, close links with authorities in a politically 
unstable host country can be potentially dangerous. 

In the context of understanding the sources of competitive advantage it is 
useful to understand how these potential sources of advantage can be con- 
verted into international success. Here it is useful to apply the model developed 
by Porter [20] in which he identified four broad attributes of a nation that affect 
and shape the environinent in which domestic firms compete: this environinent 
citlicr promoted or restricted the creation o f  Competitive advantage. 'I'hesc four 
broad attributes are as follows: 

Factor conditiuns - this attribute deals with thc nation's ranking in factors of 
production required to compete in the construction industry, e.g. factors of 
production such as skilled labour, skilled management, resources etc. 
Domes fie demand conditions - this attribute concerns the domestic market's 
demand for the particular product or service, e.g. construction. 
Related and siippEier/subcontractor industries - t h s  is concerned with the 
presence or absence in the domestic market of supplier industries (including 
subcontractors) and related industries which are internationally competitive. 
F i n n  strafe$/, structure and competitiueness - this is concerned with the con- 
ditions in the dorncstic markct controlling how firms arc created, organised 
and managed. It is afso concerned with the nature of domestic competition 
between firms. 

'l'he determinants highlighted above set the scene in which the nation's firms 
are created. They determine the available resources, skills, goals, pressures, and 
cultural and behavioural aspects which affect individuals and firms operating 
in that nation. Firms obtain competitive advantage when the determinants 
identified above permit the following: 
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a rapid accuinulation of a set of specialised assets and skills 
the obtaining of better ongoing information and insight into product/ser- 
vice and process requirements 
the goals of managers and employees to support intense commitment and 
sustained investment 
success in certain industries due to a stimulating and dynamic home 
environment which encourages firms to capitalise on their opportunities 
and advantages over a period of time. 

Porter’s national diamond 

Porter [20] suggests: ’Nations are most likely to wcceed in industries or 
industry segments where the nationd ‘diamond’ , . . a term 1 will use to refer to 
the determinants as a system, is the most favourable.’ Figure 7.2 is adapted 
from Purter’s ’national diamond’. 

/ - - - - - - - - -  . 
Host nation locational 

System-based advantages advantageddisadvantages 

\ 
I 

I \ - -.-- - - - ‘ Home-based locational 
1 advantageddisadvantages 

Country-specific advantages 

Fig. 7.2 Competitive advantage in international construction. Adapted from Porter [21]. 

The ’diamond’ is considered to be a mutually dependable system, i.e. the 
effect of one of the detcrininants is contingent on the state of the other deter- 
minants. Tti  addition to the determinants identified above there are a further 
twu important variables which influence the national diamond. These two 
variables are: 

chance 
government. 
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Chance 

Events brought about by chance cause discontinuities that can permit shifts in 
competitive position by freezing or re-shaping an industry structure and 
therefore providing the catalyst for one nation’s firms to supplant anothers. 
Chance events are events which are outside the scope or control of the firm. 

Go vernm en t 

Governtnental bodies can significantly influence the determinants in the 
nation’s ’diamond’. They can also play a particularly active role in international 
constructinn by providing: 

finance 
guarantees (ECGD, ctc.) 
promotional support 

a diplomatic support. 

While the determinants identified above play an important role in setting the 
scene for internationalisation, the key role is that of the firm itself. 

Foreign direct investment 

In an  international setting it is the economics of the firm that operates globally 
which is the critical element in the decision to internationalise. Seymour 171 has 
identified these firms as multinational enterprises (MNEs), which have, as a 
result of favourable determinants in the home nation (the determinants con- 
tained in Porter’s ’diamond’), become involved or wish to be become involved 
in foreign direct investment (FDI). For FDI to take place in international con- 
struction, Male [14] postulates that three conditions must be met. These con- 
ditions are: 

a Ownership advantages - this means that the MNE has competitive 
advantages over both indigenous firms and other inteinational firms. These 
advantagcs can takc thrcc main forms: 
- country specific advantages, which applies to both the host country and 

to the MNE’s home country, e.g. sponsorship relationships in the Middle 
Fast and joint ventures in  Hong Kong 
industry specific advantages, which may include industries that have 
particular areas of expertise, e.g. French construction firms who have 
specialised expertise in the construction of water treatment facilities 

- firm specific advantages, which are derived from the firm itself, e.g. 
Bovis lend lease with its management contracting leadership. 

- 
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lnternalised ownership advantages - this means that the firm controls and 
exploits its ownership advantages itself rather than franchising, licensing or 
significantly subcontracting to other firms. 
Locational advantage - this condition summarises the principle that it must 
be more profitable for the MNE to undertake international operations than 
to undertake domestic operations, i.e. the outcome of the firm's portfolio 
analysis highlights that greater opportunity lies in internationalisation than 
in diversification in the domestic market. This condition is measured against 
the competition from indigenous firms and other international firms. 

These three conditions, in  addition to thc dctcrminants discussed earlier, 
provide the basis on whether the firm will internationalise or not. It is not a cut 
and dried decision. The wisdom of intel-nationalising it can only be ascertained 
by the management of the firm after careful consideration of the opportunities 
and threats involved. 

'lhe MNE/FDl approach, sometimes referred to as the eclectic paradigm, 
may be more applicable to a manufacturing industry than to the construction 
industry, and Porter's 'national diamond model is perhaps more appropriate. 
However, Male [14] has suggested that when the national diamond is 'placed 
within the context of the eclectic paradigm, both act together to provide a 
powerful tool for analysing competitive advantage in international con- 
struction'. 

As we concluded earlier, an understanding of the determinants that affect 
the capacity of a firin to internatioidise is vital. 'l'he determinants contained in 
Porter's diamoiid theiiiselves contain key elemciits that must be identified to 
enable a complete understanding of the constituent coinponents affecting the 
conditions for internationalisation. 

Factor conditions 

These are inputs required by firms in order to compete. They include: 

the aspirations of the board of directors with regard to a global company; 
human resources; 
knowledge of the territory, e .g  geographic, geological and climatic condi- 
tions affect a firm to the extent that it bccorncs adept at competing in an 
envii-oi-tment which exhibits certain degrees of these conditions; 
knowledge base, e.g. scientific, technicd, market and intellectual capital, e.g. 
the amount and cost of capital available to firins determines how they 
compete and how effectively they compete; 
infrastructure, e.g. availability of airports, road, rail and telecommunica- 
tions infrastructure has a greater impact on international construction than 
it does on domestic construction; 
understanding of the target country's culture, education, law, etc. 
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Domestic demand conditions 

Porter suggests that three broad attributes of domestic demand conditions are 
significant. They are: 

a Domestic demand conditions - these tend to be highly segmented; they are 
also a key to identifying domestic segments of the market which may be 
demanded internationally; it may also be extremely demanding clients who 
rcquirc highcr standards. This type of domcstic client frequently mirrors the 
type of international client; 

a Size of demand - this can lead to economies of scale, increased productivity, 
incrcascd skiIIs basc and incrcascd dcvclopmcnt in tcchnoIogy. It can havc a 
significant impact on internationalisatioi~ where the host country is devel- 
oping and requires such skills and technology to bring it up to western 
standards; 

a Internationalisation of demand - reduced risks to firm when domestic 
clients internationalise and decide to use the firm in their international 
activities. 

Related and supplierlsub-contractor industries 

Existing synergies with suppliers and sub-contrxtors may provide inter- 
national opportunitics for firms wishing to intcmntionalisc: 

competitive advantage in suI.7I.7lier/sub-contractor industries; 
prcfcrcntial or advanced access to cost-cffcctivc inputs ovcr and above other 
firms; 
ongoing co-ordination developing into other activities; 
existing synergy providing catalyst for innovation and upgrading examples 
include: architects ~ 7 h o  work in the international arena may elect to use 
home-based contractors, sub-contractors, etc., with whom they have pre- 
vious relationships; 
development of opportunities for information flow and technical inter- 
change: creation of joint ventures between consultants and contractors who 
wish to become involved in design and construct work overseas. 

Firm strategy, structure and competitiveness 

These factors influence the context within which firms: 

a compete with each other - the pattern of competition in the domestic market 
has a profound role to play in the innovation and prospects for international 
success; 
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develop their strategy, both domestic and international - differences in 
management practices and approaches occur in areas such as: training, 
background and orientation of leaders as well as the corporate style and 
the available tools for management. The ability to co-ordinate across func- 
tions and the internal attitudes to internationalisation will be an impor- 
tant factor; 

maintain their competitive position - the overall goals of the firm, its 
management, its employees and its domestic clients all determine how the 
firm Nil1 respond to competition in the domestic market. This will h‘ive cl 

matcrinl impact on how thc firm bchavcs compctitivcly in thc intcrnationol 
cnrironmcnt. 

These determinants, and their individual elements, provide the basic building 
bIocks upon which country specific advantages can be identified and assessed. 
In addition, the eclectic paradigm, i.e. the economics of the MNE and the FDI 
activity, play an important role in modifying the country specific attributes. 
These and the firm’s specific advantages can be pooled together to produce a 
competitive strategy for a particular firm. 

In concIusion, Male [14] has suggested that the foIIowing are applicable to 
competitive advantage in international construction: 

Thc internationalisation of construction is significantly influcnccd by carly 
opportunities, advanced and demanding local clients and demand surges in 
the intcrnational arena; 

The competitive advantage in intei-national construction is influenced by 
existing relationships and synergy between related and support industries 
and firms; 

Factor conditions - such as available knowledge, education, managerial and 
operative resources, physical resources, training, and cultural elements - 
play an important role in providing the correct domestic environment for 
firms to internationalise; 

Isolation of country specific factors (those contained within Porter’s 
’national diamond’) is vital in determining international competitive 
advantage; 

Isolation of firm specific advantages, which act as a modifier to the country 
specific factors, provide the basis by which a f i r m  obtains competitive 
a dvant age over other i t i  terna tional f i  rnis and indigenous firms; 

Isolation of locational advantages permit the firm to make the decision to 
internationalise into one locus against another. In an international context 
locational factors primarily relate to issues such as potential market size, 
political links, inter-governmental relationships, and political and economic 
stability. 
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Competitive advantage may not be particularly important in growing domestic 
markets, but they become increasingly important in declining domestic mar- 
kets. So far the theoretical aspects of internationalisation have been considered 
but how do these theoretical aspects relate to the way in which a firm actually 
identifies, develops and implements an international strategy? 

It has been shown that, according to Porter, four broad attributes affect and 
shape the environment of firms. These attributes include: factor conditions; 
domestic demand conditions; related and supylier/subcontractor industries; 
firm’s strategy, structure and competitiveness. 111 addition, Male, has identified 
thdt a number of factors influence competitive advantage in international 
construction. 

What steps, therefore, do firms have to take to identify, develop and 
implement an international strategy to deal with such factors. There is no such 
thing as a de fnc to  generic strategic planning procedure available to the con- 
struction firm wishing to internationalise: each firm, and indeed each oppor- 
tunity, wi11 present a different scenario with its ow11 characteristics, 
opportunities and threats. Notwithstanding this, a number of key issues will, to 
a greater or lesser extent, form part of the firm’s strategy. 

Three main issues are central to the development of a firm’s international 
strategy: 

a Country analysis; 
a General overview; 

Coinpeti t ive intelligence. 

Country analysis 

One of thc first issucs to be considered when a firm is dcveloping a strategy for 
internationalisation is the profile of the country in which the firm is seeking to 
work. It is acknowledged that different countries may hold potential for a firm 
but it should also be acknowledge that they will also possess their own intrinsic 
challenges and unique problems. How can a firm assess the viability of entry 
into one country as compared with entry into another? It is vital that a firm be 
able to establish a clear picture of the factors applicable to each country in order 
that a reasoned and unbiased decision can be made. 

One of the key starting points for identifying and developing an international 
strategy is to carry out an assessment of the niacro factors which are prevalent 
in the country or countries being considered. Essentially, a macro overview of a 
country’s economic and political background shouId be undertaken. This type 
of cxcrcisc is fundamcntally a desk cxcrcisc using secondary information that 
permits a macro overview of the country to be obtained. 

The key factors that are primarily undertaken in this type of exercise relate to 
the economic and political profile of the country. The importance of this 
exercise cannot be underestimated, especially when the firm in question is 
considering and evaluating long-term potential in the host country. 
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The first factor to be considered is the economic performance assessment of 
the country in question. This assessment gauges the country’s potential and 
takes into account the country’s past performance, with due regard given to the 
background and reasons for such performance, as well as extrapolating its 
future performance. The economic performance indicators which may be used 
to expedite such an analysis may include: Gross National Product (GNP) in 
order to obtain a profile of the country’s growth over time; details on the level 
of unemployment, level of wages and educational and training profile of the 
workforce, in order to ascertain the size and composition of the labour 
resources available; information relating to the country’s level of borrowing 
from global sources, c.g. the International Monetary Fund (IMF) and the World 
Bank. 

The second factor to be considered by ii contractor wishing to operate on the 
international stage is political risk. Construction by its verp nature tends to be 
an activity which is very often of a considerable duration, e.g. a great deal of 
construction projects, even of a modest nature, may take upwards of one year 
while many international infrastructure projects may involve a commitment of 
several years upwards. This long-term commitment of capital and resources 
means that any deterioration in the political climate of the host country can 
mean that the firm’s operating position is adversely affected. The effects of such 
a deterioration could include a number of matters such as: 

the loss of resources, i.e. by enforced take-over with no compensation; 
unreasonable, and enforced, changes with no compensation; 
unreasonable payment retention with IittIc recourse to legal redress; 
the coinplete cessation of the project with no compensation; 

+ the detention of staff and possible loss of life. 

Ostler [22] has recognised the importance of identifying political risks as 
part of developing an international construction strategy. He suggests that 
one of the main systems for identifying political risk is opinion analysis. He 
suggests that this approach involves the absorption of knowledge from those 
who are well-versed in the political climate of the country or region in ques- 
tion, e.g. from reading simple political statements to having detailed dis- 
cussions with people who have an interest in the country or region in 
question and wlio are aware of your particular needs and requirements. In 
addition, use could be made of the apprnpriatc departments within the 
Foreign Office and the government department dealing with industry as well 
as regular consultation of the appropriate business and current affairs pub- 
lications such as Thc EcolloJnist. 

Ostler goes on to point out that ’Political analysis and prediction can never be 
one hundred per cent accurate and will always be subjective no matter how 
experienced and well-versed the source of information is in that particular 
political climate’ [22]. 

Another approach postulated by Ostler is to build models based on 
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instabifity measurements. The hypothesis which this approach is based upon is 
that the greater the political instability then the greater the possibility of change 
in the political climate. Essentially, the basis of this approach is the taking into 
account of a number of factors, including: 

a the basis of election results 
a fall of political figures 
a number of assassinations 

and weighting them to establish a relatively accurate prediction of political 
instabitity . 

A final thought on the importance of carrying out a political assessment is 
suggested by Clstlrr: 

’. . .political assessment is important and is a necessary part of the overall 
analysis, but it will never be an exact science.’ I221 

General overview 

Mrl-tile a review of the macro issues which are likely to affect a firm’s strategy 
must be undertaken there are a considerable number of other factors which are 
equally important. 

Project size and potential 

It is crucial tlut <i review be undertaken of the country’s potential a 5  to the type, 
sizc and compkxity of projects to bc undertaken. EssentiaIIy, the market for the 
type of project or projects that are normally carried out by the firm must be 
established in order for the firm to assess the country’s potential over a period 
of time. This potential must fit in with the firm’s capacih. and the firm’s overall 
capabilitv and future plans. 

Costs and resources 

Ostler suggests that these factors should not only be examined at a particular 
point in time b u t  that considcration should bc givcn to how they arc likcly to 
behave over time. He suggests that in the early stages of a country’s develop- 
ment the traditional approach towards tendering is frequently used due to 
rcquircmcnts from thc prnjcct’s fundcr, c.g. thc World Eank, but that through 
time the approach may change as the country develops and begins to explore 
other approaches to procurement, such as design and build, BOT and BOOT 
type contracts. He suggests that these core complex forms of procurement may 
incur cost and/or resource implications which the firm may not have predicted 
at the outset. 
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Location 

Geographic location is obviously an important consideration for a host of 
reasons, e.g. climate, availability of resources and communications, but Ostler 
identifies that the proximity of adjacent operations to a new potential territory 
is a factor worth considering since it may create competitive advantage for the 
firm. He gives the example of contractors working in Hong Kong obtaining a 
competitive advantage in the new territory of parts of China due to the 
proximity to existing operations. 

Language 

At the outsct thc question of diffcrcnt lnnguagcs is clcarly onc which will be 
iinportant for the firm. Setting up in a country where the inain language is that 
of the firm’s home country is obviously an advantage. However, Ostler sug- 
gests that the issue of language may well be cyclical. He points out that vcry 
often in the early stages of a developing country’s life there is a heavy 
dependence on the use of multi-lateral aid and international consultants with 
the concomitant result that English is very often the working language. This, he 
suggests, brings a comfort factor into operating in a new territory. However, he 
also suggests that once the country progresses through a few stages of its 
development a number of indigenous practices emerge and develop with the 
result that the language priority shifts back to the host country’s language. 

Market similarity 

Market similarity effectively means that markets which are substantially 
similar to the firm’s domestic market in terms of contract terms, contract 
administration and payment systems may well be more favourable, and less 
risky, than those which differ substantially. Firms which explore opportunities 
in countries where the market is dissimilar may face certain cost disadvantages 
in becoming familiar and therefore competitive in the new market. 

Project funding 

This factor is one which is at the centre of a firm’s considerations when 
asscssing thc strategic implications of idcntifying and pursuing opportunities 
on an international stage. Issues which must be taken into account when 
Considering this factor include: 

existence of agency funding; 
extent of host funding; 
currency of payments; 
existence of mechanisms for getting the money out of the host country 
where payments are made, either in whole or in part, locally; 
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a existence of tied funding restricting the competition to those contractors 
whose own countries offer funding. 

These factors will affect the strategy adopted by the firm. 

Legal and fiscal 

The firm’s overall strategy can be significantIy influenced by the prevailing legal 
and fiscal regimes existing in the host countiy. Matters such as the basis of law, 
the history or arbitration in the host country as well as other, perhaps lesser 
known, dispute resolution methods and the national court procedure must be 
identified at the outset in order that the extent of legal risk can be ascertained. 

‘l’hc sdme caution applies to the fiscal regime which may be iinposcd upon 
the international contractor. Matters such as: the local tax rate; repatriation of 
profits; payment of staff and the appropriate income tax issues, must be 
addressed at the outset. 

Client and consultant assessment 

It is also important that the firm carry out a detailed assessment on the client(s) 
and consultants with whom it is likely to be working for and with. This activity 
cannot be underestimated since the firm’s perception of the role of the client 
and consultants may be very different from what it actually will be. 

The overa11 project structure as well as the structure of the client organisation 
must be clearly understood. In addition, the roles a i d  responsibilities of the 
clieiit and the coiisultants must be clearly documented since the method of 
u-orking in the host country may well be compIetcly different from that in the 
firm’s own country. A detailed review of the client and the professions 
involved in the host country’s construction industry, their attitudes and 
methods of working should be obtained via the appropriate trade papers in the 
host country and via the professional bodies and associations representing 
such clients and consultants. 

The indigenous consfruction environment 

Ostler suggests that this aspect of the firm’s strategy should not be overlooked. 
Many countries’ own contractors may well have an international presence 
themselves and, as a result, may represent competition to the firm seeking to 
internationalise. 01-1  the otlier hand these indigenous firms may represent 
potential partners for the firm and may offer the firm in-depth knowledge of 
the local markets or even becoine joint venture prtners.  

Competition 

It goes without saying that a detailed review of the firm’s competitors likely to 
be interested in the host country should be undertaken. Each of the factors 
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discussed above would play an important part in the identification and 
development of a firm’s strategy for entry to a particular country. 

Ostler has suggested that once all these factors have been identified and 
analysed for each strategic opportunity the results could be plotted using a 
weighted index on a Country Attractiveness/Company Strength matrix. The 
variables discussed above would obviously be taken into account. He suggests 
that the firm should rank in order of importance those areas which it considers 
the most important and are representative of competitiveness and country 
attractiveness. Figure 7.3 is a graphical example of how such a matrix would 
look. 

attractiveness 

pq 

I Medium 

I Low I 

Enter 

No interest Project by 
project 

Company’s Competitive strength in country 

Fig. 7.3 Country attractiveness and country strength. 

Ostlcr has suggested that, wlzilc thc approach for revicwiizg strategic 
opportunities overscas is somewhat suhjectivc, using and analysing the catc- 
gories previously discussed and by plotting their position on the matrix shown 
above a rdatively good indication of the strategic opportunities available to the 
firm can be obtained. Two themes underpin the foregoing factors: 

strategic positioning; 
competitive intelligence. 
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St rateg ic posit ion i ng corn petit ive i n tell ig e n ce 

Kgowi & Iwisi [23] suggest that strategic positioning is fundamental if con- 
struction firms are to operate successfully in the global market. They also 
suggest that competitive intelligence is one of the tools that can meet the 
requirements of identifying and developing a strategic position. 

A number of researchers have stated that a business orientation to satisfying 
the client has been slow to evolve in the construction industry. Porter has 
identified that marketing is one of the primary activities in the value chain but 
that in the construction and engineering sector the approach has to be some- 
what different from, say, a fast moving consunier goods market. 

Following on froin the concepts of competitive advantage and differentiation 
it can be s w n  that strategic positioning means perfnrming different activities 
from competitors or performing similar activities in different ways. In the 
construction industry there are two main generic activities: building and civil 
engineering. Within these two main groups there are a whole host of generic 
sub-groups including: housing; retail; offices; industrial; tunnels; railways; 
power stations, etc. Ngowi & Iwisi [23] suggest that choices of strategic posi- 
tioning determine not only which activities a firm will perform and how it will 
configure individual activities but also how activities relate to one another. 
Essentially, a firm will need to develop a f i t  amongst its activities and this will, 
eventually, lead to profitability. 

To choose a strategic position a firm should view the global market as the 
context of operations where highly developed competence in a particular sub- 
sector wiII enable it to pursue opportunities and crcatc snine others whcrcver 
conditions permit. To create a strategic position, a firm has to allocate adequate 
resources to the effort and ensure that everyone in the f i rm is committed to the 
position created. Once such a strategic position is created the firm has to ensure 
that such a position is maintained by continuously innovating new features or 
dimensions in order to stave off potential competition. 

Kgowi & Iwisi [23] also point out that a fundamental function of strategic 
positioning is the firm’s ability to identify, collate and analyse global infor- 
mation, i.e. it must possess competitive intelligence. The survival and growth of 
a firm in its strategic position depends, to a significant extent, upon the quality 
and accuracy of information and data which it uses to make decision and 
formulate its strategy. 

Essentially, the type of information is known as competitive intelligence. 
Buckley r t  ml .  [24] define competitive intelligence as ’ a formalised, yet con- 
tinuously evolving process by which the management team assesses the evo- 
lution of its industry and the capabilities and the behaviour of its current and 
potential conipetitors to assist in maintaining or developing competitive 
advantage.’ In addition Cilad et nl. [25] define competitive intelligence as 
’. . . the activity of monitoring the environment external to the firm for infor- 
mation that is relevant for the decision-making process in the firm.’ 

The use of competitive intelligence may be crucial in assisting the firm 
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identifying and analysing those factors which underpin and affect the issues, 
discussed earlier which should be taken into account when developing a 
strategy for internationalisation. 

