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ABSTRACT

The study is concerned with perception and management of risk
by decision makers in the competitive bidding sector of the British

Construction industry.

The purpose of the study was to demonstrate that, contrary to the
implicit assumption of earlier research on this subject, perception and
management of risk in decision making is not an exclusive preserve of
buyers alone, but that sellers alsc perceive and manage risks in their

selling decision making process.

The study was concerned mainly with seller organisations. However,
customers were also included so that comparisons between the views of
sellers and the buyers could be made on a limited number of issues in

order to reinforce particular points of view.

In spite of the exploratory nature of the study, three hypotheses,
based on the literature review, were examined. After a careful con-
sideration of relevant factors, 200 construction companies of different
sizes, operating in the competitive bidding sector of the industry, and
150 customers representing nine different sectors, were selected at

random for the main and the subsidiary samples respectively.

A questionnaire, with a covering letter, was mailed direct to the
Managing Director or Chief Executive of each of the organisations
included in the samples. From the main sample, 63.5% responded, out
of which 47.0% of the replies were usable. In the case of the subsidiary

sample, 67.3% responded, out of which 56.0% of the replies were usable.

Data analysis indicated that, (a) most construction companies -
the sellers - perceived and managed risks in their contract selling
decision making process; (b) in spite of the relevance of the marketing
concept, most traditional marketing methods were not effective in the
competitive bidding sector of the industry; and (c) a careful evaluation
of the critical phases through which a contract decision process evolved
was essential for effective management of risks inherent in construction

contracts.
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Chapter One

General Introduction

Most business organisations are becoming increasingly aware of
the fact that their survival depends very much on their efficiency
(1) (2)

in decision making. According to Adler , Lorange and Norman ’
this is because "all business decisions involve risk", and "every
managerial situation comes down to a decision about risk and

reward".

However, risk is a subjective concept. BAs such, most business
decision making processes involve some normative as well as
positive comparative evaluation of alternatives available to the

(3)

decision maker .

The result is that the final choice decision is normally
based, not only on the decision maker's perception of the
advantages and disadvantages or risks, which are associated with
each of the alternatives considered, but also on his attitude

toward what he may perceive as risks.

This suggests that since the comparative evaluation of
available alternatives enables the decision maker to identify the
risks inherent in each of the alternatives considered, the choice
of a particular decision, or alternative, implies that the decision
maker has also taken into consideration the strategies which will

be used to manage the risks inherent in the decision.

In this regard therefore, the importance of identification or
perception and management of risk in decision making, in terms of
the survival of the businesss organisation, cannot be

over-emphasised.



In marketing, a considerable number of research studies have

been undertaken on perception and management of risk by decision

makers.

However, apart from the fact that, most of these studies deal
with individual decision makers in consumer buying situations
involving relatively small amounts of money, virtually all the

studies are concerned with buyers as opposed to sellers.

This pre~occupation seems to be based on an implicit

assumption that only buyers perceive and manage risk in their

decision making process.

The assumption itself, especially as it applies to the

industrial market, seems to be based on the traditional view of

industrial marketing that tends to ignore the considerable
interactions which normally take place between the buyer and the
seller in the industrial market, as well as the subsequent effects

(4)

of these interactions on the seller organisation .

As Hakansson, et al(s) have demonstrated, it is becoming
increasingly obvious that, in terms of perception and management of
risk, such interactions produce not only some adjustments, but also

some form of counter-measures from each of the parties concerned,

in order to safeguard their interests.

Purpose of the Study
The main purpose of this study is to challenge the assumption

that only buyers perceive and manage risk in their decision making
process, particularly in the context of the construction industry,
and to demonstrate that perception and management of risk in

decision making is not an exclusive preserve of buyers alone, but

that it is a common phenomenon which affects sellers as well in

their selling decision making process.



The construction industry is chosen for study with the primary
objective of establishing how construction companies interpret
their decision making process in terms of perception and management

of risk in competitive bidding contracts.