Gilad [25] has identified five main elements which are crucial to the 
development and execution of effective competitive intelligence. These include: 

a collection - data are gathered relevant to the matter under consideration; 
a evaluation - the data are ranked and their accuracy, timeliness and use- 

fulness are determined; 
a storage - the d&i <ire orgmised m d  maintained, 
a analysis - whcrc the data arc rcvicwcd, tested and subjected to challcngc; 
a dissemination - where the data are used for decision-making. 

In addition to these elements, Gilad [25] has identified that such data originate 
from two main sources: published sources and field sources. Both these cate- 
gories are further defined as: what others say about competitors and what 
competitors say about themselves. Under the published category information 
relating to ’what others say about competitors’ may be found in the following: 

a books; 
a periodicals; 
a trade press; 
a research publications; 
a technical journals. 

Under the field Sources category information relating to ‘what others say about 
competitors’ may be sourced from the following: 

customers; 
suppliers; 
subcontractors; 
agents; 
clients. 

Information on ’what the competitors say about themselves’ can be drawn from 
their 0 ~ 7 n  corporate literature, e-g. annual accounts, corporate newsletters, 
yrcss rclcascs, seminars, ctc. 

The importance of the role played by competitive intelligence cannot be 
underestimated: the factors which must be considered when assessing strategic 
upportunities must be subjected to the rigunrs of competitive intelligence. 
Leaving such matters to chance means that any strategic decision by the firm is 
more likely to be subjective rather than objective. 

This chapter has investigated a number of issues relating to international 
construction. The discussion on the background to the practice of international 
construction set the scene for engendering a basic understanding of why, in the 
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past, international construction has been so important as well as giving an 
indication of what forms it took. Moving on from this historical perspective into 
the present, the chapter has examined the contemporary profile of the size and 
structure of the international construction market by considering the size and 
geographical dispersion of the international market, the share each particular 
country has of the market, and the share each sector of the construction market 
has, i.e. civil engineering, building, process engmeering, etc. 

By using this foundation knowledge the chapter goes on to analyse the main 
reasons why a firin would wish to internationalise. In addition to providing a 
brief analysis of some of the historici-ll reasons the chapter examines a wide 
varicty of rcasons why firms seek to intcrnationalisc. Some of thcsc reasons are 
micro-orientated, i.e. they originate within the firm itself, e.g. to maintain 
shareholdexs’ return, to balance growth and to increase turnover. A number of 
other reasons are macro-orientated, i.e. they are in response to some outside 
influence, e.g. favuurable tax advantages, political stability of the host country, 
the existing and potential economic growth of the host country and the level of 
indigenous competition. 

KO discussion of international construction would be complete without an 
analysis of the characteristics and obstacles to internationalisation. The chapter 
identifies some of the main characteristics of internationalisation, e.g. the 
existence of a fragmented industry structure, geographical dispersion, pay- 
ment issues and profit repatriation. These characteristics are then used to 
provide a detailed review of the obstacles that make internationalisation 
problematic. 

~1 he chapter then iiioves from a theoretical position to a more applied 
emphasis by going on to discuss competitive advantage and strategy in inter- 
national construction. A great deal of discussion and analysis of Porter’s model 
and how it applies in thc intcrnational construction sctting takes placc, i.e. a 
discussion of the factor conditions, domestic demand conditions, related 
industries and the firm’s overall structure and competitiveness. Building upon 
this analytical approach the chapter ends with a detailed review of the factors, 
issues and criteria which must be considered when identifying and developing 
an internationalisation strategy. 
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Portfolio management, Delphi 8 techniques and scenarios 

Business portfo I io management 

Portfolio management comprises a set of tcchniqucs which arc often used by 
strategic planners to integrate and managc strategically a number of sub- 
sidiaries, often operating in different industries, that coniprise the corporate 
whole. The larger the business the more likely it is there will be a number of 
operating units in existence which need to be integrated and managed strate- 
gically. One of the methods for achieving this which is most often discussed in 
strategic management literature is product market portfolio analysis El], [2]. Its 
use is primarily discussed in terms of large, diversified companies that have to 
consider many different businesses or strategic business units (SBUs), with 
different products on sale in the market place or under development. In such a 
situation the strategic planning process can become complex and the main 
concern is to ensure a balanced range of businesses or activities 131. In order to 
provide a structure and subsequent guidancc for dccisinn-making under these 
conditions a number of different techniques have been cieveloped, using the 
smie form of matrix analysis. Underlying this analysis using portfolio tecli- 
niques are the concepts of the experience curve and the product life cycle 
discussed in Chapter 4. McNamee 111 indicates that portfolio management 
necessitates the determination of three fundamental characteristics of a 
product’s or SFU’s strategic position: 

Its market’s growth rate; 
Its relative market share in comparison to the market leader; 
The revenues generated from the product’s sales or the SBU’s activities. 

The Boston Consulting Group growth-share matrix 

The f ui-tdamcntal characteristics of portforio managcmcnt can be represented 
pictorially. The Foston Consulting Group (BCG) grosuth-share matrix (Figure 
8.1) is a widely reported excimplr of this. The four cell5 of the mcitrix represent 
diffcrcnt dccision situations. 

Cash cows 

These are the products or SBUs that generate more cash than they require to 
operate. They will have a high market share but in a low-growth market. As 
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they are cash generators this money can be utilised in other parts of the 
business. 

Problem children or question marks 

'l'hese activities require net cash inputs and are usually in a growing market 
where market share should be maintained or increased. The dilemma for the 
strategist is that the market is growing rapidly, the product or SBU has a low 
market share hut requires substantial cash injections to allow market share to 
be built and t h u s  allow the activity to beconic important for f u t u r e  profitability. 
The deveLopment of a project management service is an example of such an 
activity in the construction industry. 

Stars 

These activities have high market shares in fast growing markets and generate 
considerable amounts of cash. However, in order to maintain this position they 
also require considerable amounts of investment. Cashflow is, therefore, in 
approximate balance. Over time these activities could move into other quad- 
rants on the matrix. 

Dogs 

Dogs have low market share in a low-growth market. McNamcc [ I ]  and 
Wheelan & Hunger [4] refer to two types of Dog, the former using the notion of 
'kennel' to describe this situation. The 'genuine Dog' normally requires 
divestment. However, the 'cash Dog' may need careful management to gen- 
erate some cash. 

The BCG matrix has been criticised on a number of points which are outlined 
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below (for further details see Jauch and Glueck 151, McNamee 111, Wheelan & 
Hunger [4]. 

The two-dimensional nature of the matrix is simplistic and the use of rela- 
tive market share and growth rate may reflect only partly the determinants 
of a product’s or SBU’s success. 
The postulated strong link between market share and profitability may not 
always hold. 
High growth markets inay not always be the best to enter. For example, 
project management has been suggested as being a high-growth market in 
construction 161. I Towcvcr, thcrc arc considcrablc risks attached, not least 
that of liability. Substantial investment is required if an organisation is 
serious about offering the service and, in addition, personnel require B 

different orientation and set of management skills from many professions 
that purport to offer such a service. Potential entrants may therefore face 
high entry barriers. 
The main reference point for the analysis is the market leader and no 
attention is paid to other fast growing but small enterprises. 
The matrix analysis does not represent adequately those businesses that are 
growing rapidly or are in a new industry in the business start up or growth 
stage. 

In view of the limitations of the BCG growth-share matrix a number of other 
matrix-type analytical techniques have been develuped, for example, General 
EIectric’s 9-cell industry attractiveness business screen; the 12-cell product/ 
inarket evolution matrix; the 4-cell BCG strategic environment matrix 111, 
Wheelan & Hunger [4]. Johnson and Scholes [ 3 ]  argue that portfolio analysis, 
using thc prcccding techniques, should not bc vicwcd as a comprchcnsivc 
method €or evaluating different strategies but should be placed in the context of 
a preliminary step in raising the general awareness of managers of strategic 
issues. The following section relates the relevance of portfolio analysis to the 
construction industry and introduces the idea of ’project portfolio manage- 
ment’. 

Portfolio management and the construction industry 

Two iinportant issues have to be emphasised with respect to the application of 
the above concepts to the construction industry. First, many of these tools or 
tccliiiiqucs havc bccn dcvclopcd from a manufacturing industry basc whcrc 
the methods of pricing and design/production processes differ considerably 
from those of contracting. Second, in large, diversified construction-related 
firms that have subsidiaries operating in a traditional manufacturing type of 
environment or those conglomerates with construction or property develop- 
ment subsidiaries, the use of portfolio analysis tools has an application at group 
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or headquarters level [7]. However, the appficability of these ideas in the 
construction industry is compounded by the fact that the product in con- 
struction can be viewed as either (i) a completed project in the form of a 
building or other type of facility (in many cases a one-off for a particular client) 
or (ii) as a service. If the latter is true firms in construction may offer a portfolio 
of services. In the case of a contractor a portfolio of services may comprise 
design and build, management contracting and general contracting. In the case 
of a quantity surveying consultancy the portfolio of services could include 
feasibility studies, cost planning, production of tender documentation and 
post-contract final accounts and finally, project management. Additionally, 
there arc problctns surrounding the dcfinition of markcts in  construction and 
subsequently in defining market share 181. 

For many organisations operating in the construction industry, such as a 
medium-sized regional contractor or a consultancy firm, the issue may not be 
one of managing different subsidiaries but the strategic management of dif- 
ferent types of project. However, the management of different types of project 
also has implications for the larger organisation in construction. 

The management of a portfolio of contracts can be crucial to the success of the 
Contracting company. Ball [9] argues that profitability is dependent on 
achieving a balanced mix between projects that are under way and those being 
bid for. He sees the ability to diversify along the project dimension as a scale 
economy in the industry. Other advantages of project portfolio management 
include: 

I'lie ability to enter markets easily without fear of retaliation. A n  issue of 
considerable importance in the manufacturing industries [lo]. 

+ Access to new clients, tender lists and/or contacts through acquisition of 
other firms' project portfolios. 
Spreading risks over a number of projects to reduce the impact on turnover, 
profit and/or company operations of any one project. However, the nature 
of construction projects and the inherent risks attached may mean in 
practice that it onTj7 takes one project to destabilise a company's operations. 
For example, Morrell 1111 discusses in detail the impact of the problems 
encountered on the Kariba Dam that contributed to the eventual liquidation 
of MitcheII Construction. 

+ Market withdrawal is easier, especially for larger firms, since the commit- 
ment to any single market rnay be for thc duration nf one project only. 

+ Increased bargaining power with clients can be obtained due to a wider 
client, and hence profit, base. 

'l'he applicability of project portfolio management is not restricted to the con- 
tractor but aIso extends to architectural, surveying or engineering consultancies 
in the construction industry, especially now that competitive fees bidding is 
common. Unlike the contractor these organisations are not involved directly in 
the physical construction of a facility through the on-site production process. 
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However, each of these types of firin derives its method of working, organi- 
sational structure and long-term business direction partly from the fact that a 
diversity of clients procure services on the basis of individual client project 
requirements. Therefore, many of the points highlighted above apply equally 
to consultancy organisations in construction. 

The application of portfolio analysis to the selection of projects can be 
extended to apply to the range of businesses that a company seeks to complete. 
Using the current portfolio as a study point the company has a range of options 
to change the portfolio through organic growth (e.g. Morrison Construction 
which grew from a E64m company in 1990 to have a turnover of E300m in 2000 
before being sold to Anglia Water). 

Alternatively companies can form joint ventures to expand turnover or 
acquire new companies or merge with others. E.xainples of this strategy have 
been observed in respect of an Anglo, Japanese, and Chinese joint venture in 
the building of Hung Kong's Chap Lap Kok airpurt and HBG's acquisition of 
several regional companies in the UK incIuding Kyle Stewart, GA Construction 
and Higgs & Hill. 

The portfolio of activity can expand by doing one or several of the following. 

Internally driven expansion 

Expand into similar markets to these already served (e.g a move from 
building speculative green field housing to refurbishing 'lofts' for a younger 
market) . 
Market development (e.g. iiivcstinents to ensure a larger share of an exist- 
ing market - e.g. investment in capabilities to compete in the PF1 health 
market). 
Product development (spreading an idea over a wider range of products - 
an architect spreading out design capabilities to say furniture as well as 
construction design). 

Externally driven expansion 

Horizontal integration by expanding into related markets by merger or 
acquisition (e.g. the putative but eventually abortive merger between Bovis 
and W.S. Atkins). 

a Diversification by expansion into different markets (e.g. Aultett Associates 
acquired an architectural practice in Prague thus accessing a European 
network. 

'lhe quest for expansion needs to be based upon some forecasts of whch 
areas are set to expand and which others are in decline. Companies involved in 
strategic management structure their exploration of the future by using known 
techniques for probing for underlying trends. The techniques used here are 
Delphi surveys and scenario planning. 
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Delphi tech niques 

In Greek mythology the god Apollo is afforded a special place for he was said 
to be able to foretell the future. The followers of Apollo built a temple dedicated 
to his worships at Delphi, some 170 km north-west of Athens. What was special 
about Delphi was that fumes escaping from volcanic fissures were inhaled by 
acolytes who fell into trances and then made utterances interpreted by priests 
as predictions for the future. What has this to do with corporate planning? The 
drinks cabinet in the board room may be well-stocked and several directors 
may go into trances o n  occasion, but history ciln be of use. During the 1950s the 
RAKD Corporation developed a technique for eliciting expert opinion by 
questionnaire and this survey technique w a s  named the Delphi technique. An 
early uscr of the 13elphi technique was the US military who asked experts to 
forecast where nuclear attacks would take place. By 1964 more peaceful uses 
had been found, for a 'Delphi' was used by the US Goiwrnrnent to try to predict 
the future of science and technology. Now Delyhis are used in business to 
predict the future of an organisation. 

The Delphi technique can best be explained by using an example. Let us take 
a construction company which is trying to assess what the construction 
environment will be like in 2020. The first step is to assemble a number of 
experts in the company - not only directors but functional specialists such as 
accountants and engineers. When these participants have been briefed, the 
following question can be asked of them. 

Question 1: In the currcnt study a period of thirty ycars is bciiig considcred. It 
is possible that inventions not yet visuaiised could have a sig- 
nificant impact on the construction industry over this period. It 
has been seen that the industry has changed rapidly over the last 
ten years both in the technology and contract systems. What 
changes can you foresee in the next thir? years? List below the 
main breakthroughs that you think are urgently needed and 
which are feasible within the next thrty years. 

A selection of items which may be submitted in response to this question are: 

The nature of the environment 
Sub-aquatic cities 
13uilding in space 
Building for space settlements 
Suhterranean cities 

Design, build, maintain and rcf urbish contracts 
Industrial conglomerates having their own direct labour organisations (i.e. 
vertica1 integration including construction services) 
Contractors required to put equity into projects 

+ Ownership and contractual matters 
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Builders’ merchants become major equity stakeholders 
Totally integrated construction services 
No divorce of design and construction 
Construction techniques and technology 
Throwaway buildings (5-year life span) 
Entirely robotised construction 
Lightweight ’clip-on’ materials 
Changeable environment (i.e. visuaiise a different environment and it will 
be given. For example, I need a break from work and I can organise my 
environment so that ‘visually’ I am somewhere else). 

The next phase is to test the consensus of opinion amongst the expert panel. The 
suggestions ccin be put to thein in the fol-irt of a question. Thus: 

Question 2: Listed below are the breakthroughs suggested by the panel. 
Indicate as a percentage mark the probability of each break- 
through being implemented by the period of time indicated. 

A completed questionnaire is shown in Table 8.1. 
Following the panel’s assessment of the projects the data collected can be 

analysed, based on a rolling forecast of when the events or possibilities are 
likely to occur. This can be presented in diagrammatic form as shown in Figure 
8.2. 

Table 8.1 A completed Delphi questionnaire 

% probability of event occurring in year 
2001 2005 2010 2015 2020 2025 

1. Environment 
Sub-aquatic cities 
Building in space 
Building for space settlements 
Subterranean cities 

2. Ownership and contracts 
Design, build, maintain & refurbish 

Industrial conglomerates having their 

Contractors’ equity 
Builders’ merchants have equity stake 
Totatly integrated construction 

3. Construction techniques 
Throwaway buildings 
Robottsed construction 
Lightweight materials 
Changeable environment 

contracts 
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Fig. 8.2 Probability of events occurring. 

The probabilities supplied by the respondents are averaged and the highest 
probability of a date is signalled with the shortest time horizon being located 
earliest in the diagram. As can be seen the presentation appears as a bar chart 
with the events considered to be the earliest possibility appearing first. This 
gives more of a sense of timing enabling adjustments to the possibilities of 
future events. lhe taller the apex on the triangle the more confident the reports 
are that this is likely to happen and the actual apex indicates u7hen it is pre- 
dicted to occur. 

This approach is most useful when a probIem does not lend itself to analy- 
tical techniques and is consequently subjcct to personal judgcmcnt. Also the 
approach is freed from the use of historical data as a guide to the future. By 
identifying and separating out the experts for this kind of research one can 
avoid the phenomena that often beset meetings of such people - meetings 
dominated by bandwagons, formal status divisions or strong personalities. The 
possible future environment for construction can thus be predicted, the process 
can be used as a communication tool and the results as a mechanism to tease 
out the pros and cons of various policy options. 

In the example given a general approach has been used with 'experts' giving 
an opinion on all matters but obviously specialist groupings can be formed. 
Frequently these groupings are based around operating divisions within the 
company. For example, after an environmental framework has been estab- 
lislied by a general 'Delphi' then specialist groups could considcr futures in, 
say, house-buiIding, international projects, industrial or commercial sector 
building, ctc. 

The Delphi technique is not without its difficulties. In inany trials it has been 
found that the longer the planning horizon the greater the variation in the 
predicted date of an event. This position will be familiar to construction project 
planners who at the outset of a project are able to project the time of completion 
of foundations with greater certainty than the topping out ceremony. The time 
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between the foundations and the topping out can encompass many events, 
which make the date of the topping out uncertain. Also, in using this technique, 
it has been found that there is a tendency to be pessimistic over the long term 
but optimistic in the short term. This tendency is associated with a sense of 
amortising the future. Today's problems are those needing attention and 
tomorrow's problems do not assume much importance. Also respondents 
show a preference for simple and certain futures. In themselves these factors 
need not matter, for the aggregated opinion of the experts can provide useful 
insights for corporate planners and form a useful part of their techniques. 

A recent example of a Delphi undertaken at the level of whole industries was 
thc Technology Foresight programme undcrtakcn in thc UK in 1995. This 
programme was intended to focus upon the technological futures for selected 
industries and the construction industry was the subject of a specialised study. 
The starting point of the Delphi survey was to identify technological and other 
factors which could improve future competitiveness of the construction 
industry. ' lhe study was conducted in the classical manner; stage 1 collected 
together a group of experts who were questioned about the future for the 
industry. The data from those discussions were then aggregated and presented 
to the group of experts who were invited to consider their views in the light of 
information from other experts. 

From the analysis a set of 80 questions emerged which were grouped under 
the general headings of: 

+ 
a 

Buildings in use 
Chan sj ng cl i cii t d c m ail d 
Design 
Finance and funding 
Land usc 
Materials 
Productivity improvements 
Quality of life 
Regulations, safety and security 
Sustainable development. 

Each of the above theories was evaluated against several issues, which inch- 
ded wealth creation, the impact on quality of life, the comparative position of 
thc UK i n  respect of European and international standards and the constraints 
on the likelihood of events happening, 'rhe data were collected froin 196 
experts, The items which were seen to have the most positive influence are 
shown in Table 8.2. 

'lhe outcomes for the Delphi study presented a future of the industry which 
was bound by the conventional economic forces and the growing international 
consensus that modern societies are liberal and capitalist in political and eco- 
nomic orientation. Perhaps this is not surprising since the respondents to the 
questionnaire will have likely been corporate men (including the two authors 
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Table 8.2 Leading factors seen to have impacts on the future wealth creation and quality 
of life 

Area of impact Leading factors having an impact 

Wealth creatron (positive effect) The balance of trade in construction materials, components and 
services. More out of deficit and into credit (i.e. we should export 
more construction or reduce imports of construction to improve 
wealth creation 

Increases in planning legislation and environmental taxes Wealth creation (negative 
effect) 

Quality of tife (positive effect) 

Quality of ttfe (negative effect) 

Travel times to work hatved 

Buildings are designed for short Itfe spans and with a limited 
function 

of this book!); the voices of women, young people and those who were not ’on- 
side’ with the establishment are unlikely to have been heard. Indeed, at one of 
the regional workshops of the 30 people in attendance there was one woman, 
very few people under 40 and one of the authors was the only person wearing 
apparel other than a dark, business suit! However it must be pointed out that 
the workshop was held in Dundee! 

Scenarios 

‘l’he following exchange was said to h ~ 7 e  taken place at a Cricketers’ Asso- 
ciation (the professionals ‘trade union’) meeting. Tn a contribution to discussion 
Phil Edinonds of Middlesex and England is reported to have said, ’Let’s pos- 
tulate a hypothetical scenario’. The audience looked quizzically at him and 
David Lloyd then of Lancashire, noted s o f f o  vucr, ’It’s all right, lads, he just 
means ”let’s pretend” ’. 

Is scenario planning just a fancy name for ’pretending’? If so, it has little 
vaIue to the corporate planner, but scenario planning is more than pretending. 
In the words of Wilson [12], it is an ’exploration of an alternative future’, for, if 
we make certain assumptions, then the future may take a certain direction. 
Scenario planning can be described as follows: 

(1) 
(2) 

(3) 

IIypothctical - it cxposcs us to the numerous possibilities of thc future. 
Vague - it does not give detailed descriptions but provides a general- 
isation of what may  be. 
Multi-disciplined - it is an  overview which brings together all aspects of a 
society be they technological, economic, political, social, demographic or 
environmental. ‘l’he scope of a scenario will depend upon what is 
attempted - a global scenario will be wider in the impacts it considers than 
a national scenario. Equally an industry scenario wiII be wider than one 
for an individual firm. 
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This section will focus upon the particular use of scenarios in companies and 
construction organisations. An essential building block of a scenario for com- 
panies and construction organisations is the 'trend', which was discussed in 
Chapter 4. Trends are naturally isolated from one another, each trend giving 
one set of information, but the scenario binds these into a complete, if hazy, 
picture. A scenario can be built and used as a framework for corporate plan- 
ning, on which a construction organisation will base its ability to adapt to a 
future changed environment. A scenario attempts to portray the future shape 
of the construction world and how the company can adapt to fit it. In a sense 
this is corporate ecology - the firm evolves to suit the environment in which it 
livcs. 

I n  order for the firm to 'fit' with the business environment it must have some 
undrrstaiiding of the current and future business environments. The tech- 
nology foresight [13] construction industry report is again helpful in aiming 
towards an understanding of political, economic, social and technological 
factors which will shape the business environment. .I'he foresight panel pre- 
sented a utopian scenario which could be summarised as being characterised 
by a growing economy which is based upon principles of sustainability and 
populated by extroverted confident and participative people who are indivi- 
dually rewarded. The foresight report also recognises the possibility of a dys- 
trophic future where economic growth is stinted, nationalism abounds and 
peoples and governments are slim of confidence, defensive and introverted. 

As ever we are not likely to be blessed with all of the upside but neither be 
cursed with all of the downside - perhaps just enough to make u s  feel that all of 
the worst is lidppcning. 'l'liis responsivciiess to i icw environinents iiiiplies a 
level of passivity on behalf of the firin yet planning suggests some level of 
proxtivity. Not only does the construction organisation react to the world but 
it can also assist in shaping that world. 

Whatever the purpose of the action which follows a scenario it is essential to 
have a planning framework from which to work. The objectives of scenario 
planning €or companies are therefore: 

To set up forecasts of alternative economic futures; 
To set up alternative visions of the future; 
To identify branching points in the future which can act as early warnings 
€or the company. 

These objectives set the context for testing how well a company's products or 
services fit the various postulated futures. More specifically planners can test 
thc outcnmcs of various company stratcgics i n  diffcrcnt futurc cnvironmcnts. 
HUM: well the company can exploit the future environments is a function of 
how well the individual firm can fashion distinctive competencies and so create 
a competitive advantage. It may be argued that a distinctive competence is 
harnessed through an understanding of how a society or an individual market 
is changing. If the firm can 'surf' the wave of change that it has spotted then it 
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can be better placed to compete or win work in other ways. Van der Heijden 
[ 141 expresses the connection between the business environment, distinctive 
competence and competitive advantage as the generic business idea. This is 
shown in Figure 8.3. 

Awareness of future 

clients' needs 

to fulfil these needs 

Results 

competence Resources A--- 

Fig. 8.3 The generic business idea (after Van der Heijden). 

Van der Heijden goes on to custornise this generic model. In one of his 
exainples a construction company is depicted. Interestingly he sees the world 
of a construction company through different eyes from most of those with a 
background in construction. The interpretation of the construction company is 
centred upon a client's perspective. Clients want a product (a building) to give 
them service for a long time, they buy before the product can be inspected and 
so are risk averse. In this business environment the reputation of delivering a 
quality product is of central importance. This quality is underpinned by formal 
quality assured buildings delivered to satisfied clients. The firm demonstrates 
to clients its reputation by solipsically referring clients to what Van der Heijden 
calk the 'installed-base'. This portfolio or 'installed-base' acts as a barrier to 
entry for new players. Competition is also stifled by presenting the firm as a 
collaborative business partner as opposed to a spiteful adversarial predator. If 
thc coinpanv is to succccd in gcncrating work by partiwring or negotiating 
rather than tendering it must have a culture based on  collaborative relation- 
ships and investment in training and drvrlopinrnt of the people within the 
firm and flcxiblc busincss arraizgcmcizts bctwccn firms. Thcsc factors play out 
in the inode1 shown in Figure 8.4. 

In  order to benefit froin such models the firm needs alternative views of the 
future. The mode1 used in Figure 8.4 modek 'quaiit):' as a defining idea by 
which reputation is built and early boarders of the quality bandwagon will 
have benefited. However, the central truth is that the power of a competence (in 
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Fig. 8.4 The business idea of a construction firm (after Van der Heijden). 

the example in Figure 8.4 - quality) is likely to wither as others seek to replicate 
the idea. .Ihe nimble company seeks advantage by being able to detect the next 
driver of change and this means that the firm must have staff whose function is 
to reguiarly conduct a tour de horizon to create fresh scenarios and thus detect 
trends which may shape the future. These trends can be modelled on two axes: 
the probability of a trend occurring and the malleability of a trend. Figure 8.5 
demonstrates the mapping of trends on these axes using four examples. 

Popln t ion  and demographic trends 
It may be that planners predict urban regeneration in the North of England 
with population shifts to this area. The pIanners see this as  a high prob- 
ability but can do little to shape the direction of this trend. 

Lniu nn.iJ legislntion 
Planncrs may envisagc changes in, for examplc, employment law and 
assess that the probability of these occurring is high. 'l'he firm can insulate 
itself from the effects of the changes by making certain strategic decisions, 
for example, subcontracting all work. 
Tetlzn ical deaelopnien fs 
Imagine that planners foresee that by 2015 the motorway and the con- 
ventional car will have been replaced by electro-mechanical cars which clip 
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Fig. 8.5 Some trends mapped. 

into an electrical rail fitted on a motorway lane. The raiI governs speed and 
spacing between the cars. If drivers wish to leave the motorway they slip off 
the electrical rail and return to 'petrol power'. There may be a low prob- 
ability of this happening but a firm could respond to this technical change 
and shape it through its own research into electrical transport systems. 

This may be a possibility and it would certainly have an effect on a 
company's workload, however, it is an event which is outside the 
influcncc of the iiidividual construction organisation. 

(4) Increase in oil prices 

Ey mapping the trends which can influence the construction organisation the 
sccmrio process identifies the initiatives that arc nccdcd and scclcs to rninimisc 
the responses that corporations have to make. This thinking is based upon the 
formal planning logic that proactivity is preferable to reaction. 

The process of formulating scenarios 

The formulation of scenarios can be explained in more detail by describing a 
typical process, taking an international construction organisation as an 
example. The first task is to select the areas about lvhich scenarios need to be 
developed. The firm in our example is interested in the following global issues: 

a The geopolitical balance of the world 
World economic development. 

In the domestic market, however, it prefers to consider: 

The social framework of the future 
a PoliticaI direction 
a Economic futures 
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Technological prospects 
Labour and demographic trends 
The legal framework for business. 

The scope of the scenario is now defined. The second step is to historically 
review each issue with particular interest focused on recent history. This iso- 
lates the current trends in each issue. In our example the firm may see the world 
balance of economic order changing to redress imbalances between the wealth 
of the northern hemisphere and the poverty of the south. Consideration of the 
geopolitical issue may project glcrunosf to suggest a significant political inte- 
gration of the world. This review leads to the third part of the process in which 
the future is projected from the detectable trends with 'probable' changes in 
each sector being postulated. 

Thus far a picture is emerging but the planner has yet to assess the key 
change points which break away from the 'probable'. For example, if our 
scenario is for greater economic equality in the world, what are the key break 
points or factors which will decrease this trend? Finally, the planner has to 
assess the impact of these trends on the company. If we continue our example, 
the planner may suggest a strategy to meet expected construction demands in 
developing countries. 

The steps taken to formulate a scenario generate a massive amount of 
information and some weeding out of the information is necessary to enable it 
to be manageabIe. A simple way of filtering the information is to quantify the 
probability of an event occurring and multiply it by the importance of the event 
to the compaiiy. 'I'hus: 

Significmce of a trend = probability of an event x its importance to the 
coinp any 

The weighting of trends is crucial; an event may not be considered as highly 
probable but if it does happen then its effect may be catastrophic for the 
company. For example, if a mainstay of a company business portfolio is 
quarrying and processing materials for tarmacadam and a technological 
breakthrough, such as personal hovercrafts, enables personal transportation to 
operate without roads, then this would be catastrophic, even though the like- 
lihood of the event is small. I Iowever, some events may be set aside altogether 
as not being influential over the firm. 

The filtering process should enable the top fifty trends to be isolated. From 
here y1anners move on to use the technique of cross impact analysis. 

Cross impact analysis 

Events in history are rarely based around single issues although it may be 
convenient to presume so and say that A caused €3. However, life is seldom so 
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simple. Consider, for example, the events surrounding the start of the First 
World War. Schoolchildren are probably taught that the war started because an 
obscure archduke, Ferdinand, was assassinated in a remote Balkan state. This 
single event was said to have triggered the war, but more complex, underlying 
issues could also be said to have been at work in the struggle €or international 
markets among European nations. More recently, the tower blocks which were 
built in the 1960s were able to be built because of a fusion of technical capa- 
bility, political need and encouragement, social needs and acceptance of such 
blocks, etc. ln short, one event is an interaction of many others. 

This technique c m  be illustrated by the example of a construction firm with a 
strong intcrcst in  thc timbcr-framed housing rnarkct. Over thc next twcnty-five 
year period the corporate planners of this company isoiate the following trends: 

(1) Acid rain has an increasing effect upon the tree crops in Canada and 
Sweden. 

(2) Canada and Sweden look to restricting the export of timber. 
(3) L.egisiation introduces statutory requirements to improve fire and sound 

insulation in timber-framed houses. 
(4) The decline in the timber-framed housing market is to continue. 

Obviously there may be some links between these possible events. For 
example, acid rain makes restrictions on exports more likely; the decline in the 
popularity of timber-framed housing makes legislation less fikefy for there may 
be no purpose in legislating for a sinall market. 'ihese events may be classified 
so that several different kinds of relationships can be seen, 

+ Unrelated - one event occurring does not influence the probability of the 
secoiid (for cxample, acid rain and Icgislation). 
Enhancing - the occurrence of one event increases the probability of a sec- 
ond event either by enabling it to occur or by stimulating its occurrence (for 
example, acid rain and an export embargo). 
Inhibiting - one event inhibits another (for example, a fall in timber-frame 
sales and legislation). 

However, it must be pointed out that the relationships established go beyond a 
simple pairing and that repercussive events may be set up. Also the strength of 
the relationship is important. In our cxatnplc the rclationship betwccn acid rain 
and timber export embargo seems more likeiy than that between tiinber-frame 
house sales and legislation. 

Thc impact of thcsc diffcrcnt events can bc analyrscd by sctting up a matrix to 
demonstrate the way the probabilities work together. Such a matrix is illu- 
strated in Table 8.3. 

What are the chances of events 1 and 2 occurring together? We assign a 
probability of one event happening, for example, there is a 600/! chance of acid 
rain affecting the timber crop by 2000. If acid rain is going to reduce the crop 



Portfolio management, Delphi techniques and scenarios 173 

Table 8.3 Cross impact analysis matrix 

Probability of events occurring by 2010 1 2 3 4 

1. Acid rain 0.60 - 0.24 0.30 

2. Timber export embargo 0.30 0.18 0.12 0.15 
3. legislation re improved safety standards 0.40 0.24 - 0.20 
4. Reduction in timber-framed housing market 0.50 0.30 0.20 - 

then ail embargo on timber exports seems more likely. 'l'he probability of both 
happening can be calculated by multiplying together the individual prob- 
abilities as shown in the table. 

'lo follow this through, reduced timber expurts may increase the price of 
timber which in t u r n  may be reflected i n  the cost of timber-framed housing. 
This will influence the price and depress the market. So the export embargo and 
fall in sales of timber-framed houses are connected by more remote events. The 
probabilities of all the events occurring can also be calculated. The probability 
of an export embargo being caused by acid rain is 0.18. The matrix can be then 
redrawn to show the relationslup between the other variables. This is cross 
impact analysis. 

After looking for any cross impacts, planners can proceed to write up the 
different scenarios. According to Zentner [ 151 the scenarios presented must be: 

CredibIe (if not, planners have difficulty in developing strategies) 
Useful (relevant facts) 
Understaiidable (presented i n  a clear way). 

Tn constructing a scenario for the construction organisation it seems likely that 
the main elements to trend analysis would be: 

Demography - where people will live and work. 
Lifestyles - how people will live and work. 
Transport - how people will move around, where to and where from. 
Environment - what kind of built environment will people have? 
Technology -what technological advances can society be expected to make? 

From such scenarios one can undertake sophisticated corporate planning in 
which 'what ifs' can be addressed. This imprecise science is important in set- 
ting up different potentialities for the coinpany so that it can structure its 
operations to match likely scenarios nf the future. 
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Marketing and promotional 9 strategies in construction 

Prepared by Dr C.N. Preece, University of Leeds 

I ntroduct ion 

Undcrpinning thc practicc of niarkcting is a sct of idcas broadly dcfincd as a 
’mnuiceting philosoph?y’ which states that a firm needs to identify the needs and 
wants of its customers and clients cind satisfy those needs and wants at a profit 
i l l .  This philosophy on the surface seems very oriented towards a capitalist 
model of a society. However it is noted that profit can encompass social profits 
as we11 financial profits. Marketing (or client) orientation refers to how the 
whole firm is oriented towards a market place however socially or politically 
constructed, how all the functions of the business are working to satisfy the 
client [ 2 ] .  Marketing strategies are how marketing and promotional objectives 
are going to be achieved. The process of strategy formulation, analysis, choice 
and iinplementation is applied to the marketing processes. As was seen in 
C,hapter 4 firms have increasingly sought to strengthen marketing capabilities 
as a defence against recession. Marketing has assumed a central place in 
strategic manageiiient of construction firms. 

‘l’hc rrilzl.kr’tinsfiinr:tion may be tlic responsibility of top managers or directors 
in sinall firms. As a company becomes larger, marketing departments become 
distinct functions and may be organised by functions, products (types of pro- 
ject/ siz.e of projects), geographical regions or types of customers. 

Marketing and promotion are relatively recent developments in the man- 
agement of construction organisations [3,4, 5, 61. Many firms have been found 
to buy in the services of advertising, market research, corporate identity and 
promotional design consultants [7]. The limited empirical research has found 
that there is considerable misunderstanding about what marketing is and how 
it may be applied. Marketing is not always given the necessary support from 
senior management in construction organisations and would seem not to be 
integrated with the other functions of the husiness, i.e. production, human 
l’csourccs, ctc. 

This chapter begins by outlining a number of coinpleinentary approaches to 
marketing which have largely been developed in other manufacturing or ser- 
vice scctors, but which may be seen to be appropriate in the construction 
industry. First, it defines the marketing concept and orientation which demand 
that the ’philosophy’ becomes embedded in the corporate culture of the 
enterprise. The main approaches reviewed include the concepts of relationship 
marketing, service quality and customer satisfaction, internal marketing and 
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customer care. Second, the chapter examines the practical issues in the appli- 
cation of marketing strategies including market choice and segmentation, the 
services marketing mix in construction and promotional strategies in com- 
municating the corporate brand. The final section addresses the need for con- 
struction businesses to focus on customer service and the problems to be 
overcome in applying the approaches developed in the chapter. 

The marketing concept 

Thc Cliartercd Tnstitutc of Markcting defines rnarkcting as ‘tlic management 
process responsible for identifying, anticipating and satisfying customer needs 
profitably’ 181, A detailed definition of the inarketing concept is provided by 
the Institute of Marketing as the ‘management function which organises and 
directs all those business activities involved in assessing and converting pur- 
chasing power into effective demand for a specific product or service and in 
moving the product or service to the final customer so as to achieve the profit 
target or other objectives’ [8]. Marketing is also defined as ‘. . . identifying and 
satisfying the needs and wants of consumers by providing a market offering to 
fulfil those needs and wants through exchange processes profitably’ [9]. 

The comnion theme which is emerging from the above definitions is that they 
all focus on the management process of establishing customers’ requirements 
for the purpose of satisfying them at a profit to the company. There will be 
other stakel-tolders to satisfy, naiiiely employees and customers although 
inodern business seeins overly coiicerned with satisfying shareholders’ needs. 
The starting point of this process is the identification of customers’ needs, 
wants and demands. Those needs, wants and demands should be translated 
into products a i d  scrviccs that fulfil custorncrs’ rcquircmcnts. Thc guiding 
concepts for customers to choose between the different offers lie in several 
factors, which may be regarded as the cost, values provided and their satis- 
faction with those products and services. The selected products and services 
need to be delivered via an exchange process for money. This interchange 
process takes place over a period of time and transactions, during which a kind 
of relationship may be established. 

Marketing orientation and relationship marketing philosophy 

Marketing orientation is defined as the organisation-widr intelligence gen- 
cration, disscmiiiation and ~-cspoiisc to cul-rciit ai id future custoincr nccds aiid 
preferences. Ihis indicates that marketing-oriented concepts focus their efforts 
on a number of factors. These include market focus, customer focus and co- 
ordinated marketing. 

Comparing marketing and selling concepts indicates that marketing focuses 
on customers’ needs, while selling focuses on the sellers’ needs. A selling- 
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oriented organisation starts with manufacturing their products, then focuses on 
the existing products and tries to sell them via hard selling and promotion to 
generate profits. A marketing-oriented organisation defines its target market 
carefully, concentrates on customer needs, co-ordinates its activities to achieve 
customer satisfaction which in turn generates the profits. Thus, the selling- 
oriented organisations take the ’inside-out’ perspective while the marketing- 
oriented organisations take the ’outside-in’ perspective [l]. 

Customer orientation requires the organisation to put the customers at the 
centre of their activities [Y]. A customer-oriented organisation would stay close 
to its customers and track their satisfciction over the time. Customer feedback 
nccds to be cotnmunicatcd to all personnel in ordcr for them to bc aware of 
their contributions to achieve customer satisfaction 191. Customer complaints 
and quality problems need to be discussed at ill1 levels of the organisation to 
find ways of improving the company’s systems or processes. 

Co-ordinated marketing indicates first, that all marketing divisions, sales 
force, advertising, marketing researchers and so on should be co-ordinated 
from the customer perspective. Second, marketing departments should be co- 
ordinated with all the other departments within the organisation. Companies 
should focus internally, on their internal systems and employees, as well as 
externally, on their customers. However, there is no point in promising high 
service quality before the company’s employees are ready to deliver the pro- 
mised service. Companies’ employees should be able and willing to serve their 
customers; they must be well selected, well trained and motivated to do their 
jobs. 

‘I  hc relationship marketing phihsnphy has been defined as ‘all marketing 
activities directed towards establishing, developing and maintaining success- 
ful relational exchanges’ [lo]. Considerable emphasis is placed on generating 
rclationshiys with custorncrs and throughout thc supply chain based on high 
degrees of trust and commitment. Blois [11] describes the long term nature of 
this approach and the need for ’mutuality of interest’ between all the parties. 
Relationship marketing requires genuine commitment and focus on continuous 
improvement [12, 131. 

Service quality and customer satisfaction 

Markcting orientation which incorporates marlrct intelligence, enables com- 
panies to focus their quality programmes dii-ectly on customers’ needs and 
requirements and assures that market inteIIigence is the central guidance of the 
scrvicc quality and customcl- satisfaction stratcgics. Dcvclopmcnt of conccpts 
like ’service quality’, ’customer service’, ’customer focus and orientation’, 
‘customer satisfaction’, ’customer retention and loyalty’ etc. fit well the basic 
objectives that marketers hold for the marketing and marketing orientation. 
Effective implementation of these concepts should lead to a sustainable com- 
petitive advantage, increase customer loyalty and in turn enhance the ultimate 
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business performance and profitability of the company. Companies’ marketing 
orientation culture creates the sense to all employees that they have a role to 
play in providing excellent service quality that achieves customer total satis- 
faction and loyalty. 

Internal marketing 

Work by Albrecht & Zemke [14] and Iiosenblutli & Peters [15] has found that 
the more successful service companies are those which believe that employee 
rclations arc rcflcctcd in customer relations. Managcmcnt carry out intrmd 
nmkefiizg and create an environment of employee support and reward for good 
service performance. Iiosenbluth & Peters 1151 go so far as to say that the 
company’s employees, not the company’s customers, have to be made number 
one if the company hopes to truly satisfy its customers. 

A market orientated corporate culture and its impact on increasing customer 
satisfaction and employee commitment may be measured through examination 
of a number of areas [16, 171. For exampIe, the degree to which top managers 
within a business are orientated towards the market, risk aversion, inter- 
departmental conflict and reward system orientation. Beckham 1181 and 
Parasuraman et  nl. 1191 assert that levels of customer satisfaction are a function 
of the difference between perceived performance and expectations. Total 
quality is the key to \ d u e  creation and companies need to become customer 
satisfiers and advocates, focused on whole processes, not just on functional 
m tl rketi n g. 

The work of Crosby 1201, Deming 1211 and Hiitrop 1221 encourages Western 
companies to Ieiirn from the Japanese, such as Toyota, and adopt the total quality 
managcmcnt (TQM) philosophy. This philosophy stresses that quality should 
not be managed just in terms of the interface between customers and suppliers, 
but encompass all relationships within the organisation through the creation of 
internal marketing programmes [23]. Hiltrop [22] examines the just-in-time 
philosophy which places considerable emphasis on increasing flexibility of the 
workforce and high employee involvement. Emphasis needs to be on the 
internal dynamics of the company. Meeting the requirements of the internal 
customer is as important as meeting the needs of the external customer 1241. 

There is also a need to measure and track customer satisfaction and dis- 
satisfaction by making it easier for the customer to complain. Research has 
found that Y5% of dissatisfied customers do not complain, but just stop buying 
[25]. 

The challcngc is to create a company culture such  that cvcryoiic within the 
company aims to ’delight the customer’. l’he work of Schneider Q Bowen 126,271 
and Parkington & Schneider [28] within banking services has examined 
relationships between employee and customer perceptions of service climate. 
These studies have identified that customer attitudes about the quality of service 
were strongly related to employee views of the service cusiomers received. Also, 
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customers often equate services with the employees who render them and there 
is a general blurring of the boundaries between employees and customers. 

Service businesses are more difficult to manage using a traditional marketing 
approach [29]. In manufacturing, the product is fairlv standardised and sits on 
a shelf waiting for the customer. Gronroos [30] has argued that services mar- 
keting requires a combination of external, internal and interactive marketing. 
Internal marketing essentially describes the training and motivation of man- 
agement and employees in serving customers well 131, 321. Interactive niar- 
keting describes the employees’ skill in serving the client [30, 331. 

One of the major ways to differentiate a service firm is to deliver consistently 
higher-quality service than competitors 1341. Customcrs compare the prrcrizwd 
wmicc7 with the ~ x p e c t d  wrzTicp [35]. I f  the perceived service falls below the 
expected service, customers lose interest in the provider. If the perceived ser- 
vice meets or exceeds their expectations, they are more likely to use the pro- 
vider again [32] .  

Internal customer satisfaction 

It is very important to be able to answer the question: ’who is the customer?’ 
Bowen 1361 suggests that: 

’. . . everybody should see himself as a customer of coIleagues, receiving 
products, docuiiients, messages, etc. from them, and he should see liiiiiself as 
a supplier to otlicr internal customers. C3iiIy when custnincrs arc satisfied has 
a job been properly executed - it is the satisfied customer that counts irre- 
spective of whether he is external or internal’. 

It is only after identifying the internal customer that internal marketing can be 
applied and internal customer satisfaction can be achieved. 

Customer care 

Cook 1371 considers customer care to be about management of ’the total con- 
sumer experience of dealing with the producer.‘ This involves the producer in 
controlling and managing ’customer confidcncc’, from the moment they arc 
aware of the product or service to the point where they become part of it. 
Customer care is about ‘managing perceptions as well as realities’. Daniels [38] 
asscrts that these perceptions need to bccomc tlic ’base-point’ from which to 
make improvements to the service provided. 

CIutterbuck [39] asserts that customer care is a fundamental approach to 
standards of service quality, covering every aspect of a company’s operations 
from design, packaging, delivery and service. Client care initiatives need to 
permeate every part and activity of an organisation [go]. It involves a complex 
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series of relationships between customers, individual employees and the 
organisation. It is a means of ’establishing customer-supportive attitudes and 
behaviour’ [MI. Customer or client care can be defined as the identification and 
management of critical incidents in which customers come into contact with the 
organisation and form their impressions of its quality and service. The orga- 
nisation’s aim is to provide customer satisfaction [42]. 

Wellemin [43] introduces the variety of tangible and intangible elements of 
customer care. Tangible elements include physical features of a product, i.e. its 
size, colour etc. Intangible elements are more difficult to define and are related 
very much to the service provided. For example making the customer feel 
sccurc, trusting a n d  well disposed towards thc supplicr a n d  individual 
inembers of staff. 

Smith & Lewis [44] support these views and considrr customer care to be a 
‘philosophy’ of treating customers and clients well and keeping them 
informed. They also introduce the notion that implementation of the customer 
care philosophy is dependent on a change in the way that employees are cared 
for by the company, in terms of management style and working conditions. 

From these broad definitions of customer of client care it may be seen that 
company initiatives need to integrate not only product and service quality, but 
also marketing and personnel practices if they are to be successfully imple- 
mented. In essence, customer care is not only about improving systems and 
procedures but needs to become a guiding philosophy, part of the shared 
vaIues, culture and mission of the company. 

‘l’he concept of customer care has been widely used in manufacturing, service 
and public sector industries. 13lackmaii &StepIims [451 recognise that the use of 
customer or client care initiatives in the public sector is on the increase due to 
the introduction of market forces. A paper by the Audit Commission [46] 
argued that customer care would be cssentiaI if Iocal authorities were to 
become ’competitive’ and questioned whether councils viewed the public as 
customers with ’views and choices’ which should be used in policy planning 
and implementation. The whole privatisation of public utilities has created a 
new emphasis on the customer. Major parts of the National Health Service 
(NHS) have undertaken quality and customer care programmes intended to re- 
orientate traditionally hierarchical and paternalistic-based cultures into com- 
mercial enterprises [37]. 

According to Clutterbuck 8.1 Kernaghan [41], ’sooner or later, effective total 
quality managcmcnt programmes r u n  into the problem that most custorncr 
complaints are to do with the quality of service’. Customer care inay be regarded 
as the next pliase in the evolution towards a customer-oriented company. 

Marketing strategies - market choice and segmentation 

Firms normally cannot service all the customers in a mass market. The firm has 
to identify a segment within which to compete. Target marketing enables a firm 
to identify marketing opportunities more effectively. 
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Corisumev markets consist of purchasers and/ or individuals in their 
households who intend to consume or benefit from the purchased products 
and who do not buy products for the main purpose of making a profit, i.e. a 
house buyer. 
lrzdustrinl markets (like construction) consist of individuals, groups or 
organisations who purchase the services of the industry in order to produce 
their products or services, i.e. McDonalds, Barclays Bank, ICI, etc. 

Market research 

In thc formulation of inarkcting stratcgics, thc firm nccds an intelligmce system 
in order to monitor and analyse the external marketing environment. Market 
research is the systeinatic collection, recording and analysing of data con- 
cerning the products and services offered and customers and clients. Up-to- 
date information gained from an effective marketing research audit assists in 
reducing the risk associated with marketing decisions. Market research can 
take many forms including desk research of newspapers, business press, 
construction trade press, planning leads and networking; or the use of personal 
contacts in the industry to identify future clients and projects. 

Marketing research for a construction contractor may gather information on: 

demand for certain types of projects; buildings or structure 
categories of client, identifying specific needs and wants 
identifying suitable target market segments 
monitoring the marketing and prornotional activities of competitors. 

Customers in construction 

The firm may identify three basic types of customer: 

Key clients - those customers who place repeat orders with the firm and 
whose loss would have a significant effect on the firm; 
Existing nun-key clients - those of the firm’s customers who approach them 
infrequently; 
him-clients - customers for whom the firm has not yet worked. 

Kuy client mzrketing is important in construction whcrc contractors arc wanting 
tu obtain more repeat orders and iiegotiatcd cuntracts. It requires relationship 
building between the construction firm and the cIient organisation, negotiation 
skills, internal co-ordination, back-up services, after-sales care and attention 
and improved market research. 

For effective marketing and promotional strategies, the construction firm 
needs to identify client buying behnoiour. This involves understanding the pro- 
cess by which a client decides to buy the services of a contractor and those who 
influence the client in this decision. 
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in recent years, attempts have been made to develop customer care initiatives 
in construction [47, 481. Customer care is the identification, management and 
control of customers’ confidence from the moment they come into contact with 
the organisation to beyond the point they become part of it. It involves a 
complex series of relationships between customers, individual employees and 
the organisation, covering every aspect of the organisation’s operations in 
order to improve the quality of service to the customer. 

Who is  the client in construction? 

Thc cticnts in construction arc not ’uniform’ or ‘avcragc’ organisations. Thc 
objectives of one client organisation may be quite different from those of 
another. Turner [49] considers clients ;moss five categories: property and 
development companies, investors, occupiers, local and central government 
authorities and quangos. Each type of client has different priorities, needs and 
expectations of the construction service and wiI1 require different approaches. 
An aim of client care must be to add value to the client and their business. 

In addition to the ’end-user’, the construction client team includes many 
different types of consultants who offer design and cost control services. It is 
important to establish their ’buying behaviour’. The involvement of the client 
team provides for a much greater involvement in the service than in other 
service industries. 

Contractors need to know how their services, marketing efforts, managers and 
staff, facilities and brand image affect clients’ and their advisors’ perspectives. 
‘l’he): a l s o  iieed to know how the competition arc perceived. I’hc f i rm in practice 
needs to establish why the client continues to negotiate and place contracts with 
them. Is this merely repeat business and just how loyal is the client? This 
iiiforniation needs to be incorporatcd into the clicnt care programmc. 

The onig way to find out whether a company has met, or indeed exceeded 
client expectations, is by asking them. This should identify strengths and 
weaknesses in the service experienced, and will aid in improving processes in 
the future. 

Who is on the ‘front-line’? 

Essentially anyone ~ 7 h o  comes into contact with the client and/or their advi- 
sors may be considcrcd to bc in thc ’front-linc’. Contact with the clicnt com- 
mences with early meetings, telephone conversations, interviews and 
presentations during the pre-qualification phase of a project and continues 
through ncgotiatinns and tciidcriiig proccdurcs, thc award of thc contract, 
construction stage, completion of the building or structure and during the after- 
care phase. The ’front line’ staff in contracting wi11 change throughout the 
different stages. Unlike other industries, ’client-contact’ staff will be at almost 
all levels in the company, from director level down to labourers on site. 

The front-line is drawn from a variety of different functions and departments 
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of the business which need to be co-ordinated and to view each other as 
internal customers. The client care initiative will need to be driven from 
director level down if the required level of change to attitudes and behaviour is 
to be achieved, and if an ’internal marketing’ culture is to be established. The 
client care initiative would aim to improve the quality of services provided by 
the project and site managers and others during their interface throughout 
these processes. It would involve identi€ying the needs of clients during these 
phases and where improvements were necessary in the service provided by 
front-line and support staff. 

The marketing mix in service industries 

The marketing mix consists of five decision areas: 

Prroducf - Services are intangible and are difficult to standardise. They are 
people intensive. The marketer needs to identify the features of the service 
and how these provide benefits to the client. These are essentially con- 
cerned with price, time and quality [50, 511. 
Price - Services are difficult to price before the service has been completed. 
P r o m f i i o ~  - Unlike tangible goods such as cars or washing machines, 
construction services cannot be displayed. The features and benefits of the 
scrvicc nccd to be dcmonstratcd through promotional activity. Promotion 
makes the intangible, tangible, by creating an image for the customer of 
the service he will receive. 
PZncri - Where the service is performed for the customer. For example a 
bank or travel agents in the high street. In construction, the client’s office 
and the project site. 
Penple - At1 the people of the firm need to be oriented towards the market 
place and the client. Many managers and staff throughout the firm will 
have some contact with the client or their representatives on site, in the 
office, or over the telephone. The netzuovk of people involved in the mar- 
keting exchange includes the contractor, subcontractors, suppliers, archi- 
tects, quantity surveyors and engineers. The success of the project and the 
quality of the overall service depends on how these individuals, groups 
and organisations interact. The construction industry has a tradition of an 
advcrsarial culturc which has hindcrcd succcssful implcmcntation of the 
marketing philosophy. 

Promotional strategies 

Promotional objectives include [52, 531. 

increasing market share, winning more contracts from the same or similar 
clients; 
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a informiiig the inarket place of the existence of the firm; 
a providing information on how the service of the firm is unique and different 

form other competitors in the market place; 
a encouraging a favourable business climate to encourage repeat orders; 
a launching a new product or service, i.e. design and build or management 

contacting to the market; 
a developing and promoting the corporate brand. 

The firin seeks to romniu,iirofe with potential customers and persunde them to 
buy the firm’s products <ind/or service. The firm mciy use a combintition or 
prornntio,ial mix of efforts (SCC Fig. 9.1). 

MEDIA ADVERTISING ! 

WORD-OF-MOUTH PUBLfC RELATIONS 

OFFERING 

(BASED ON WANTS AND NEEDS) 

CORPORATE PERSONAL 

IDENTITY SELLING 

Fig. 9.1 Promotional mix. 

Promotionat media (personalhon personal) 

Personal selling and presentation 

The most persuasive promotional media avaiIable to the contractor are per- 
sonal selling or inure specifically F7re-selection/clualification interviews and 
tcnm presentations. Client organisations and thosc who influcizcc the clicizt, i.c. 
architects, quantity surveyors and others are interested to know how the f i r m  is 
going to undertake the proposed project to time, cost aiid to the required level 
of quality [54]. The firm will need to present those members of the construction 
team who are likely to be involved with the project rather than pure sales- 
people. 
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Non personal media 

Existing media includes advertising in print and broadcast forms, i.e. news- 
papers, magazines, television, commercial radio, etc. Public and press relations 
activities gain editorial coverage for the firm’s activities and achievements. This 
requires good relations with appropriate local, national, specialist newspapers 
and journals and broadcast media. 

Created media includes direct mail, targeted to specific segments and audi- 
ences. Success depends on selection and accuracy of mailing lists and the 
design of promotional brochures and other matrriid. Publicity material such as 
brochures need to be designed to stress the bcncfits of thc service to the client. 
Publicity activities can involve opening ceremonies, sponsorship of sporting 
events or art exlubitions, visits by VIPs to project sites, etc. 

Audiences 

Clients of the industry are in the public and private sectors and range from 
individual house buyers through to multinational corporations and foreign 
governments. Through market research, firms need to establish their clients’ 
needs and wants in relation to the proposed project and what they value in the 
services they receive. The firm also needs to establish how the client is influ- 
cnccd to be ablc to dccidc on the most cffcctivc media. Word-of-mouth and 
editorial comment on a firm’s image, its products a i d  services have been found 
tu lie more influential than press advertising, particularly in relation to coil- 
tractual services. The firm needs to establish what the various members of the 
client’s decision-making unit are looking for and to promote these through the 
appropriate media. 

Messages 

Promotional messages will vary according to the products or services provided 
by the firm. For example a design and build contractor will stress expertise and 
reputation in design, in addition to management of the project. Messages 
shouId be designed to communicate the features of the service and the benefits 
of these to the client and the proposed project. 

Messages conveyed in selling contractual sci-viccs nced to stress 155, 561 

general experience and reputation 
a financial standing and record 

quality assurance registration 
a satisfactory prior business relationship with the client. 

Criteria for quafijijing - being shortlisted to submit tenders - have been found to 
include: 
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reputation for completing projects on time 
recent experience of similar projects 

a the expertise of the management team. 

The primary factors favouring the winning of a contract have been found to be: 

(1) lowest contract price 
(2) reputation for time performance 

(3) 
(4) personal contact. 

expertise of project manageinent team 

The factor ieading to a contractor lnsivig a contract is mainly a high contract 
price. 

Co-focusing on customer service - the problems to be overcome 

In today's competitive climate, marketing customer service is an effective tool 
to enhance the firm's position in the market place [57]. It should be seen as the 
principal way to create and sustain a competitive advantage and build a strong 
and lasting relationship with clients. It may be the vehicle for construction 
businesses to differentiate themselves from their competitors. 

More demanding and discerning clients are increasingIy looking for high 
quality of service froin largely technical project manageinent teams. 'I'his ser- 
vice must be cxpcrieiiccd froin initial coiitxt, throughout the pliascs of a 
project, through completion and handover and beyond. Achieving a compe- 
titive advantage through contractual service marketing is increasingly requir- 
ing closcr undcrstanding and identification with thc clicnt, internal cross- 
functional partnering and active executive level support. 

Services marketing requires special adaptation in construction due to the 
unique characteristics of the industry. It is one of the most diverse businesses in 
the world and projects are generally unique. Furthermore, it covers a very wide 
range of products and the people working in it come from a broad range of 
professional backgrounds and crafts. 

The construction industry is diverse and often involves a variety of parties 
with different and conflicting interests. It is the variety of interest that provides 
thc fertile cnvironrncnt for conflict in  the industry. Morcovcr, this problcm will 
escalate with the traditional separation of design and construction. Further- 
more, there are other factors which increase client dissatisfaction: 

lhe finished product does not meet the agreed specifications. 
a The companies focus on the technical aspects of the product rather than 

elements of the service. 
a Conflicts may arise between the personalities and management of the 

companies with those of the client which increase client dissatisfaction. 
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All the above factors will undoubtedly have an effect on the relationship 
between clients and their contractors and sub-contractors. Therefore con- 
struction firms should recognise the impact of product quality and quality 
service on this relationship and in turn on client satisfaction. Whilst research 
has found that construction companies appreciate the need for good staff-to- 
client interfaces during all stages of the construction project, there is little 
evidence that comprehensive care programmes are being implemented. Some 
companies have commenced training of staff in telephone behaviour and 
limited use of training packages has been identified. There is a need for better 
co-ordination and co-operation across the different departments or functions in 
contracting to improve the overall service delivered to clients. A number of 
firms have appointed ’customer care’ managers and have allocated single 
points of contact for particular types of client. 

Companies need to establish the priorities sought by the client. A project of 
high quality, handed over to the client, teffs only half the story. The standard of 
service in providing the project may have been less than satisfactory, with 
major conflicts between the parties rather that a relationship marketing culture 
focusing on satisfying the clients’ needs and wants. 

Firms need to know how their products and services, people, facilities and 
brand image affect clients and their advisors. They also need to know how the 
coinpetition are perceived. The firin in practice needs to establish why the client 
continues to negotiate and place contracts with them. What are their priorities? 
Is this merely repeat business, and are they continuing to look for better service 
from the competition? Just how loyal is the client? 

Contractors arid consultants need to be able to manage word-of-mouth, 
previous clients’ experiences and use thein as independent testimony to the 
quality of the service provided. Clients will use suck information along with 
thcir owii cxpcricnccs to benchmark against cornpctitors. Thc only way to find 
out whether a company has met, or indeed exceeded client expectations, is by 
asking them. This should identify strengths and weaknesses in the service 
experienced, and will aid in improving processes in the future. 

There is little evidence to suggest that pro-active market research is con- 
ducted to identify opportunities and client requirements. Marketing would not 
seem to be seen a part of strategic level planning. According to the limited 
research into corporate image building, there are few data that construction 
companies are effectively differentiating themselves from their competition, 
particularly during the pre-qualification proccss i58, 591. Client teams h a w  
iiidicated that there is a lack of attention to the taiforing of marketing 
approaches to their specific needs, and a lack of professionalism in presenta- 
tions. This would suggest a deficiency i n  undcrstanding of the basic principles 
of marketing communications. 

Construction company cultures have been described as pyudiictiun, or at best, 
snles orientated. Where firms have been found to have developed marketing/ 
sales departments, these are not integrated with the other parts of the business 
or a catalyst for corporate cultural re-focusing onto clients’ needs. 
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Contracting in construction demonstrates all the characteristics of industrial 
services generally. Marketing approaches, as adopted by product manu- 
facturers or consumer services are largely inappropriate. A new paradigm 
which emphasises development of an integrated external client focus, internal 
service culture and interactive marketing skills of construction personnel 
would seem to be appropriate for contractors. 

Research identifying clients' needs and expectations reinforces the argu- 
ments that word-of-mouth recommendation and personal experiences of ser- 
vice providers are far more important than any promotion used by construction 
firms 1601. Differentiation in contracting is therefore more to do with the people 
engaged in thc process. 

Many of the reported reasons for the sense of dissatisfaction with construc- 
tion are to do with elements of the service, rather than the more technical 
aspects of the end-product, the building or structure. Despite industry-wide 
efforts such as the reports by Latham [61] and more recently Egan 1621, which 
attempted to encourage adoption of inore parhiering i n  procurement, con- 
struction is typified by a highly adversarial climate between the various parties 
to the contract. This is frustrating the development of more effective marketing 
in construction. 

References 

Kotler, 'P. Q Armstrong, G. (.l993) M d w t i q :  aiz /ntroifui:tio?r, 3rd edn. Prentice- 
Hall, NJ. 
Morgan, R.E. & Morgan, N.A. (1991) An exploratory study of market orientation 
in the UK consulting engineering profession. Irrterr~ntiuizd I. u ~ A d z w t i s i n ~ ,  10: 34- 
48. 
Fisher, N. (1986) Marketing in the Construcfiofi ImhstrAy; R Procfisni Hnvidbook for  
Coizsdfnnts, Contrnctors nnd Other Professionak Longinan Group Lid, Harlow. 
Pearce, P. (1992) Construction Mnrketing: a Prqfessioml Approach. Thomas Telford, 
London. 
Fellows, R. & Langford, D. (1993) Marketing arid the Consti~iction Client, Chartered 
Institute of Building. Bourne Press, UK. 
Preece, C.K. & Barnard, L. (1999) Mnrketiing Strntegies uf Erigineering Consultnncies 
Given nrz Increasingly Competitive Environment. Proceedings of the 4th National 
Construction Marketing Conlerence, lsi July 1999, pp. 14-24. Oxlord Brookes 
Univcrsit);. 
Pwece, C.'N Pr Male, S.P. (1YY7) Proimt inml  I.itmturefEir C o i y e t i t i z w  Adz,aritnge iri 
LTK C O P ~ S ~ Y L I C ~ ~ ~ U Z  F i r m ,  J. of Constructinn Managcmcnt 8~ Economics, pp. 29-42. E 
& F N S p i ,  London. 
Institute of hkrketiiig (1973) Mmkef i vg  i~ fhe IIK C u i i ~ f r t i r f i u ~ ~  I d u s f n j .  I IMSO, 
London 
Woodruffe, H. (1995). Services Marketing. Pearson Professional L.td, London. 
Morgan, R.E. & Hunt, S.D. (1994) The commitment-trust theory of relationship 
marketing. J. ofi\ilarketing, 58, No. 3. 



Marketing and promotional strategies in construction 189 

Elois, K. (1995) Relationship Marketing in Orgaiusational Markets - its Informa- 
tion Keeds. Templeton College of Management Research Paper No. 95/6, Tem- 
pleton College, Oxford. 
Christopher, M., Payne, A,, Ballantyre, D. (1991) Relationship Marketing. Butter- 
worth-Heinemann, Oxford. 
Landeros, R., Reck, R., Plank, R.E. (1995) Maintaining buyer-supplier relation- 
ships. International Journal of Purchasing aird iMnterinls Management, 31, No. 3. 
Albrecht, K. & Zemke, R. (1985) Semicr America! Duw-Junes-Irwin, Humewuud, 
I t .  
Rosenbluth, I I.F. & Peters, D.M. (1992) The? Cirstoirrer CorncTs Scwntl .  William 
Morrow and Co., New York. 
Kohli, A.K. Sr Jaworski, E.J. (1990) Market orientation: the construct research 
proposiiions and inanagerial impliraiions. Jound qfn/lnrke.liii.g, 54, 48-60. 
Jaworski, K.J. Kr Kohli, A.K. (1993) Market orientation: antecedents and con- 
sequences. )ozirnal of Marketing, 57 
Eeckham, J.D. (1992) Expect the Unexpected in Health Care Marketing Future, The 
Academy Bulletin, 12: 39-56. 
Parasuraman, A., Zeithaml, V.A., Berry, L.L. (198.3) A Conceptual Model of Ser- 
vice Quality and its Implications for Future Research, Journal of Marketing. 
Crosby, P.B. (1979) Quality in Free, McGrarzr-Hill, New York. 
Deming, W.E. (1982) Out of Crisis, MIT Press, Cambridge, MA. 
Hiltrop, J.M. (1992) Just-in-time manufacturing: implications for the management 
of human resources. Europeari. Managmient Joumnl, 10, No. 1: 37-43. 
C'haston, 1. (1994) Internal customer management and service gaps within the UK 
manufacturing sector. Inteniafionnl /omnm/ of#pemlion mi Pmdiiction Maiiage777.mt, 
9: 68-82, 
Atkinson, P.E. (1990) Chzt i i ig  CuEturri CIuuig(:: t h  Kcy to S M  
~ ? v l m n p ~ i e r ~ l .  TFS Publications, Bed ford. 
Technical Assistance Research Prograins (TARP) (1986) Compliiinl Hnndling in 
Americn. US Office of Consumer Affairs Study. 
Schneider, N. & Boweii, D.E. (1984) New services design, developineiit aiid 
implementation and the employee. In: Dewloping ~ Z Z E W  services, W.R. George & C.E. 
Marshall (eds), pp. 92-101. American Marketing Association, Chicago, IL. 
Schneider, N. & Bowen, D.E. (1985) Employee and customer perceptions of service 
in banks: Replication and Extension. Joririznl $Applied Psychology, 70, No. 3: 423- 
433. 
Parkington, J.J. & Schneider, B. (1979) Some correlates of experienced job stress: a 
boundary role study. Academy of Mnlzngerrzoit Journal, 22: 132-149. 
Koiler, P. & Bloom, P.N. (1994) Markel irg Pvqfess"ioMal Scmices. Prentice-Hall, NJ. 
Groiuoos, C. (1984) A service qualiiy model and its marketing implications. 
Friropenn lourrial of Marketirq, 18, No. 4: 1604  79. 
Berry, I . .  (1986) Rig ideas in service marketing. ]ozrrnnl of Crrsforner M n r k r t i q ,  
Spring, Editorial, pp. 3-6. 
I Ieskett, J.L., Sasser, W.E., I Iart, C.W.L.. (1990) S s r i ~ i ~  Breakfhuoiryhs. Free Press, 
New York. 
Mills, P.K. (1985) M~~naging Sernics Industries: O~ggrinisationid Priictices i n  II Posf-  
Industrid Economy. Ballinger, Cambridge, ML4. 
Baron, S. & Harris, K. (1995) Marketing: Text mzd Cases. Macmillan Press, London. 



190 Strategic Management in Construction 

Berry, L. R- Parasuraman, A. (1991) Moulreting Srmiccs Compefirig Through Quality. 
The Free l'ress, New York. 
Bowen, D.E. (1986) Customers as Human Resources in Service Organisations. 
Human Resource Management, 25, No. 3: 31-39. 
Cook, S. (1992) Customer Care: Implementing Total Qualify in Today's Service-Driven 
Organisafion. Kogan Page Limited, London. 
Daniels, S. (1993) Customer Care programmes. Tlrork Study, 42, No. 1, 74-86. MCB 
Uni\iersity Press L.imited, Bradford. 
CIutterbuck, D. (1988) 'Developing Customcr Care Training Programmes', 
Indtistrial and Coinmercial Training, Vol, 20, No. 1, MCB University Press Liin- 
ited, Bradford. 
Bee, F. Sr Bee, R. (1995) Cicstomr Care. Institute of Personnel anti Development, 
London. 
Clutterbuck, D. Cyr Kernaghan, S. (1991) Making Lksfonrers Counf: A Guide fo  
E.xcdlmrp in Customr Caw, pp. 62-74. Mercury Rooks, I m d o n .  
Thomas, M. 91987) Customer care: the ultimate marketing tool. In: Reviezoing 
Effe'Eifiiile Research and Good Practice in Marketing, R. Wensley (ed.). Marketing 
Education Group, Warwick. 
WeIlenun, J. (1995) Successful Customer Care in B Week.  Institute of Management, 
London. 
Smith, A.M. & Lewis, B.R. (1989) Customer Care in Financial Service Organisa- 
tions. International Journal of Bank Marketing, 7, No. 5:  13-22. 
Blackman, T. & Stephens, C. (1993) The internal market in local government: an 
evaluation of the impact of customer care. I ' I A ~ ~ c  Money and n/lrn7agement, 13, No. 4: 
84-YB. 
Audit Commission (-1 988) ' /Tie Corjiptitim: C h r ~ c i L .  HMO, I.ondon, 
Prewe, CY. & Shafiri, M. (1 398) /~r?ar: lopri lr . , i~ t f  Cli[:?it G I P ~  I,iitiativr?s in C h s t r u c -  
lion Unr~lnicling Orgmzi~liom, pp. 586-596. Association of Researchers in Con- 
siruction Management (ARCOM) 14th Annual Conlerence and Annual General 
Meeting, University of Reading. 
Preece, C K .  & Shafiei, M. (1998) Client C m  in the Construction Indirstry - a Corri- 
peiitize Mnrketing Tool, pp. 52-56. Proceedings of the 3rd National Construction 
Marketing Conference, Oxford Brookes University. 
Turner, A. (1997) Building Procurement, 2nd edn. Macndlan Press Ltd, Basing- 
stoke. 
Preece, C.N. & Tarawneh, S. (1997) Developing High Quality Design and Build Ser- 
cites: Closing the Four Managerial Gaps, pp. 71-77. The 2nd National Construction 
Marketing Conference, Oxford Brookes University. 
Preece, C.N. & Tarawneh, S.A. (1996) Rr-Orierifdhg I lre ConsLruclion Team Io 
ArEiim? Ser7ai:c Qualify for  Clic.li.I SaIi$iciion, pp. 37-42. The lsi  National Con- 
struction Markctiiig Confcrcncc, Oxford Rrookcs Lnivcrsi ty. 
Nickels, W,C:. (1984) M n r k r t i q  Cor,ir,iunicnlinH nrtd P m f o f i o l z ,  3rd cdn. Grid Pub- 
licntioiis, Columbus, Ohio. 
Rossiter, J.R. & Percy, L.P. (1987) Arlzirrfising m i l  Promotion ;Vfunupnent.  McGraw- 
Hill, New York. 
Preece, C.N. & Tarawneh, S. (1997) Developing High Qurilih~ Design and Build Ser- 
L?ices Closing the Four Munugerial Gups, pp. 71-i7. The 2nd National Construction 
Marketing Conference, Oxford Brookes University. 



Marketing and promotional strategies in construction 191 

Preece, C.N., Moodley, K., I Iabeeb, M. (19%) The Mamgrnirn f  of Direct Sellivrg arid 
Pre-palificnfiori Team Presevi fafioris for Cotnpetjtim Adnnn tage iri Con fracfual Semires, 
pp. 11-20, Liverpool John Moores University Conference on Practice Management 
for L.and, Construction and Property Professionals, Merseyside Maritime 
Museum. 
Preece, C.N., Male, S., Moodley, K. (1996) Targeting, Tailoring and Trimming - the 
More Effective Use of Promotional Literature in the Murketing of Contractual Services, 
pp. 103-111, The 1st National Cunstructivn Marketing Conference, Oxford 
Brookcs University. 
Earon, S. & I Iarris, K. (1995) Seru i r~~  i M w / k t i ~ g ,  Tmf iwii C ~ Y .  Macrnillan Press Ltd, 
Lu1zdon. 
Preece, C.N., Putsman, A,, Walker, K. (1996) Safisfyi~rg fhe Climt Through ia M m  
&jeclive Mavke/ ing Appronrh ~ J I .  C O J Z ! T Q L - / ~ ~ ? ~ ,  pp. 3-9. The Is{ h ational Construction 
Marketing Conference, Oxford Krookes University. 
Prwce, C.N., Shafiei, M.W.M., Moodky, K. ('I997J ' / T I P  ~ $ ~ P C ~ ~ ~ I P ~ P S S  of Pi~onzotion in 
the Private House Building lndustuy, pp. 78-83. The 2nd National Construction 
Marketing Conference, Oxford Brookes University. 
Preece, C.N., Putsman, A., Walker, K. (1996) Sa t i~ ,&i~~g  the Client Through a More 
Effective Marketing Approach in  Contracfirig. 1st National Construction Marketing 
Conference Proceedings. 4th July 1996. pp. 5-9. Oxford Brookes University. 
Latham, M. (1994) Constructing tlw Team. HMSO, tondon. 
Egan, J. (1998) Rethinking Construction. Department of the Environment, Transport 
and the Regions. The Stationery Office, London. 





D 





A synthesis of strategic 10 management in construction 

I ntroduct ion 

The construction industry is a large industry consisting of small firms. Tlic 
contracting side of the industry is staffed by operatives who are young, male 
and casually employed. There is a strong craft-based tradition, either on-site or 
with off-site manufacture. The industry comprises consultant service firms and 
construction firms that can be viewed as either service providers or manu- 
facturers. The 'professions' can be distinguished by gradations of specialism - 
the design and cost specialisms associated with the built product and those 
associated with the process, such as project management, value management 
and programming. The firms that populate the industry, regardless of their 
size, are economic as well as social entities and have the capacity to adapt to 
and learn from environmental changes, provided the staff within those firms 
recognise the need to change and can do something about it. 

The industry can be characterised by a series of overlapping markets in terms 
of size, geographic location, type and complexity of project. Within this market 
structure, demand is dmiinated by the private sector, coupled with the 
increasingly speculative nature of demand. Chapter 2 indicated that the 
industry now faces a paradigm shift, with a move towards lower value, shorter 
duration projects and a distinct geographic imbalance of workload activity 
dominated by the South East, with pockets of activity in other parts of the 
country. An increase in the number of smaller projects has consequences for the 
numbers of managerial, administrative and clerical grades within construction 
firms, with a consequential impact on overheads, profit and human resource 
policies. Earlier chapters have argued that the general level of economic activity 
affects profitability in the industry, with long-term changes in demand evi- 
denced as sectoral shifts in market structure. With long-term shifts in markets, 
especially the increase in repair and maintenance work, the move towards 
smalIer projcct sizes i n  some market sectors will necessitate different work 
patterns, skills and training requirements. 

The industry is cliaracterised by a wide diversity of clients, local, regional, 
national and iiiternational, with differing dcgrces of lcnowledge of the industry, 
who range in size from individuals to multinational enterprises and from local 
to national governments. Clients are seeking new ways of interfacing with the 
industry through a diversity of services. 

This sets the context for the final chapter, which brings together the earlier 
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themes of the book and synthesises and integrates them to raise implications 
for strategic management for the construction industry. 

Strategic management in the construction industry 

The construction industry environment has experienced a series of evolu- 
tionary changes since the Second World War, characterised as operational, 
strategic and competitive change. Firms in the industry have had to adapt to 
these in different ~ v a y s .  Adaptation occurs through senior managers making 
choices amongst alternative courses of action and structuring the organisation 
in such ;i way that it 'fits' with thc ncw cnvironrncntal conditions that it faccs. 

Environmental cllilnge in the industry can be chsifiecl into two major and 
three contingent types: 

Recurrent change, which is incremental and permits an organisational 
memory to be developed and requires no major change in the relationship 
or fit between the firm and its environment. Operational change identified 
above is a form of recurrent change, where the managerial focus is on 
process improvements and internal efficiencies. 

a Transformational change is fundamental and shifts the relationship 
between the firm and its environment. Strategic and competitive change fall 
within the domain of transformational change. Strategic change, which is 
discontinuous, fundainental and radical, is likely to be felt right the way 
through the nrganisational structure, froni the strategic apex to tlic opcr- 
ating core. Competitive change, whilst fundainental in the medium to long 
term is incremental. It creates a sustained and deep-seated pressure on a 
firm. An example would be the coiitinucd shift of dcmand from the public 
to private sectors. Competitive change, combining strategic and operational 
change, suggests facets of environmental discontinuity tempered by a more 
evolutionarv shift. In essence, this type of change requires a simultaneous 
focus on corporate, business and production strategies. Transformational 
change, since it involves a fundamental shift in the relationship of the firm 
with its environment requires a decision-making strategy of 'vigilance'. 

Within contracting and the professions there has been a restructuring of firm 
sizcs prcdnrninantly towards thc larger or smallcr firms. Thc natural cnn- 
sequence is that medium-sized firins remain under increasing competitive 
pressure from firms at both ends of the scale. 

Thc cnmmcrcial cnvirnnmcnt of consultants has cliangcd dramatically. Tlicy 
now face competition on price, their roles are being redefined through a range 
of different procurement routes and forms of contract, they are now able to take 
up directorships in companies and there have also been changes in the size of 
practice, with involuntary specialisation through involvement with particular 
clients and the larger firms becoming much more involved in the strategic end 
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of projects. Liberalisation of the consultant service sector, coupled with the 
dramatic changes in demand highlighted above has also meant that consultants 
have experienced strategic change. 

Industries and markets in construction 

A firm requires inputs and uses them to create outputs to sell to customers to 
meet demand. The concepts of market and industry are distinct when con- 
sidering n firm. In economics, a market is a demand side concept and is buyer 
(clicnf) gcncratcd. Five compctitivc forccs dcfcrminc the underlying cconornic 
structure of an industry. Porter 111 sees these forces being shaped by: 

The relative power of buyers; 
The relative power of suppliers; 
'l'he level of inter-firm competition; 
The ability of substitute products or services to perform the same function as 
that demanded by customers; 
The potential for new entrants to enter the industry. 

An analysis of these five forces provides a long-term structural view of the 
impact of the industry on a firm or firms. Industries tend to be relatively stable 
and are generated by the outputs from production capabilities. It is recognised 
that whilst Porter's coinpetitive advantage school of thinking and the foriiial 
strategic planning ethos liave doiiiiiiiited thinking, there are alternatives. 'l'he 
power cuiture school sees strategy being forinulated by political horse-trading 
by senior managers. This power broking influences strategy and the adopted 
strategy has to be consistent with the existing sets of power interests. Equally 
emergent strategy may be an alternative formulation appropriate for con- 
struction. Emergent strategy is a pattern of discussions and actions taken over 
time coming together to form a strand of strategic thinking. This incrementalist 
model may be made by making small opportunistic steps. This is mirrored in 
small day to day steps such that construction-to-contract, procurement routes 
and tendering strategies set up the market structures for firms in the industry, 
meIve types of procurement route and two types of tendering have been 
identities and there are significant differences in their use between the civil and 
building cnginccring industrics. The fu l l  gambit nf procurcmcnt routcs is uscd 
in the latter, whereas the former has a much narrower focus on the use of 
procurement routes, with a greater en-tphasis on traditional procurement. 

Thcrc are two primary markct typcs opcratiiig in thc constructioii iiidustry, 
namely, construction-to-contract or contracting and speculative work. 'lhere 
are different economic forces at play in each. Each market type requires a 
different set of managerial and commercial skills. 

Depending on the procurement route adopted, construction-to-contract has 
institutionalised distribution channels operating for contractors' services 
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through ciients' consultant advisers. In construction-to-contact, price is 
determined prior to production, the reverse of traditional manufacturing. In 
speculative work construction companies are involved in demand creation for 
their products and price is determined after production. This has a closer 
affinity to manufacturing industries. 

The variability in demand shapes the nature of the construction industry and 
the firms operating in it. The industry is not a single industry but is made up of 
a number of different market sectors defined by: 

Geogr'iphy 
Size of project by value 
Complexity - both technical and managerial 
Type of project. 

Aggregate demand at the industry level comprises the demand profiles for 
each of the market sectors. Sectoral demand may vary significantly coinpared 
with overall aggregate demand. For the strategist, indicators exist that permit 
long-term thinking, such as underlying client needs, the value of new orders 
(an indicator based on contractor returns and subject to short term variability 
and value of construction output), the aggregate of all construction work across 
the public and private sectors. The latter is the most frequently used indicator 
and is relatively stable over time. The construction industry appears no worse 
than traditional manufacturing industries in having to cope with wide varia- 
bility in demand. In this sense it is not unique. 

Scc tnra I shifts in den7 and have significant i m pIications for ina rkc t spcci a li-  
sation and the ability of firms to respond to changing demand profiles. There 
are also geographic imbalances in demand, with the Southeast dominating 
markct trcnds. It is, however, more scnsitivc to economic cycles than other 
parts of the country. The market is also dominated by short duration, low value 
projects. Depending on market sectors, 56 to 90% of projects are less than E2m 
with a significant proportion less than 12 months' duration. A further trend 
identified in earlier chapters has been an increased emphasis on speculative 
development requiring increased investment in land banks and hence capital 
lock-up. This has reduced the financial flexibility of firms. Demand changes 
and high levels of market turbulence have impacted medium-sized firms in 
economically depressed areas of the country the most. 

Strategists need a framework for understanding thc busincss environment. 
This can best be thought of as the general and task environments facing the firm 
as set out in Cliapter 2. 

Entry and exit barriers exist in an industry 

Entry barriers prevent firms entering an industry or market sector, exit barriers 
prevent firms from leaving an industry or market sector. Construction has 
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always been viewed as having low entry and exit barriers. Porter identified six 
different types of entry barrier. An analysis in an earlier chapter indicated that 
each was shown to operate in construction in different ways. In construction- 
to-contract, entry barriers are subtle. They involve consultant advisors acting as 
intermediaries between client and contractor and the type, size, technology and 
locality of a construction project also act as entry barriers. 

Entry and exit barriers that have been explored in construction include: 

Product differentiation in terins of either the service-product or end- 
product. 
Capital requirements. Construction has always becn viewed as requiring 
 OW capital requirements. However, research evidence reported in earlier 
chapters indicates that this is no longer the case for some firms, who require 
capital to invest in fixed assets depending on their corporate configuration, 
diversification strategies, for equity investment in projects under PFI 
schemes or to invest in the development of human assets. 
Switching costs for buyers - the clients of the industry. This will encompass 
project siz.e, complexity, duration, specialist s k i k  and knowledge require- 
ments. 
Distribution channels, both tangible and intangible. The intangible dis- 
tribution channels in construction are client advisors for contracting firms. 
Scale economies and the experience curve. This ~ 7 i l l  depend on corporate 
configuration and the degree of permanency associated with project teams. 
Government policy, a key issue in international activities for construction 
firms. 

Earlier chapters concluded that in the lower value and shorter duration 
ciid of thc projcct spectrum cntry and cxit barriers would bc lower. IIow- 
ever, for complex projects entry and exit barriers are likely to be high, requir- 
ing service-product differentiation combining reputation, expertise, financial 
engineering and price to drive key competencies and managerial and techni- 
cal know-how. In addition, diversified construction firms create different 
entry and exit barriers in the industry. Strategic groups comprise firms that 
follow similar strategies and entry and exit barriers become transposed into 
mobility barriers between groups that prevent firms moving easily between 
groups. 

Construction has also been callcd 'fragmented' and this is related to thc 
geographicdly dispersed project-based nature of the industry that requires 
nianufacture to take place at discrete, multiple locations. Fragmentation also 
rclatcs to tlic split between the new build and I-cpair and maintenance sectors. 
New build markets have a range of project sizes, from the very small to the very 
large. Project type and location have an impact on the extent to which the 
industry is, in reality, fragmented. Large, complex, high value contracts require 
managerial expertise, technical know-how and financial stability as pre- 
requisites. The result is that only a relatively small number of contractors can 
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tender for such projects. Pre-qualification procedures ensure that the numbers 
of firms entering the market are small. The concept of the contestable market 
deals with market relationships for these types of projects. In the repair and 
maintenance sector projects have a greater tendency to be small and local firms 
have an advantage. Location also plays an important part. The geographically 
dispersed nature of demand may favour the local contracting community with 
their own local, or regional client and consultant contacts. 

The nature of the firm 

A firm is a social organisation that has profit as one nf its potentially many 
objectives or goals. A firin can also be construed as comprising a series of 
contracts and relationships that add value to customers through delivering 
quality and offering something distinctive. Some economists have argued that 
organisations exist because it is inore cost effective to handle transactions 
within a firm than through a series of numerous, ongoing transactions due to 
the cost of organising and doing business within and between markets over 
time [ 2 ] .  

The firm has an organisational structure whose primary purpose is to 
reduce the variability in huinan behaviour, achieve a cominon purpose and 
to co-ordinate tasks allotted by managers to different types of labour. Power 
is also exercised within the structure and information flows take place 
between its different constituents. Co-ordination within the structure can 
take place through five imechaiiisiiis: through m u  tu a1 ad j ustilielit, involving 
considerable inforinal coininunication and negotiation, through direct super- 
vision and finally, through different forms of standardisation, namely, 
through work proccsscs, whcrc the content is specified; through skills, where 
the training requirements are specified and through outputs, where the 
results are specified. There are three basic building bIocks to organisations’ 
structure. Power exists along a continuum, where centralisation describes the 
extent to which power is centralised within a few hands or decentralised 
throughout the structure. Formalisation describes the extent to which codes 
and norms are explicit, not just in terms of being written down but com- 
monly understood throughout the organisation. Finally, complexity com- 
prises three elements, a horizontal element dealing with the degree of 
spccialisation of tasks, a vertical clcment dealing with the number  of lcvcls 
in the hierarchy and a spatial element dealing with the extent of geographic 
dispersion of the organisation. 

Thc organisational structure also involves pcople structuring their expecta- 
tions into different situational roles. A situational role will be impacted by 
the formal and informal structures of the organisation, its technical system 
and the individuals themselves performing the role. The impact of the tech- 
nical system and technology are probably the most pervasive in an organi- 
sation. 
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The firm’s product in construction 

The product Iife cycle is a key strategic management concept that relates the 
outputs of a firm to its markets. There are four stages to the life cycle: the 
development stage, where only a few firms are in the market; the growth stage 
where the market is exploited by firms; the maturity stage where the market has 
stabilised and the decline stage, where there are over capacity and too many 
producers. In construction there are two types of product. The service-product 
gocs through the stages of the product Iifc cyck; the various procurcmcnt 
strategies are mechanisms to select the appropriate service-product to deliver 
the end product as a coinpleted facility. The end product will go through a 
project Iifc cycle of concept, design, construction/production, handovcr and 
use. From the customer’s perspective, they are more concerned with the 
appropriate service-product to deiivery of anend product that is fit-for-purpose. 

Core business, core competencies and distinctive capabilities 

The core business of a firm has been described as comprising its distinctive 
capabilities engendered from three primary sources, organisational archi- 
tecture, reputation and innovation. Organisational architecture stems from the 
social and commercial relationships that the firm has and it comprises three 
components, internal relationships between employees, external relationships 
with suppliers and customers and networks of firms involved in related 
activities. Oiic of the crucial clcmcnts to organis;itional architecture is relational 
contacts fnunded on trust and expectations. These are the moral and psychn- 
logica1 contracts that the firm has, w-hich ma); or ma); not be underpinned by a 
legal contract. As an asset, organisational architecture can create and sustain 
organisational knowledge and routines to respond to change. To be effective as a 
source of competitive advantage, organisational architecture has to be dis- 
tinctive to the firm. Reputation, as a competitive asset, has to convey meaningful 
information to customers. It is built through a process of continued success, the 
converse of which is that it decays easily through poor performance. Reputation 
embodies the long-term experience of the firm and creates the likelihood of 
repeat business. It also forms part of the value creation process, permitting the 
f i rm to charge a premium provided it exceeds the cost of maintaining and 
upgrading it. Innovation, as a competitive asset, is difficult to secure rewards 
and a profit from on its own but when linked with organisational architecture, in 
particular, can embed a process of continuous innovation in the firm. 

Core business for construction firms was seen as encompassing some or all nf 
the foffowing: 

Where the firm had a longstanding interest and had built up considerabie 
expertise 
Substantial turnover 
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Profitable or expected to be so 
Reasonable market growth or a captive market 
Low capital requirements. 

Firms who identified it as contracting (N= 10); of which three identified this as 
purely building for their firm, six identified this as building and civil engi- 
neering and one identified it as civil and process engineering. 

When translated into strategic areas, the following emerged in sample 
research conducted by Hillebrandt ef d. 131: 

Two firms who identified their core as contracting and housing 
Two firm5 who identified their core as contracting, housing and property 
Clne firm who identified its core <is contrxting, housing <ind rninercils 
Two firms who identified their core as contracting and mining (and other) 
One firm who identified its core purely as housing. 

Core competencies are the collective learning of the firm across its skill, 
production and technology bases and provide value to the customer. There is a 
difference between threshold competencies and core Competencies, which go 
beyond the former. Using terms from earlier chapters, threshold competencies 
are the qualifying levels of service that are required to survive and remain as 
serious competitors, and would include competency to undertake the work in 
question. This would be based on expertise and reputation. The determining 
level of service is that which is unique to the seller, adds value to the customer 
and provides d competitive advantage, '1  hesc arc the basis of core conipe- 
tencies. Core competencies are likely to be implicit but need to be expounded 
explicitly for competitive advantage to be clear, they should also be difficult for 
compctitors to imitatc. Thcy are likely to bc rarc, cornplcx and cmbeddcd in 
organisationai knowledge and practice. They are not about delivering the 
product. 

Design, procurement and construction were seen as  core construction 
industry functions by the eLSEwise research project 141, with the contractor's 
prime function seen as mobilising the specific resources to construct a unique 
product in a given time. These are not core competencies but qualifying levels 
of service or threshold competencies. 

Innovation in construction 

Two main forms nf iiiiiovatioii have been identified, radical shifts, which arc rarc 
in construction, and incremental innovation, which is curnmun in construction, 
last for many years and may go unnoticed. Incremental innovation will normally 
follow radical shfts. Porter identifies innovation as one of the key issues in 
sustained competitive advantage, although Kay 151 has indicated the need for 
that to be linked to organisational architecture to be viable. A number of themes 
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have been highlighted in earlier chapters concerning innovation in the con- 
struction industry. Four distinct types of innovation have been identified: 

Technological innovation, which utilises new knowledge or techniques to 
provide a product or service at lower cost or higher quality. 
Organisational innovation, which involves 'social technology' and not the 
technical system. This type of innovation is about changing the relationship 
between behaviours, attitudes and values of people in the firm. In con- 
struction a number of examples have been identified by Lansley [6] ,  for 
exampre, new types of business organisation, new forms of contract and 
pr~ocureimcnt and  the opening up of new markets. Partiwring, Prime 
Contracting and PFI are the most recent forms of organisational innovation. 
Product innovation, which involves advances in technology resulting in 
supcrior products or services. 
Process innovations, which concern increasing efficiencies but may not 
involve significant advances in technology. 

Much of the innovation in the industry occurs at  the workface with indivi- 
dual craftsmen on special projects. The high levels of sub-contracting in the 
industry mean that this type of incremental innovation is also available to 
competitors in the market place. Innovation in equipment or materials lies 
outside the industry and hence construction is more involved with innovation 
diffusion. The effective utilisation of equipment and materials by construction 
firins creates knowledge-based competitive advantages. Again, high levels of 
sub-coiitractcd plant hire and leasing mcnns this is potentially available to 
compctitors. Lanslcy 161 has idcntificd thc i m p n r h n c c  of thc impact of long 
~.\itlves in the economy for innovation in construction firins. His empirical data 
suggest that different types of innovation may be more appropriate in periods 
of deckle than in periods of recovery. During the 1960s companies were 
involved in process innovation, focusing on operational change and a task- 
oriented style of management. In the 1970s when strategic change impacted 
firms, product innovation came to the fore, with a management style that was 
people and corporate oriented. During periods of competitive change a dif- 
ferent type of innovation is required, one that combines both product and 
process innovation, the latter focusing on gains inefficiency whilst the former 
concerns investing in and launching new competitive initiatives to gain a 
longer term advantage over compctitors. 

The next section reviews issues surrounding typologies of firms. 

Typologies of firms 

Mintzberg [7] identified five types of firms: 

The simple structure, more applicable to small firms 
The machine bureaucracy, which co-ordinates by standardising work pro- 
cesses 
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a The professional bureaucracy, which co-ordinates by standardising skills, 
uses convergent thinking and pigeon holes solutions to client problems. 

a The adhocracy that uses mutual adjustment as a co-ordination mechanism. 
There are two types of adhocracy, the operative adhocracy which is client 
focused, comes up with innovative solutions through flexible teams and 
blurs the distinction between operational and administrative tasks and the 
administrative adhocracy 

a The divisional structure that co-ordinates by standardising outputs. 

In addition, Miles & Snow [8] have tackled the issue of orgmisational typolo- 
gies from the ycrspcctivc of managers’ perceptions, the internal power and 
poiitical structures of organisations and the relationship between strategy, 
structure and process. They identified four types of firms: 

The defender, which sticks to what it is good at 
1 he prospector which sacrifices internal efficiency for innovative ways of 
offering new products or services 
The analyser, which uses an internally stable and efficient part of the 
organisation to feed an innovative part of the organisation 
The reactor, which does not have a consistent set of internal relationships 
that fit easily with the demands of the em+oiunent. In Porter’s terms it is 
‘stuck-in-the-middle’ and is neither one thing nor the other. 

Other organisational typologies identified included Aiisoff‘s [S] proactive 
systematic, proactive adhoc and reactive types of organisations; the sector 
structure, the holding company, the subsidiary, the matrix organisation that is 
either permanent or temporary, the multinational corporation and the virtual 
cntcrprisc. 

A number of these typologies have emerged from the endeavours of aca- 
demics to classify organisations from research data, others have emerged as 
responses to the industrial environment. 

There is a considerable amount of confusing termiiiology surrounding 
stratcgy. Tt is norinally defined as the means to rncct cnds, where the means 
are a set of rules to guide organisational decision-makers throughout the 
organisation and the ends are a series of measurable objectives. Strategy can 
be cithcr cxyIicit or implicitly understood as a shared collcctivc belief i n  the 
direction that the organisation is to take. Some writers have also seen strat- 
egy in terms of a resource allocation process within defined business scope, 
whilst others have seen it as a series of outcomes that affect the goals of an 
organisation and its stakeholders. Due to the confusion surrounding the term 
strategv other writers have also taken the term back to its roots in the mili- 
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tary, seeing strategy as being about locating a firm’s operations or competi- 
tive arena, in an industry, industry segment or geographic location, and tac- 
tics, the mechanisms to achieve a strategy, by using particular organisational 
functions or parts of the organisation as resources and know-how. The mili- 
tary perspective, advocated by Vasconcellos [lo] but also discussed by other 
writers such as Mintzberg et al. I l l ] ,  has much to commend it for construc- 
tion, gven  the importance of the locational issues surrounding the produc- 
tion base. In the military context, strategy and tactics both have a short and a 
long-term perspective attached to them, rather than the normal discussions 
surrounding strategy, which see it as important decisions that have long- 
tcrtn ramifications for thc firm. Thc inititary pcrsycctivc would scc stratc- 
gists within construction, for example, as having a short-term strategy of 
coinpeting on a particular project type in a particular location to test the 
water. This may then lead to a longer-term strategy to exploit that market 
sector and project type by setting up a permanent office in the locality. The 
tactic may be to use the best team to ensure the greatest chance of success 
and then the longer-term tactic is to use that team to train up others when a 
more permanent operational office is set up. 

Mintzberg [12] has attempted to clarify the debate surrounding strategy and 
has proposed that there are five aspects to strategy: 

(1) 
(2) 

(3) 

(4) 

(5) 

That strategy involves planning a course of action - plan 
That strategy involves manoeuvring and scheming to outwit competitors 

[ h a t  strategy caii be discerned over t ime  when looking a t  a firm’s coii- 
sistency of action and behaviour - pattern 
That strategy is also concerned with making decisions about locating a 
firm in its cnvironmcnt - positioning 
That strategy can also involve a deep-rooted consensus amongst the 
members of a firm on managers’ intentions over time - perspective. 

- ploy 

Mintzberg et al. 1111 have also seen strategy going from deliberate to mostly 
emergent. The military perspective would encompass all five of the above, with 
strategy and tactics covering points 1 and 2 and strategy covering points 3, 4, 
and 5. 

A hierarchy of strategies has been identified in earlier chapters: 

Corporate strategy is holistic and concerned with the activities of the 
whole company across its organisationill configuration of different busi- 
IICSS units. 
Business strategy is concerned with competing in different markets or 
industries. 
Operational or functional strategy is concerned with the operating core or 
functional departments. A focus on on-site production and the associated 
processes would be an example in construction. 
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The diversified construction firm uses the full hierarchy of strategies and will 
face different strategic time horizons. In contracting a period of two years is 
perhaps the maximum time horizon for strategists since this tends to be the 
maximum length of many construction projects. With the large firms, who can 
obtain some very large projects this can be extended to three years. In property 
development the planning horizon can be four to five years and for manu- 
facturing subsidiaries the planning horizon can extend into the long term. At 
main board level these different time horizons will have to be integrated into an 
overall corporate plan. 

Structuring the strategic management process 

Hillebrandt cf al. [3] put forward a useful two-phase corporate planning pro- 
cess stemming from the types of environmental change that firms face. The 
pIanning process comprises two activities, seeking internal efficiencies and/or 
responding flexibly to the external environment. The flexibility phase concerns 
formulating questions about the firm’s business and identifying alternative 
paths for its development. The efficiency phase follows on and is about 
deciding on a course of action and developing the most efficient way of 
implementing it. Short-term budgets are an efficiency issue whereas focusing 
on using resources innovatively to adapt to the business environment is a 
flexibility response. 

During periods when the external business ei-tvironinent is relatively stable, 
firms can focus their attention 011 preparing detailed plans far achieving high 
levels of internal efficiency. However, during periods of considerable 
environmental turbulence firms need to attend to flexibility issues and use 
rcsourccs in ncw ways. During such pcriods focusing on dctailcd planning for 
internal efficiency is counterproductive when the need is to concentrate more 
importantIy on flexibility and the demands of the external environment. 

Three components comprise the strategic management process: 

a Strategc formulation is about analysing the organisation’s current situation 
and where it wants to be in the future. A series of tools and techniques can 
be used to assist the strategist and fed into the decision-making process. The 
outcome of the formulation process is a range of alternative strategies and 
tactics that can be used. A trio of components of the strategic rnanagcrnent 
process can be seen. Each has a nuinber of alternative courses of action. 
- Generic strategies of: 

s cost lcadcrship 
,:.: differentiation 

- Directional strategies: 
c Opt for operational change 
c Opt to consolidate or stabilise 
c Retrench through divestment 
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- M  
'j 

Penetrate existing markets, either with new products in existing 
markets or new markets with existing products 
Diversify: 
- Within the broad confines of the industry and associated indus- 

tries - related diversification 
Outside the industry, products or markets totally - unrelated or 
conglomerate diversification 
Tnternationalise - go outside the current domestic markets into 
overseas inarkets and spread the geographic base of the firin 

- Integrate forward, which takes the firm closer to the customer m d  
concern securing grcatcr control ovcr outputs 

- Integrating backwards which gives the firm control over inputs. 

Internal growth by using the firm's capital to develop its own busi- 
ness activities or set up separate business activities under a corporate 
configuration 
External growth by using its capital to secure other businesses. This 
can be achieved either through acquisition, a more hostile activity or 
through merger, a more collaborative approach 
A combination of the two through some form of 'grand strategy' 121 
Strategic choice is about inakiiig decisions from a range of alter- 
natives that will determine the future strategic position of the firm in 
its industry and within which strategic group, where it decides to 
compete against its competitors, which client needs it intends to meet 
a i d  how it  intends to position itself against tlie five competitive 
forces that determine industry structure. The criteria for making 
strategic choices are the degree of acceptability within the organisa- 
tion, the suitability of thc choiccs made whcn compared against the 
intended strategy and the environment faced by the firm and the 
feasibility of implementing the chosen strategy 
Strategy implementation occurs through 'organisation' and requires 
appropriate feedback mechanisms in place to ensure that the strategy 
as implemented is consistent with the strategy as conceived, evolved 
and decided upon. Implementation forms part of the tactical 
response of the firm to strategy. Implementation requires three fun- 
damental questions to be asked: 
0 Who is responsible for strategy implementation? 

What must be done for successful implementation? 
I I Iow will implementation work? 

- 

- 

:echanisrns: 

'l'here are seven primary mechanisms fur implementation - a tactical response: 

(1) 

(2) 

Plans and policies at corporate, SBU, operational and function levels 
depending on the organisationai configuration 
A budgetary framework for resource allocation 
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(3) Keward systems 
(4) Political systems 
(5) Control and integration systems that encompass the structure in general, 

the hierarchy, teams and team management, rules and procedures 
(6) Training and development systems 
(7) Feedback mechanisms in the form of key performance indicators and 

measurable objectives. 

Construction firms demonstrating good strategic management processes [3] 

Formulate an overall strategy at tlic strategic apex based on intuition and 
informed awareness 
Expect operating units to develop and present their own plans to the main 
board to consolidate into a single plan 
Use planning departments to provide contextual background information, 
undertake analysis and develop the board’s thinking into operating plans 
Have mechanisms that permit strategies to be changed if the external and 
internal circumstances necessitate it 
Adopt a combination of top-down and bottom-up, that is, the loose-tight 
approach. The senior managers at main board level provide the goals and 
vision, whilst those at divisional and regional levels provide the detail and 
identify the opportunities and actions that are consistent with plans at main 
board level. The planning horizon is typically three to five years or longer. 
ll-te main area where firins fall down is in the implementation process for 
plans. Regular reviews of progress also assist with the monitoring and 
implementation process. 

The next section reviews the decision-making role of the stratcgist. 

The decision-making role of the strategist 

The strategic management process involves managers making decisions about 
the firm and its relationship with the external business environment - its 
degree of ’fit’. Within this context decision-making modes have been identified. 
Strategic decisions are about positioning the firm in its environment, they are 
non-programmed decisions that are madc often in conditions of highly 
ambiguous and uncertain inforination and are made by senior managers at the 
strategic apex of the firm. Administrative decisions concern resource alloca- 
tions and decisions about organisatinrial structuring, wliilst npcrating decisions 
are involved in the transformation process of the firm, the primary value- 
adding activities involving inputs and outputs. 

The role of strategists, as senior managers in a firm, is to manage the firm 
going from where it is now to where it wants to be in the future using the 
strategic management process. This wil1 involve strategists in making choices 
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from amongst a series of potentially viable options. The strategists’ primary 
role is to manage the firm through strategic and competitive change. Opera- 
tional change is more likely to be managed lower down the managerial hier- 
archy depending on the size and structure of the organisation. There are five 
decision-making modes, within two broad bands of inappropriate and 
appropriate ways of handling change: 

(1) Inappropriate actions: 
Misperceiving change triggers and remaining with the status quo 
when this is unsuitable 
Implcmcnting incrcmcntal changc when a morc radical rcsyonsc is 
required 
Correctly perceiving the requirrinrnts for change but avoiding tak- 
ing action due to a belief that there is no solution. 
Correctly perceiving the requirements for change but believing here 
is insufficient time for implementing a response. 

(2) Appropriate action - correctly perceiving change and the necessary 
response. 

Six procedures have been identified to assist with the management of 
change: 

Identifying strategic and non-strategic types of decisions and ensuring 
time and resources are cominitted to assist the strategic decision-making 
process. 
Avoiding time traps that come from a focus on operational issues or 
encountering a crisis situation that may result in an inappropriate 
rcsponsc. 
Using a filtering system to target the appropriate response at the right 
Ievel in the firm. 
Using a buffering system to allow strategists time to focus attention on 
strategic decisions and change. 
Using champions of strategic change whose primary role is to draw the 
organisation’s attention to the change management process and what is 
being implemented. 
Allotting and monitoring time allocated to strategic and non-strategic 
activitics. 

FlexibIe firms that are successful at change management demonstrate the fol- 
lowing characteristics: 

Senior managers are perceived by staff to have J. clear future vision of where 
the firm is going and are committed to clearly defined and stated objectives 
for achieving well-defined market goals. 
Senior managers are concerned about the welfare of staff. 
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a An organisationai climate exemplified by an internal consistency between 
the management style used by senior managers and that preferred by staff. 

a High levels of staff morale and job satisfaction. 
a A history of effective change management. 
a Effective market intelligence systems. 
a Effective corporate planning systems. 

Inappropriate change management activities mirror the above and include: 

a A lack of concern with human resource management or a corporate per- 
sycctivc. 

a A lack of attention to people and a high level of organisational politics 
leading to low staff morale and lack of effectiveness. 

a A lack of understanding of how to undertake environmental scanning, 
particularly among medium-sized firms. 

a A misunderstanding of corporate planning and budgetary control systems, 
seeing them as synonymous when they are not. 

The elements of competitive strategy 

The elements of competitive strategy that need to he considered by strategists 
are: 

I'lie internal factors within tlie f i rm,  i t s  strengths and weaknesses and tlie 
key vaiues of the strategists. 

+ External factors to the firm, the industry opportunities and threats and the 
expectations of society about firms and thc nature of business in general. 

a The scope of the business, those customers served and their needs - the 
strategic square of Vasconcellos [lo] or the SBA of Ansoff. 

a Resource utilisation, the areas of distinctive competence and the knowledge 
and skills that comprise these. 

a Areas of synergy, the interactions of activities and distinctive competencies 
across businesses or services. 

a Value activities that stem from structure and process, managing people, the 
technical systems used by the firm and the linkages in the value chain 
betwcen thc transformation proccss, supplicr inputs and outputs 
demanded by customers. Value activities and the associated value chain are 
a product of the firm's history and its strategic management process. 

a Sources of competitive advantage, where the firm has superiority over 
competitors, often located in the technical core. 

Sources of such an advantage require constant improvement and upgrading. 
They can accrue from a number of distinct sources within a hierarchy of 
advantages. High order sources are: 
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proprietary process technology 
product differentiation by offering a unique product or service 
advanced skills and capabilities through specialised and highly trained 
personnel that come from either an internal technical capability or having 
close working relationships with leading customers - relational contracts 
brand reputation, which represents the cumdative marketing efforts and 
customer relationships that are locked into a company through high 
switching costs for other firms 
sustained cuinulative investment to create tangible assets or intangible 
assets that go towards creating reputation, customer relationships m d  
specialised knowledge. 

Low order sources that m a y  be easily replicable by competitors are: 

t o w  labour costs 
t o w  inaterials costs 

These form a common basis in the contracting business. 

business of creating knowledge-based advantages through: 
Design is a high order knowledge based advantage. Contractors are in the 

Financial engineering 
Alternative ways of organising the production process 
Using technology in different ways during the production process and 
across teams, as technological innovators 
Creating new7 services 
Creating new forms of organisational structure 
Using skill and craft innovation, which occurs at thc workface but is 
impacted considerably by a firm’s sub-contracting strategy. 

The marketing function and its contribution to competitive 
advantage 

Marketing is a management function closely bound up with the strategic 
management process 1131. Its focus is on identifying, analysing and anticipating 
the needs of customers and supplying them at a profit within the capabilities of 
the company. Marketing is linked to thc demand sidc concept of the markct. 
The fofforuing comprise the marketing philosophy: 

A customcr ol-iciitation. Customers can bc classificd as: 
- Key customers or clients. ‘l’hese are important fur repeat orders and 

negotiated work. They have a potentialIy significant impact if their 
business was lost. 

- Existing non-key customers or clients. These are customers who 
approach the firm infrequently. 
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- Kon-customers, these are clients who the firm has not yet worked for. 
a A total company effort. 

A profit objective. 

The marketing approach segments the market place in terms of customer 
needs and the products or services bought or used. Segmentation creates target 
markets requiring the following to be ascertained: 

market growth potential 
dominant competitors 
entry barriers 
components of value added. 

Chapter 9 identified differences between market-oriented and selling- 
oriented firms. Market-oriented or customer-oriented firms work 'outside-in' 
out by defining target markets, understanding customers' needs and then co- 
ordinating the firm's activities to achieve customer satisfaction. They try to stay 
close to the customer and use a variety of feedback mechanisms to support this. 
A selIing-oriented firm works 'inside-out' by focusing on the seller's needs, 
manufacturing products and then trying to sell them. Construction firms have 
been identified from research as being production-oriented or at best selling- 
oriented, clearly not customer-oriented. Client dissatisfaction comes not from 
the technical dclivery of the end-product but the components going to make up 
the service-product. Consultants are involved in service delivery. Contracting 
can be argued to be either a service process or maiiufacturiiig process, or both, 
and this has already been alluded to in earlier chapters, with the different types 
of contracting firms that pupdate the industry. 

'l'he marketing mix comprises the five '1's': 

Product - which is about providing customer benefits. The project-based 
nature of contracting means that contracting firms can face substitutability 
of service delivery of the end-product by other contractors. Pre-qualification 
makes the assumption that those contractors selected are capable of 
undertaking the ~7ork. In other words their technical capabilities are similar. 
Depending on the pricing culture in evidence by the client - price can be the 
final arbiter. Reputation, to an extent, embodies the fact that previous 
buyers arc satisfied with performance in delivering the end-product. 

+ Price services are difficult to price before completion but a contractor, 
through the bidding price within the pre-demand markets 1x1s to provide 
such information, as do consultants if they arc rcquircd to provide a lump 
sum fee. 'lhe price quoted by a contractor represents the cost of providing 
the structure - the manufacturing element - and the cost of service delivery. 
Thorpe & McCaffer [14] indicate that in a competitive bidding situation 90% 
of the tender is made up from the estimated cost of the work and the 
remaining lo?; is the mark-up for risk, overhead and profit. Contractors 
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believe that their competitive advantage comes from the pricing of yre- 
liminary items. In a competitive bidding situation where the lowest price 
may be the deciding factor, quality may suffer during the production 
phase. 

Promotion is about making explicit the features and benefits. Promotional 
activity provides a mechanism €or di€ferentiation. In contracting and con- 
sultancp it can assist in getting on to select Iists and to obtain negotiated 
contracts. 

Place - where the service is performed. For design teams it will be in their 
offices, in the client’s offices, on-site or in the contractor’s offices. A structurc 
is erected in a locality where the client has a need and the service is cnn- 
suined at  the point of delivery, the construction site. For contracting firms 
their ‘shop window’ is the site. 

People - are those comprising the network making up the marketing 
exchange. Expertise is a people issue and is a doing skill and hence 
upgradable. Potentially it requires some form of certification when embo- 
died into reputation. This can be viewed from three perspectives: 
- Certificated professional qualifications, the external validation of skills 
- In-house training courses and on-the-job training 
- Certificated and nun-certificated external training courses. 

Customer care is about managing the perceptions and the realities of cus- 
tomers cvlien they experience ’product’ delivery. 1t is about controlling and 
inailaging customer confidence arid coiicerns managing those critical incidents 
where the customer comes into direct contact, and experiences, the organisa- 
tion. Customer care involves both tangible and intangible elements, with the 
former related to the physical fcature of the cnd-product and thc latter relatcd 
to the service provided. More demanding clients are now looking for a high 
quality of service from a largely technical team. This can included seeking a 
closer identification and understanding of the client, active executive support 
and serviced delivery that is experienced through all phases of the project. 

Chapter 9 also pointed out the dangers to firms of not taking on board 
marketing or undertaking it incorrectly. These dangers included insufficient 
attention being paid to market research and identifying opportunities or 
understanding client needs, not seeing marketing as part of the strategic level 
planning activity, little effort being taken to differentiate from the cornpetition, 
a lack of tailoring to particular client projects and a lack of professionalism in 
presentational teams. When summed up these demonsbate a lack of awareness 
of the principles of marketing as onc of thc wcapnns for gaining competitive 
advantage. Chapter 9 indicated a new paradigm is required, one that encom- 
passes client oriented service-delivery infused throughout the delivering 
organisation as part of its culture. This i d 1  require interactive marketing skills 
to build relational contracts. Within this new paradigm, identifying client 
needs and expectations, ensuring a good personal experience of the delivery to 
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generate word-of-mouth recommendations is much more important than other 
types of promotional activity. An accelerated move away from the adversarial 
nature of contracting appears the only way forward for contractors. 

Tools, techniques and methodologies for competitive advantage 

A number of tools, techniques and methodoIogies have been highlighted and 
discussed €or use in the strategic management process. In summary, these are 
as folfows: 

a Thc SWOT analysis. 
- It has been argued by some that strengths and weaknesses can be 

external to the firm and difficult to overcome, namely’ structural issues 
rooted in the economics of the industry, the strategic positioning of the 
firm in the industry and its strategic group. Strengths and weaknesses 
can also be internal to the firm and can be related to its ability to 
implement its chosen strategy, which stems from the capabilities of 
people, its management or from the operating core. Strengths and 
weaknesses aIso relate to what the company does well and does this 
matter in the market place and what does it do poorly and does that 
matter in the market place? 

a Competitor analysis focuses on analysing the actions and moves of com- 
petitors in order to understand the context within which the company’s 
competitive strategy has to be developed. “‘here dre  four iiirljor components 
to competitor analysis, namely, ascertaining their: 
- Future goals of competing firms at corporate and SBU levels 
- Implicit and explicit currcnt stratcgics 
- The key assumptions held by senior managers about the firm and the 

industry 
- The key capabilities: distinctive competencies, sources of advantage, 

growth potential and capacity to handle change, staying power, both 
within the industry and also with chosen strategies. 

Ohmae El51 has questioned the relevance of competitor analysis, arguing that it 
can waste time aiid energy aiid can act as a constraining force on managers’ 
thinking. His argument is that a firm’s managers should implement their 
chosen strategy to meet customers’ needs with vigour. It has been argued in an 
earlier chapter that for contractors, competitor analysis needs to be carefully 
focused duc to the large number of firms that may bc potential competitors. It 
has also been suggested that a firm’s ’peer group’ may be the best focus of 
attention - its strategic group. 

Strategic group analysis is concerned with identifying those firms that are 
pursuing the same or similar strategies in an industry. Strategic groups are 
relatively stable over time and the key influences for identifying them are the 
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degree of interaction between firms in the inarket place and their extent of 
target customer overlap. An attempt to apply this form of analysis to con- 
struction [16] has highlighted the need to use a methodology suitable for a 
complex industry. 

The ’strategic square’ is closely related to the ’strategic business area’ (SBA) 
concept [lo]. The strategic square or SBA concept circumvents the issue of 
industry, market, service-product and end-product classifications. They 
require the following to be identified: 

a a future market need, ci demmd-oriented focus 
a a yrojcct tcchnology, defined by thc sociat and technical systems on a yrojcct 
a a customer with a need 
a a geopciphical loccition where the custoiner has h i t  need. 

Value chain analysis has both an internal and external component: it is 
concerned with understanding inbound logistics, the transformation process 
related to production; and finally, out-bound logistics concerned with delivery 
of the facility to the client, in this case hand over. The value chain is a product of 
a company’s history; culture; strategic management process; and, the cost and 
resourcing implications of these. A number of discrete value activities have 
been identified in the pre-tender process in contracting [14, 171: 

a estimating 
a contracts planning/ii~anagement 

the prncurcmciit/buyiiig function 
the subcontract tender process 

a tender adjudication, identified as a strategic and operational activity 
imo1ving members of the stratcgic apex and middle h e .  

In the production stage of contracting other activities that impact the delivery 
of value to the client include: 

labour strategy - directly employed versus LOSC 
the site management role 

a the organisation and co-ordination of sub-contractors 
a site recruitment practices 
a industrial rclations in tcrrns of cmpIoymcnt conditions - proccdurcs for 

bonus and overtime payments 
orgi~nisi~tion iInd control of boundary management between sub con- 
tractors. 

Portfolio management techniques for reviewing and developing separate 
business units. These techniques are based on the experience curve and the 
product life cycle. There are three fundamental characteristics of such tech- 
niques: 
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a The market growth rate 
a The relative market share of the firm compared to the market leader 

The revenues that are generated from products or SBU activities. 

In construction, portfolio management techniques can be applied at the 
corporate level, for service-products, end-products and for the management of 
multi project strategies. Scenario testing permits strategists to create alternative 
futures, either through economic forecasting, visioning or identifying branch- 
ing points where discontinuities may occur. Cross impact analysis can also 
assist scenario testing by looking at the strength of impacting events that may 
either be unrelated to a situation or enhancing the occurrcncc of an event. To be 
worthwhile, however, scenario testing must be credible, useful and under- 
standable by managers. 

Construction corporations and contracting corporations 

This section brings together a number of the key concepts discussed earlier to 
describe a possible typology of Corporations in construction. 

Construction corporations 

There is a strong differentiation between constructors. There are those that 
provide management services and are service oriented. 'I'here are those that 
build the physical product and arc 171anufacturing-nricntcd. A number of 
consequences stein from this and may reflect different industrialised responses 
to deal with risk. The former provide a. management service for a fee to co- 
ordinate ail operating corc that is sub-contracted out, moving risk on to sub- 
contractors though contractual conditions. The latter see themselves as 
managing risk on behaIf of their clients and are prepared to take this on board 
for a price. They are also much more intimately involved in the production 
process, which increases their capacity to manage risk. 

Within construction firms, five business areas can be determined easily: 

Civil engineering 
Euilding engineering 
Property devclopment 

+ Estate development (housing) 
a Construction product manufacture. 

'1 hey represent the traditional areas for diversification by construction firms. 
Earlier chapters have raised a number of issues concerning a typology of 
construction firms, especially the larger firms. It is not an easy task now to 
describe the nature of the large construction corporation. First, many firms 
have diversified to such an extent that contracting is only a small percentage of 
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their overall business. Second, some construction firms have diversified into 
construction related industries, whilst others have diversified outside of con- 
struction related activities. Third, there are also those firms where contracting 
still remains a significant part of their turnover and fourth, some firms in the 
industry, viewed traditionally as construction firms, are considering selling 
their contracting divisions due to low profit levels. A typology [16,18] that may 
assist in unravelling this is: 

A contracting corporation is a large firm where contracting reinains a sig- 
nificant percentage of turnover, in the order of 95% of sales coming from 
contracting. This is the single-product firm. 
A constl.uction-doininant corporation is one where some diversification 
within construction related industries has taken place but this represents B 

small percentage of the firm’s turnover, perhaps in the range 5-30%. Con- 
tracting remains part of the core business. T h s  is the dominant-product 
firm. 
The construction-related corporation, where a firm has diversified into 
construction related markets but no one product or service accounts for 
more than 7004 of total sales. This is the related-product firm. 
A construction-conglomerate corporation is one that has its origins in the 
industry and which could take two forms: 
- where diversification has taken the firm outside of construction related 

industries and where no one product accounts for more than 70% of 
turnover, 

or 
- where diversification has taken outside of the construction related 

industries but it has divested itself of its contracting business. 

The above also relate to the evolutionary stages of construction corporations, 
where the single-product firms are in the first stages of their evolution, with low 
organisational complexity and little interest in activities outside their area of 
specialisation. Dominant-product firms are those firms that have diversified into 
operations and markets that offer scope for integration with their basic business 
line. They are in an intermediate phase of development. The related and 
unrelated firms are those that have evolved into more complex entities, either 
associated with or including business activities outside their industry of origin. 
They arc in the third and fourth stages of development. A refinernent of this 
~iomenclature is the extent of ’relatedness’ between diversified activities 1191. 
Constrained diversification is one where activities are closely related by virtue of 
requiring similar skills i n  technohgy, production, marketing and tnanagcnicnt 
know-how. Linked diversified activities are only vaguely associated with each 
other within the corporate configuration and unreIatud diversification has much 
the same meaning as previously. This latter nomenclature is more related to the 
underlying logic of a strategy when diversification takes place. Figure 10.1 
presents schematically a model of a construction corporation. 
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Confracting corporations 

Contracting firms have been characterised strategically as operating in a 
merchant-producer role in the industry. This encompasses the supply side 
merchanting operations, involving trading in goods and services, and the 
demand side production role encompassing the on-site production process. 
The contracting firm’s organisation balances these two demands through 
structure and process and uses market power to broker the supply chain to 
manage value, time, cost and quality. They also use this role to manage 
workload flexibility to meet the changes in deinancl and inaximise sectoral 
opportunities. Two distinct merchant-produccr types can be isolated. Those 
firms that arc more service-oricntcd, where the rncrchanting role dominates 
and those that are inanufacturinl=-oriented, whele the producing role dom- 
inates. The other key issue when considering the construction corporation and 
its contracting operations can become one of the extent to which the diversified 
firm ha5 the capability within its corporate organisational structure to offer a 
series of single point offerings to clients, for example, under PFI and Prime 
Contracting routes. 

Structure, strategy and process - managing the diversified 
construction firm 

Organisafional structures and roles 

Two inodels of an organisation were presented in Chapter 4. The structural 
niodel defines a firm in terms of a strategic apex, middle line, operating core, 
the techno structure and support staff. Thc operating core comprises a portfolio 
of projects. 

Potential capacity was used to highlight the knowledge-based capacity of the 
contractor to gear up to increased workload in this instance usually located at 
site management level. Due to demand variability contractors have increas- 
ingly opted for a structure that is truncated at the operating core through the 
use of sub-contracting. They have chosen to structure themselves as adminis- 
trative adhocracies to handle demand variability. 

This approach defines the permeable boundaries of the firm and sets the 
paramctcrs for defining what is internal or cxtcrnal to the f i rm.  The increased 
use of subcontracting means that the manageriaf hierarchy and within con- 
tracting firms, have become fragmented [17]. The operating core is cliar- 
actcriscd by a workforcc that is divided by method of paymcnt, employment 
contract and company loyalty. 

The key component of the operating core of the contracting company is 
management of the project life cycle - the primary task of site management. The 
operating core of the construction company comprises a diversity of operative 
attitudes present, including the following: 
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a A lack of commitment between operatives and employers due to the issue of 
continuity of work. Many operatives leave projects in anticipation of 
redundancv; others wish the project to continue as long as possible, which 
suggests an implicit tactic of slow working by directly employed workers, 
while a minority see prompt completion as important for the employer’s 
reputation. This analysis suggests employers’ interests are best served by 
piecework-based incentive systems under conditions of operative self- 
employment in order to maximise productive potential. 

a Bonus and overtime chasing is seen as acceptable behaviour by operatives 
and stems, in part, from a perceived lack of commitment by employers to 
permanent employment. This suggests that bonus and  overtime payments 
are pmely d inechanism for attracting and keeping skilled labour and are 
not used as a primary method of motivation by management. 

There is disillusionment with the wage structure in the industry. This forces 
a move towards self-employment which is also compounded by the fact that 
directly-employed operatives view themselves as becoming increasingly 
marginalised and ill-rewarded for the Ievel of skill possessed. Structural 
casualisation characterises the operations of the UK construction industry 
and to some extent it benefits both employers and employed to the detri- 
ment of unionism. However, there are considerable disadvantages - a lack 
of training and career opportunities, high labour mobility, divisive indus- 
trial relations, a continued impact on the image and status of the industry 
for new recruits. As projects become more complex this is also placing 
greater burdens 011 site management. 

C o n s t r u c t i o n st ra t e g i es 

Construction firms will, in the future, need strong capital asset bases, even for 
contracting, due to: 

The need to convince clients of their financial strength 
The increasing use of bonding on projects 
The requirement to put equity into certain projects 
The need to raise money on the stock market using a high asset base. 

They have Iiad to explore new ways of obtaining work to maintain turnover 
related to their core business. They need to capitalise on their special expertise 
and be iiiuch more proactive in marketing. This has required them to differ- 
entiate their services. ‘l’his has been achieved through broadening their existing 
services, offering new ways of packaging existing services, offering new ser- 
vices or taking over unfinished contracts from bankrupt firms in preference to 
acquiring that business. 

Design and build has increased significantly in importance as a service, 
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whilst the forins of contractor-led management procurement have declined 
in importance this represents a change in core products. Firms have moved 
downstream in the project life cycle to provide equipment and furnishings 
fitouts, structured maintenance, and also facility management. Contractors 
have moved upstream in the project life cycle into the pre-construction stage 
by offering a more integrated design and construction service. They have 
also become more involved in putting together financial packages and identi- 
fying potential projects, of particular importance in overseas markets. Finan- 
cing has become important in the domestic market with PFls. In addition, 
some firms have developed speci&st expertise in the businesses of their cli- 
ents, oftcn rcquiring specialist staff to dcmonstratc a total capability for dcli- 
verirtg the project. 

There have now been major changes in firms’ strategies: 

A focus back to core business 
Increasing attention paid to overseas markets neglected during the boom 
period prior to the last recession 
An increasing emphasis on financial management, profits and cashflows 
Increased attention to marketing as a business tool 
Tightening up the structure and organisation of firms 
A continued policy of reducing permanent employment that also covers 
managerial staff 
A shrinking of training and support for education. 

Firms arc also aspiring to remain o r  bccoinc large national o r  international 
contractors that need to compete against large inainland European contractors. 
Some firms are clearly setting their sights on becoming major global competi- 
tors. The next sub-sections review some of tlic options available to contractors 
and the reasons behind diversification. 

Diversification in construction has occurred because of the need to [3]: 

(1) increase profitable growth 

(2) 
(3) 

(4) 
(5) 

seek different activities in which profitable growth could be achieved 
increase efficiency through control of supplies or link activities because 
they provided greater synergy 
use positive cashflow and increase fixed assets 
avoid construction cyclcs and particular clicnts and markcts. 

Some diwrsification strategies that had taken place in the 1980s were under- 
taken for thc right reasons whilst othcrs wcrc opportunistic, i n  areas whcrc 
contractors had no expertise and as a result were poorly managed. Diversifi- 
cation strategies included moving into: 

property 
housing 
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a building materials 
a coal and other mining activities 
a plant 
a mechanical and electrical engineering 
a builders' merchants 
a construction businesses internationally. 

Kon-construction related activities included 

a time share accommodation 
a licalth care 
a airports 
a waste disposal. 

When recession hit, construction firms abandoned diversification strategies. 
Following recession, firms have been undertaking diversification again but in a 
different form. 

Business unit strategy: managing divisionalised, regional structures 

Regionalisation is the setting up of geographically dispersed operating units or 
strategic business units (SBUs). The inain drivers for regionaIisation are growth 
and expansion. A regionalised structure can also involve expansion and 
retrenchment, soiiietimes siiiiultaneously. '['his will depend on how long the 
regional structure has been set up and the market conditions i t  faces within 
different regions. A regionalised structure brings managers in closer contact 
with the market place, it gains better access to important production and 
organisationai inputs and creates a better working environment for staff at all 
leveIs. It can also be a process to decentralise decision-making. A central theme 
in creating and managing a regionalised structure within a contracting division 
is one of managing a process of continuing organisational change and adap- 
tation. Managing a regional structure can involve the setting up or winding 
down of a series of ongoing regional operating units. It also involves decisions 
on centralisation and decentralisation of decision-making within regional 
structures. 

The dcgrce of centralisatinn-dccentralisation from the ccntrc has important 
iinplications for regionalised structures. 1f the centre retains a centralised 
approach to regional structures, the strategists' focus at die centre is likely to be 
on the similarity of issues and markets bctwccn regions rather than on their 
differences. Uecentralisation provides regional senior managers with a great 
deal more decision-making autonomy and allows them to make greater use of 
local market knowledge. Centralisation and decentralisation within regional 
structures also require thinking about senior management succession and 
associated management development and training. 
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Strategies at the operating core in contracting firms 

High levels of sub-contracting have meant that the main contractor's primary 
role has now become one of organising, co-ordinating and procuring inputs 
into the production process; providing services of management expertise, 
experience, backup and resources from an established organisation and an 
ability to carry contractual risks and obligations for large and complex projects. 
The merchant-produced role was alluded to earlier. The on-site production 
process in construction, unlike manufacturing, is characterised by few routine 
procedures and is labour intensive. The five inajor inputs into the production 
proccss are: 

(1) materials 
(2) labour 
(3) site management 

(4) 
(5) finance for working capital. 

plant and equipment, which can be owned, leased or hired 

Project portfolios and potential capacity 

The dimensions forming the basis of project portfolios as a concept are: 

1 echnological coiiiplexity 
"reject si7e, normally measured by value 
Type of project, for example, office blocks OF industrial units 
Geographic location. 

Conflicting views of how contractors use and perceive a portfolio of projects is 
evident. A market sector view argues that they provide benefits to the larger 
rather than smaller contractor by: 

Facilitating the use of differential rates of profit between market sectors. 
Minimising the risk of one contract failing. 
Providing greater bargaining power with cIients due to other work in hand. 
Providing gains from acquisition of other contractors in terms of access to 
non-construction assets, rapid market entry without fear of retaliation, 
additional inanageiiient expertise, portfolios of contracts and contacts and 
membership of select tendering lists. 

On the other hand, empirical evidence indicates companies do not consider 
demand in terms of market sectors, with the exception of housing develop- 
ment, but in terms of technologies to execute project types. Managers assess 
projects in terms of project size, project complexity, construction method and 
the associated organisational and managerial requirements of the project. 
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in contracting the production base is transient, one-off and variable. The 
operating core of a contracting firm comprises numerous production bases, 
located in different geographical locations, at different stages in their produc- 
tion cycles and with different resourcing requirements depending on the 
project life cycle operating at that location. Potential capacity stems from the 
firm’s organisational structure and the accumuIated knowledge of manage- 
ment and support functions. Potential capacity is the ability to gear up for a 
higher workload in the operating core. 

Sub-contracting as a production strategy within project portfolios 

Much of the on-site production process is now sub-contrxted out to other firins 
and is has arisen due to increasing technical complexity of projects, changes in 
employment legislation over the last 20 years, increasing pressures on 
employers to reduce fixed costs and the short-term variability of workloads. 
The result has been a requirement to retain flexibility in the on-site production 
process. Sub-contracting also provides access to speciaIist knowledge that 
could be expensive to retain in-house. It is also a low-cost method of organising 
the work since parts of the production process are sub-let for a known price 
through competition. 

To be effective, subcontracting requires considerable co-operation between 
site management and sub-contractors but contractual responsibilities are a 
continual source of divisiveness and also profitability. Sub-contracting also has 
considerable social costs attached to it, for cxample, the apportioiiineiit of 
responsibility for health and safety, training and the undermining of the 
apprenticeship system. Due to the diversity of inputs, the one-off nature of the 
product from site to site, thc disruptivc effects of the weathcr and thc divcrsity 
of the workforce, site managers make many impromptu decisions, often 
without reference to senior managers. This requires a great deal of personal 
knowledge and an ability to be responsive to a wide range of problem situa- 
tions. Site management is also the focus of much of the inconsistency between 
company policy and actual site practice. 

Labour only sub-contracting (LOSC) will often attempt to determine from 
main contractors, in advance, which site agent will be in charge of a project and 
price their tender submission accordingly [20]. This clearly suggests sub- 
contractors placc a pricing premium or pcnalty on the abilities of site man- 
agement. 

One of the major defining characteristics of the construction labour force is 
thc differing skill Icvcls. Skill is a social coiistruct and cniifcrs diffcrciit dcgrccs 
of status, earning power, industrial influence, exclusion and task competency. 
At the operative level most skills and abilities are readily transferable. 

General labourers form the largest group of operatives within construction 
and account for 2530% of the workforce in building and over 40% in civil 
engineering. There is also a marked difference between the skilled labour 



A synthesis of strategic management in construction 225 

required for building and civil engineering projects. Of the 70% of skilled 
operatives in the industry, the four trades of carpenters and joiners, painters, 
bricklayers and mechanical plant operators account for over half the workforce. 
Plant operators are employed to a greater extent in civil engineering projects. 
On large construction sites in particular there is a wide diversity of crafts, often 
represented by different unions and with differing employer-union agree- 
ments in existence. 

There are two key issues to consider in procuring subcontract labour as a 
resource input [l]. The first relates to its scarcity. The inore scarce a particular 
type of labour the greater its bi-lrgaining power. The second relates to the extent 
of labour organisation. Organiscd labour, through unions or trade associations, 
has greater bargaining power. Cher time, the labour force in construction has 
become highly fragmented. LOSC has been iin emotive subject in the industry 
for man): years and has caused a crisis in trade unionism in construction. 
Hillebrandt e t  nl. 131 conclude that it is here to stay and is deeply embedded in 
the employment practices of the industry. 

In addition to the foregoing, labour mobility and operative attitudes are also 
influencing factors in the operating core. Labour mobility into, out of and 
within the construction industry is a key issue in the production process and 
has implications for skills development in the industry. High levels of labour 
turnover and stability can coexist easily within construction 1211. The operating 
core also comprises different mixes of resource inputs, required at different 
stages of the project life cycle on-site, different types of subcontractor with 
different trade union memberships and operative attitudes. ‘I’hese are key 
inputs from the contractor’s supp1y chain into the production process. Site 
inanageinent is, therefore, a key knowledge-based source of competitive 
advantage ciipable of building and losing reputation and also includes the 
capability to manage and usc sitc bascd innovations that occur at the workfacc. 
Site management level is one of the key sources of distinctive capability for 
competitive advantage in terms of firms’ organisational architecture for 
managing the on-site innovation process and building project site-based 
reputation for delivery to the client. 

Management as a source of competitive advantage 

To forrnulatc a competitive strategy it is important to isolate areas where the 
company has distinctive capabilities. Construction is a knowledge-based 
industry where similar technologies are available to competitors but it is how it is 
used that provides the compctitivc edge. Knowledge rcsidcs at regional sub- 
sidiary level in terms of detailed market knowledge and client contacts. 
Knowkdge also resides with specialist sub-contractors and again this will be 
available to competitors through the sub-contracting process. Through rela- 
tional contracts and the use of key supplier lists, contractors are in a better 
position to retain preferential access to such knowledge. Earlier chapters 
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identified the fact that there is a hierarchy of sources of competitive advantage 
and that contractors compete on both low and high order factors, some of which 
are sustainable only in the short term whilst others have the potential to be 
sustainable in the longer term. Competitive advantage also requires the analysis 
of value-adding activities and how these are configured into a value chain. Much 
of the value-adding activities in construction revolve around team and indi- 
vidual knowledge. Construction relies extensively on project team working and 
problem solving and isolating competitive advantages in construction can be 
difficult since there is a high incidence of knowledge-based advantages residing 
in project teams at different levels in the firm's structure. Some authors have 
suggcstcd that distinctive capabilities, which providc sourccs of compctitivc 
advantage, can be found in the operating core of a company, for example, at site 
level in contracting. Train-spa:ifir: d 7 7 m ~ t q p  exist in the operating core, in the 
bidding strategy process during the adjudication stage and also in the selection 
of plant and equipment and in the planning and scheduling of resources. 

'Ihe preceding is arguing that the management resource at all levels is a key 
competitive resource. Recent empirical evidence alludes to a different picture 
in practice, especially when recession hits hard. During the last recession 
staffing cuts were both deep and wide-ranging. The result has been a change in 
employment patterns, with greater use of staff contracted in on a project-by- 
project basis and a greater acceptance of agency staff. This did not negate the 
need for a cadre of permanent staff to manage sites. Senior managers have 
always highlighted the importance of people and managers but the actions 
taken by thein when recessionary pressures hit have implied a lack of iiiipor- 
tsncc of the iiidividusl except for very special rneinbcrs of staff. [his has also 
been refiected in the attitudes of firms to a decline in graduate recruitment, the 
neglect of management development and training and the status of the per- 
soiincl function. Training is a kcy competitivc wcapon in a pcoplc-iiitcnsive, 
knowledge-based industry and graduates provide a source of highly educated 
probIem solvers. The human resource function appears to be one of the critical 
roles in continuing to develop a management cadre at all levels within the 
construction firm. Knowledge-based assets at all levels will be located and 
embedded in the distinctive capabilities stemming from organisational archi- 
tecture, reputation and innovation. A disregard for investment in continually 
upgrading management is striking at the heart of the knowledge-based asset in 
firms. 

The ncxt scction rcvicws thc role of supply chain management as a source of 
competitive advantage. 

Supply chain management in construction 

The supply chain system in construction comprises two components, the 
demand chains of numerous clients and the supply chain of the main con- 
tractor that has to respond to a diverse range of client types, and hence demand 



A synthesis of strategic management in construction 227 

chains. Supply chain management (SCM) is now no longer an operational issue 
and involves thinking about activities within the supply and purchasing 
function that are internal and external to the firm. Supply chains in construction 
can be classified as 1221: 

Professional services. These suppliers provide a combination of skills and 
intellectual property in the process, typically comprising the designers and 
other professional consultants. 
Construction and assembly - the on-site construction process - is highly 
skills-focused and i-llso forms part of the service sector of the industry. 
Materials and products. These comprise tlic materials, products and hired 
plant. 

Supply chain strategy for contractors is concerned with assembling the right 
teams, at the right times and in the right locations to manufacture a wide 
spectrum of products for nuinerous clients. Each client requires a different 
response from the contractor’s supply chain, indicating different strategies to 
accommodate the needs of each. Some permit the main contractor to standar- 
dise processes and procedures and components (process and portfolio clients), 
others require a more or less unique response, permitting no or limited stan- 
dardisation (unique and custoinised clients). 

The main contractor acts as a supply chain hub and organises the logistics 
activities of Move and Store and the production activity of Make at different 
geographic locations. SCM could invoIve a closer working relationship 
between organisations such tha t  for certain types of clients, tlie volume pro- 
curers for example, key suppliers could provide an  enhanced service through 
greater knowledge of the client business environment and their longer term 
direction. This would requirc iiicrcascd lcvcIs of trust on both sides. The 
adoption of formal protocols within supply chains is seen as essential. 
Experience from pathfinder Prime Contracts and Partnering studies also 
indicates that developing incentive systems through the supply chain is one of 
the more difficult areas. 

Adopting SCM principles will also involve a cultural change and increased 
commitment to joint training initiatives. Supply chain strategy has also to be 
attuned to the different forms of procurement systems generated by the client 
demand chains since they have a fundamental impact on value through the 
managemcnt of tirnc, cost, quality, functionality and tlic allocation and man- 
agement of risk. Main contractors will need to develop a portfolio of supply 
chain strategies depending on client types/ their requirements, the geographic 
location of projects and the product typc. This may involve them i n  considcr- 
able process design and redesign. 

Figure 10.2 sets out a framework for supply chain management within the 
contracting firm. 

The next section explores the strategic management issues in international 
construction. 
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Fig. 10.2 A framework for construction supply chain management in the construction firm. 
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International construction 

The internationalisation of UK construction firms has gained momentum 
during the last fifty years. UK firms are now facing corporate decisions on 
whether they want to become global players as a key part of their business 
strategy or remain within the confines of the domestic market, perhaps only 
venturing overseas to satisfy the requirements of key clients. 

The global construction industry is large, described as fragmented and very 
competitive. Internationally, contractors are involved in a process of demand 
searching. Porter’s ‘national diamond’ [2.3] and the eclectic paradigm are two 
frameworks that provide a powerful analytical tool for strategists. There are 
country-specific (CSAs) firm-specific (FSAs) and industry-specific (ISAs) 
advantages, forming part of ownership advantages. Country-specific advan- 
tages focus attention on host nation issues. Firm-specific advantages focus 
attention on those issues that are specific to a company and distinguish it from 
its competitors. Firm-specific advantages include system-based advantages, 
the fact that a firm can be located in different nations and has the opportunity to 
use its international organisational structure and network of activities to 
compete. System-based advantages in international construction included 
worldwide procurement of materials and information exchange. The addition 
of team specific advantages (TSAs) as a sub-set of firm-specific advantages also 
focuses attention on the importance of team-based project management skills 
1241. Depending on how the project is set up and financed, project team skills 
become important where different specialists are drawn together: 

at project inception level 
a t  bidding strategy level 
at design/contract team level 
at production level in the operating core, where site management may face 
additionally a situation of managing a muIticuhral operative workforce. 

In a multicultural environment, managers can [25]: 

Choose to ignore cultural differences and focus on the attainment of project 
and business objectives; 
Choose to take cultural background into account and design the appropriate 
authvrity structures, control systems and methods of inducement; 
Crcatc cultural syncrgics by, for cxaniplc, capitalising on thc group oricn- 
tation of a culture; 
Create J. strong ’organisational culture’ where the beliefs, attitudes and 
accepted behaviours and norms of the firm can override or modify national 
cuItura1 charactcristics. 

Finally, there can be locational advantages (or disadvantages) of both the home 
and host nation. 
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A inajor review of the coinpetitiveness of European contractors in a globa- 
lising construction market identified the international contractor’s core com- 
petencies as widening and defined the emerging international contractor as one 
that is: 

‘a project-centred organisation able to provide flexible logistic skills, manage 
human resources, provide construction technical skills, organise a network of 
specialist, have the ability to organise and control financial packages, man- 
age a coinplex multi-layered and multi-skilled organisation, which in coin- 
bination can deliver an integrated global offer’ [4]. 

The key sources of competitive advantage for international contractors are: 

The ability to provide attractive financial packages. 
The ability to build winning alliances. Alliances can be global or local, may 
go beyond the industry boundaries to include clients and financial institu- 
tions or they can be short-term and project-specific or longer term and 
whole-lif e focused. 
The ability to accept and manage risk. 
The ability to invest in sales and R&D. 
The identification of clieiitluser needs through market research. 
The ability to procure on a global basis. 
Technical expertise and the right technology. The question is whether these 
art: threshold coinpetencies or core conipetencies providing a coinpetitive 
advantage when unpacked against tlic competition. Members of the eLSE- 
wise project were clear that technical competency would not be a source of 
sustainable competitive advantage amongst serious competitors for a pro- 
ject unless it was derived from proprietary knowledge. 
The integration of local and global knowledge. 
Political backing. 

Competing internationally in construction therefore Involves considering the 
relationships between country-specific, firm-specific, including team-specific 
and system-based advantages, and locational advantages. 

Conclusions on managing construction corporations 

The long-term subletting out of the production process combined with short- 
tcrm worlrload variability and the successive impacts of booms and recessions 
has created the requirement for organisationat flexibility to ensure a minimum 
of capital Iocked up in fixed and human assets. There is an unwillingness to 
invest in management development and training, graduate recruitment and 
also to sub-contract out much of the production process to others. The oper- 
ating core of the contracting company is now characterised by a myriad net- 
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work of sub-contractors of various types, employed with different contractual 
obligations, rights and liabilities, where, in addition, certain categories of sub- 
contractors often sublet the fixing and installation of products to self-employed 
specialists. Main contractors have now become resource acquirers, allocators 
and managers where traditional forms of contract have been at the heart of the 
market exchange relationship at all levels of the firm. 

This chapter has highlighted the importance of developing managers at all 
levels to manage the firm strategically during periods of boom and recession, to 
manage within operating divisions and within regionally-based organisational 
structures and in the on-site operating core. Managers in the industry have 
consistently stressed the importancc of pcoplc in the industry but the evidence 
suggests that this is not always put into practice. Construction is a knowledge- 
based industry, in much the same way as the inforination technology software 
industry or the engineering consulting industry. Knowledge development, 
maintenance and exploitation are the only sustainable source of competitive 
advantage for a contractor in the long term, whether locally, regionally, 
nationally or internationally. The empirical evidence suggests clearly that the 
strategic actions of managers in the industry pay scant regard to the core 
competencies that can be developed from knowledge assets in construction. 

Hillebrandt et nl. 131 concluded in 1995 that an elite group of large firms could 
emerge due to the significant capital requirements for projects. They also 
foresaw the possibility of the demise of the family firm. The requirement for 
bonding requirements on projects would aIso create entry barriers for many 
firms. 'l'heir prediction about an elite group in the industry is now well under 
way, with tlic iicwcr procurcinent routes such ds 1-W and I'riiiie Contracting 
alinost certainly cementing further an already hierachical structure in the 
industry. The newer procurement routes will move competition to one of long- 
tcrm rclational contracts rcquiring trust arid team working within supply 
chains. The elite group of contractors will be the core constellation of supply 
chain leaders and global players of the future. 

The consultants - the construction professions 

Not only do contractors have to think strategically but consultants have long 
operated in a competitive environment. The professional consultants in con- 
struction can be broken down into two broad groups: designers, namely, 
architects and the different speciaiism within the engineering profession; and 
surveyors, also of different specialism. For a variety of Iiistorical, status and 
compctitivc reasons the construction prnfcssions arc now facing intra- and 
inter-professional competitive rivalry. 'l'he effects of the industry environment 
vary according to the size of the consultancy. CIient commercial pressures in 
terms of greater requirements for financial, cost, legal and management control 
of the building process - areas where architects, for example, are under con- 
siderable threat from surveyors - are likely to exaggerate the shift towards 
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design for architectural and engineering consultants. Clients are blurring the 
distinctions between professional and commercial services. Many consultancy 
firms will find this transition and its implications difficult to make or 
appreciate. 

The operating environments of small practices diverge on a number of fac- 
tors from those of the medium to large-sized firms and reflect the nature of the 
underlying power base, the nature of the client base and the strategic asset 
stock possessed by practices. The conditions surrounding small practices tend 
towards professionalism. These firms deal in sinall value projects and a con- 
sumer group of clients that are relatively dependent and unorganised. More- 
over, profcssional tasks conccrn largely thc core tcchnical tasks and 
professional boundaries remain largely intact. However, as practices expand 
they encounter different operating environments. The larger practices operate 
under corporate patronage. The larger, more powerful clientele influence 
market conditions surrounding the high value projects. The independent and 
unexploitable nature of the client is presented by the willingness to procure 
professional services outwith the traditional professional domain, for example, 
from contractors. The knowledge/power base does not rest on the core pro- 
fessional body of knowledge but rather on sectorally specialised knowledge 
and management competence. No profession has managed to incorporate the 
'management knowledge base' within its exclusive professional domain, nor is 
it likely to, given the prevalent market conditions. 

The task facing construction professions concerns cannibafising valuable 
knowledge and techniques froin other occupations while retaining a iiionopoly 
over tlicir own [26]. ' I  lie control that the professions possessed over intra- 
professional competition has been eroded by a number of factors. These 
include an over abundance of supply, the abolition of fee scales and the 
rclaxation of marketing constraints. 

Inter-professional challenges are evident over two related dimensions: 

a KO single profession/occupation has established supremacy in the newly 
emergent management services. This fact produces a complex occupational 
map with a variety of professional groupings tapping into this power base 
to extract leverage in the market place. 

a The translation of the occupational knowledge base into an organisational 
strategy and subsequent performance in the market depends on two other 
strcams of knowledge, namely, computcr/information technology and 
marketing. 

Thc professional institutions arc faced with a situation whcrc the opcrating 
conditions differ according to practice size. I'he need for the incorporation and 
development of other streams of knowkdge is becoming apparent. Profes- 
sional power is captured by two critical dimensions of professional service, 
cruciality and mystique, exercised under the prevailing socio-economic con- 
ditions found in the market place. The potency of professional power and the 
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extent to which it can be leveraged in the inarket place depends on the char- 
acteristics of the clients served by a profession. As client power increases, 
occupational control through professionalism decreases and corporate 
patronage prevails. Professional power is not necessarily distributed uniformly 
across a profession. Different levels of professional or expert power are avail- 
abIe to segment of professional members. 

The strategic group concept provided a theoretical framework that mediates 
the industry and individual firm levels for analysing professional firms. In the 
empirical study of architects and quantity surveyors, four strategic groups 
were identified. The performance of the strategic groups, measured by fees 
generated per head of professional and tcclinical staff varicd across groups. 
The main influencing factors on performance were the underlying power base 
associated with a professional segment; the strategic assets possessed by firins 
and the extent to which firms pursued a competitive pricing strategy without 
the benefit of supporting computer technology. The implications of the 
empirical analysis were translated subsequently into implications for different 
sizes of consultancy firm. 

At the level of the profession, the data clearly demonstrate a divergence 
between small practices and the medium/large practices in terms of the 
prevalent knowledge bases and the organisational strategies used to translate 
that knowledge into inarket relevance. Two major implications stein from this 
for the professional institutions: 

'l'he survival and future prosperity of the professions within the different 
domains nccds to be differentially addressed by tlic professional insti- 
tutions. 

+ Practices in different environments require appropriately focused support 
from the respective profcssional associations. 

Implications for professional practices and the building professions 
by size of firm 

Small sized firms (fewer than five staff) 

Small practices are operating under conditions of professionalism, although the 
occupational control strategies of mandatory fee scales and marketing con- 
straints arc no longer enforced. The results from this study indicate the small 
firm sector is the bedrock of professionalism and there is relatively little 
divergence from the traditional position of the professions studied, even 
though thc occupational control stratcgics liavc bccn rcmovcd. Prnfcssional 
boundaries tend to remain intact because the services being offered are sub- 
stantialIy based on the core professional functions. The small firm sector, as a 
whole, is generally under considerable financial pressure. 

Small firms operate in an environment characterised predominantly by small 
(value) projects within the private sector. The potential breadth of strategic 
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assets and the scope of operations are generally limited. This is as a direct result 
of limited resources, particularly human resources available to small firms. The 
majority of small firms operate within the occupational segment that depends 
primarily on the profession’s core knowledge base for leverage in the market 
place (low cruciality and low mystique). A particularly significant decision for 
many small firms is whether it should attempt to deveIop resources that would 
permit it to operate within segments in which it may tap the power bases 
associated with the management service sector and/or complex innovative 
projects. Small firins are generally operating in an environment where fee 
generation potential is at a minimum and they are utilising the cure knowledge 
basc of thc profession. A number of strategic choiccs havc bccn idcntificd for 
this size of firm: 

Developing a competitive pricing strategy supported by a productivity 
focused computer based infrastructure whilst seeking to develop good 
working relationships with industrial rather than consumer clients. l’he 
former places fewer demands on developing a Comprehensive marketing 
strategy. 
Developing a wide ranging computer based resource and comprehensive 
marketing strategy aimed at highlighting the expertise of the practice in 
specific market sectors. This holds the best prospects for those firms that 
already have a favourable reputation in the marketplace. 

Moveinent into a highly complex, innovative environinent for sinall firins can 
be achieved by collaborating with firms on large projects. 

Medium sized firms (&20 stag  

The expansion from small to medium sized practices is accompanied by a move 
out of the professional knowledge domain and a shift from strategic groups 
that rely heavily on expertise and reputation to one where computer-based 
assets and marketing are well developed. Whle the small firms are con- 
centrated within the segment where the knowledge base is associated with the 
core professional body of knowledge, the medium sized firms are distributed 
over a wider range of segments. This indicates that as firms expand in size, they 
develop services/ assets that permit them to tap the power bases associated 
with managcmcnt scrviccs and complcx/ innovativc pmjccts. Thcy also scck 
higher project value environinents as they move out of the ‘IOW mystique and 
IOM/ cruciality’ segment associated with small value projects. A particular 
problcm faccd by thc rncdium sizcd firms opcrating this cnvirnnmcnt is that 
because projects tend to be small, a higher number of commissions have to be 
secured to generate the same fees per head ratio. 

For medium sized firms the best prospects fur development involve moving 
out of the traditional professional knowledge base and into the provision of 
management services. This will, however, move them into a highly competitive 
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environment and they will need, at the same time, to develop competitive 
pricing strategies, supported by a computer-based asset, and a comprehensive 
marketing strategy. Medium sized firms operating on highly complex/ inno- 
vative projects do not tend to achieve superior performance results. 

Large firms (more than 20 staftj 

The large firms congregate around segments with power bases established on 
management services and tend to be the highest performers in terins of fees 
generated. The importance of having a wide array of strategic resources in 
tcrtns of computer-based assets, scctoral syccialisation and marketing is 
reflected in the distribution of large firms among the strategic groups. 

As large practices venture into environmrnts where projects are complex or 
require high levels of creative input the Performance results tend to drop. This 
is attributed to the higher levels of senior professionals' effort and time spent in 
solving coinplex problems. It is in this area that the presence of competition 
from management contractors and construction managers is being felt the 
most. This is supported by comments made by Latham [27] is his wide ranging 
review of procurement and contractual arrangements in the UK construction 
industry. The rise of contractor-led procurement has opened a window of 
opportunity for contractors to leverage their kiiowledge/power base associated 
with management of the project development process, particularly in the 
complex/innovative projects requiring cruciaI management input. 

Conclusions on managing construction consultancies 

Medium and large practiccs tcnd to operate in cnvironmcnts characterised by 
corporate patronage, including private clients commissioning large projects, 
the public sector and contractors. These are the experienced clients and the data 
indicate they are neither exploitable nor dependent on professionals. These 
clients have choice that can be exercised in the market place for the emergent 
services. The extensive use of marketing indicates that large practices have 
made full use of the relaxation of occupational controls. 'Client care' is essential 
for these firms. They are operating in a very competitive arena where a range of 
strategic assets are required for survival ai-td continued development. 

Thc data from this study indicates that the large quantity surveying and 
architectural practices compete directly in the management sector, where they 
will also encounter competition from the contractors. Within this environment, 
not only arc occupational control stratcgics dissolved b u t  also professional 
boundaries are no longer distinct. 'l'he development of a body of knowledge 
concerning management-based services is increasingly becoming vital to the 
continuing professionalisation process. 

The data presented here are also clear. There are different bodies of know- 
ledge within the professions that permit leverage in the market place in dif- 
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ferent ways through the translation of this into competencies. Management- 
based knowledge and sectoral specialisation are considered bodies of know- 
ledge that define the emerging power bases and are rooted in the construction 
and property fields. A number of issues stem from this for the professional 
institutions: 

The manner in which these emergent bodies of knowledge should be 
developed and incorporated within the professions' bodies of knowledge 
and the way they should be imparted in formal training. 
The development of a framework within which they may be developed in 
current practising firms, especially the smaller firms that wish to expand. 
The manner in which competence and specialisation in these fields may be 
recognisrd within the professional credential system. 
The marketing of the professions' new competence in the new areas. 

Marketing management has been identified as significant in translating the 
underlying professional knowledge base into market relevance. Computer- 
based knowledge has a dual role: first, its development within the occupational 
body of knowledge as a catalyst for new services using the technology; second, 
its application at the organisational level for increasing productivity and to 
support a competitive pricing strategy. 

Finally, the professional institutions will need to consider their role as the 
repository, tester and qualifier of knowledge for practice. This should involve 
considerations of the extent to which they einbrace the bodies of knowledge 
identified above to support membership in tlie sliort term in the context of 
orgcinisationai strategies and in the longer term for occupational strategy. This 
is in addition to the development of the core body of professional knowledge. 

The ncxt section rcachcs a series of conclusions about strategic management 
in construction and develops a managerial framework to assist managers in the 
strategic management process. 

Conclusions 

This chapter has drawn together a number of major themes running through 
the hook. Its primary focus has been to place consbuction firms in the context of 
thcorics of organisation, organisational bchavinur, ccnnntnics and corporatc 
strategy, with a view to developing insights into how to achieve competitive 
advantage in construction. 

Onc thing that has bccomc abundantly dcar is that thc tcl-minology uscd to 
describe construction firms needs to be mure precise. 'l'he larger construction 
firms have now become so diversified that contracting forms only a part of their 
overall operations. Hillebrandt & Cannon [28] suggested using 'construction 
firm' to refer to the diversified company operating in the construction industry, 
and 'contracting firm' to refer to a company operating purely to erect or modify 
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structures. This has been elaborated further in this book. Where possible, 
reference has been made to those issues that will affect an analysis of the 
diversified construction company. It has also become abundantly clear that 
theories of ’construction companies’ now need to be developed. The analysis 
presented in this and earlier chapters indicates that construction firms need to 
be close to the market, both in terms of client and consultant contacts, and for 
more detailed knowledge of labour conditions and localised economic 
environments. The strategic management process in construction companies 
should be a coinbination of both ’bottom-up’ and ’top-down’ procedures: 
‘bottom-up’ so that strategists can incorporate localised market knowledge into 
their thinking in order to remain i n  contact with the market place, in general, 
and ensure that the strategic gestalt is maintained; ’top-down’ to ensure that the 
vision and direction of the company is communicated throughout the firm to 
enable a common direction and purpose to be developed or maintained. This 
approach to strategic management should facilitate the ’loose-tight’ style of 
management. Major international forces are now at work in the environment 
that will have a significant impact on domestic construction industries and 
those firms operating internationally. 

Equally, since deregulation, consultancy firms have also become major 
players in offering a wide range of services, many of which bring them into 
direct competition with each other or construction firms. They are also facing 
significant pressures for change on their traditional roles in the industry. 

A contingency model of strategic management for construction 

Figure 10.3 sets out the basic framework of the contingency model of strategic 
management in construction, drawing together thc important issues from each 
chapter. 

The model can be used as the first step in the strategic analysis of a firm, 
making reference to the relevant sections in each chapter for understanding the 
components of the analysis. The depth to which the analysis is taken depends 
very much on the size of firm and the resources available for the analysis. In 
conclusion, Clark [29], using empirical research, asserts that large firms in 
particular have repertoires of multiple structures. The analysis of the evolution 
of the construction industry since the 1950s has suggested that different 
cnvironmcntal conditions have cmergcd, rcyuiring diffcrcnt responses from 
senior inanagers and their organisalions. Firms, having faced such different 
environmental conditions, would have stored within their collective experience 
diffcrcnt structural repertoires. Sonic organisatinnal structures would lie dor- 
mant for lung periods of time to re-emerge when required by forces within the 
environment and/or within the firm. Lansley 1301 has argued that as a con- 
sequence of a downturn in economic activity there are environmental pressures 
on firms to rationalise and hence adopt innovation and new value systems 
ready for the next upswing in economic activity. 
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A number of typologies have been put forward for describing firms in the 
construction industry. Reference has been made to some of these throughout 
the preceding chapters. However, the typology suggested by Mintzberg [7] is 
useful in moving towards the implications for strategic management in con- 
struction and this is outlined below. 

Simple structure 

This structure is endemic in the construction industry. I t  is typified by miniinal 
structure and is organic. The problem for this organisationi-ll type is that the 
operating and strategic decision-making processes oftcn become intcrmixcd 
and overlap. As a result of organisational size, the strategic management 
process if present in any identifiable form, wiII probably be incremental, short 
term and reactive. The simple structure characterises many sub-contracting 
firms. 

Simple professional structure 

This structure is a characteristic of the small consultancy organisation. Small 
architectural practices have been identified as being highly organic. This stems 
from the fact that they face environnients that are dynainic because of the 
volatility of workloads. 

Professional bureaucracies 

As coiisultancy firms become larger the emergence of this structure occurs 
where the emphasis for the production level is on standardised skills. This 
structurc typifics the mcdiurn and large consulta~icy firms prior to thc removal 
of scales of fees. In this respect, the environments faced by these firms were 
relatively predictable since they were likely to have a more stable clientele and 
revenue generation was controlled. However, due to the introduction of 
competitive fee bids and the fact that client pressures are changing, the pro- 
fessional bureaucracy may give way to a number of different structural forms 
in the professions. In this instance the pull by market forces could be towards 
adhocracy or machine bureaucracy depending on the degree of personal ser- 
vices or technology empliasised in the production core and the degree to which 
thc control over standardisation is intcrnaIIy or externally gcncratcd. However, 
the iinportant point is that for consultancy firins moving away from the pro- 
fessional bureaucratic form the strategic management process would be dif- 
ferent in cach case. For the consultancy firm investing hcavily in technology to 
gain a competitive edge, the strategic management process would favour the 
systematic planning mode to enable the firm tu keep abreast of technological 
developments. For the consultancy firm moving towards adhocracy, where the 
emphasis is on a personalised client-oriented service, the emphasis would 
favour the systematic ad hoc mode. 
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Depending on their size, construction corporations will have the most 
complex structural forms in terms of Mintzberg's typology. The large, multiple 
SBU construction organisations will have a dizkiorznl structure. However, the 
nature of each division will be different. For example, in those construction 
companies with divisions that cover building materials (machine bureaucracy), 
property deveIopment and project management (professional bureaucracy/ 
adhocracy) and contracting (adhocracy), the strategic management process 
becomes one of managing divisional interdependencies and disparities 
between market structures. 

The tracing of the environmental evolution of the construction industry since 
the Second World War has highlighted thc fact that familiarisation of present 
and future environments is assisted by a formal strategic planning process and 
the deveIopment of a clear vision of the future direction o f  the firm, its objec- 
tives and a set of strategies to meet those objectives. Chapter 8, which looked at 
futures, highlighted the fact that underpinning this work is uncertainty and a 
philosophy of change. Ansoff 191 has argued that under a given set of 
environmental conditions ranges of strategic behaviours are possible. The 
message conveyed here is that regardless of the size of a firm, strategic deci- 
sions can be made that increase the degree of 'fit' between the firm and its 
business environment and hence improve its chance of survival. The exam- 
ination of futures highlighted three fundamental questions that can be 
addressed regardless of firm size. To reiterate, these were: 

rn What choices do 1 have? 'l'liis question focuses the mind on constraints and 
associated resource implications. Again, this has to take account of orga- 
nisational politics. 

+ What do I know? This question firmly addresses the current knowledge 
basc of tlic firm. A range of tcchniqucs can bc used to address this issue of a 
firm's capabilities. 

rn What do I prefer? Preferences usually involve some political consequences 
within organisations. 

The size of firm will obviously have an impact on the degree to which futures 
work can subsequently be used. For example, the use of models, traces or 
analysis of witnesses to create alternative possible futures would be beyond the 
scope of many organisations within construction. I Iowever, this does not 
ncgatc the principlcs upon which it is bascd. For cxamplc, the board of 
directors of a medium-sized contracting or consuhicy firm could generate a 
series of possible futures based on their o w n  knowledge of the industry. The 
choicc of ycrliaps a cnuplc of probablc fu turcs  ~vould sciisitisc scnior Inan- 
agement to a range of issues that the firm may not have considered. If a series of 
alternative strategies are developed for these probable futures, the firm has 
moved towards second generation or contingency planning. The problem 
associated with exploring and examining possibilities, which the imple- 
mentation of futures work entails, is that it involves threats and challenges to 
existing ways of thinking and modes of behaviour. There is no reason why a 
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'futures' type of analysis could not be undertaken in either the systematic 
planning or systematic ad hoc modes. 

The generation of alternative courses of action, or as the review of futures 
work has suggested, of alternative possible futures, will facilitate flexibility. 
The key issue is that a firm's senior managers, as the strategic decision-makers, 
have a commercial role to play in shaping the flexibIe firm. Of the five criteria 
isolated and suggested by Lansley e t  al. [31]. for strategic flexibility, three are 
directly related to the actions of senior management and the other two stem 
froin such action, with their effects being felt by employees. 

The crux of this i-lni-llysis is that the construction industry is heavily depen- 
dent on human capital. In practice this means, for a firm: 

(1) 

(2) 

(3) 
(4) 

using the knowledge the firm owm. This knowledge may be held by 
incln7idual employees or embedded in procedures or documents 
the firm's ability to learn from the past in order to be better able to predict 
the future 
investing in training or management development 
evaluating the firm's vulnerability to the erosion of knowledge through 
staff turnover. 

To achieve these factors and translate them into strategic management beha- 
viour it is likely that the firm will need to co-operate with other in the market to 
achieve competitive advantage. The watchword is competition through co- 
operation. 
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