The justification for choosing the construction industry is
based on its importance to national economic development,
especially of Nigeria on which the study was initially intended to

be based.

Apart from the personal interest of the researcher, another
influencing factor is the fact that, most of the construction
industry is, in fact, part of the industrial market, producing and
marketing capital products, with most of the buying/selling

decision making being "organisational" rather than "personal".
g

In this regard, contract decision making is basically a
buying/selling decision. As such, it evolves through decision
phases and involves considerable amount of risks and interactions

between the buyer and the seller organisations.

Therefore, it is most likely and, indeed, natural, that while
the buyer may take measures to safeguard his own interest, the
seller too will take appropriate measures to identify and manage

what he may perceive as risks in the decision.

The General Hypotheses

In spite of the fact that this study is basically exploratory
in nature, the thesis has examined three main hypotheses.

The first hypothesis, H.., suggests that seller organisations,

1
represented by construction companies, perceive and manage risk in

their selling decision making process.



Specifically, it is hypothesised that-
Hl' Construction compnaies perceive risk in their decision to
tender for an accept construction contracts.

Accordingly, they take appropriate measures to manage the

perceived risk.

The second hypothesis, Hz., is concerned with acceptance and

application of marketing in the competitive bidding sector of the

construction industry.

It suggests that, although the marketing concept is relevant
in the construction industry, the nature of the industry makes it
difficult for traditional marketing methods to be effective in the

competitive bidding sector of the industry.

Specifically, it is hypothesised that-

H2. A traditional marketing approach is not effective in the
competitive bidding sector of the construction industry.
As such, the marketing department is not regarded in most
construction companies as an important part of the
"Selling Decision Centre".

The third hypothesis, H_., suggests a more broadly based

3
approach to risk management in construction contracts. It suggests
that risks in construction contracts are spread along the decision

phases through which a contract decision process evolves.
Specifically, this is stated in the hypothesis as-
H3. That in contract decision making, an analysis of the

relevant "focal points" is essential for effective

management of risks in the contract.



Outline of the Research Enquiry
Each of the above hypotheses is examined in the context of the

competitive bidding sector of the British construction industry.

The research itself is based on completed construction
contracts. This suggests that the research data is concerned with

how contract decisions had been made rather than how they will be

made.

This raises, not only the question of whether the respondent
will be able to recall accurately what actually happened when the
decisions were being made, but also the fear that the respondent's

answers may be influenced by his experience of the outcome of the

decision.

Obviously, this raises another question of how far back the
study should go, in view of the suspicion about the reliability of

the respondent's recall on decisions taken some years ago.



In the end, a compromise solution has to be found in order to
meet the dual requirements of "recency" of information supplied and
the basing of that information on completed construction contracts.
Each of the companies included in the sample was requested to base

its answers to the questionnaire on any one construction contract

it completed in 1982.

The customers, on the other hand, were requested to base their

answers on any one contract they had awarded “recently".

The main reason for the inclusion of customers in the study is
to make it possible for some limited comparisons to be made between
the views of the seller organisations and those of the buyers on a
limited number of issues especially where such comparisons are

likely to reinforce or buttress particular points of view.

A number of sampling frames have been used to select both the
companies (6), (7), (8) and the customers (9), (10) that make up

the main and subsidiary samples respectively.

In spite of the fact that the precise number of companies and
customers operating in the construction industry could not be
determined, two hundred (200) construction companies of different
sizes operating in the competitive bidding sector of the industry,
and one hundred and fifty (150) customers, representing nine
different sectors, have been selected for the main and subsidiary
samples respectively.

These sample sizes are considered large enough to provide, not
only reasonable response rates, but also responses that are truely

representative of the samples.

The research enquiry itself was designed not only to evaluate

the stated hypotheses, but also to solicit some exploratory
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information which will be used to draw some conclusions on certain

issues which may not be covered directly by the hypotheses.

A qguestionnaire, together with a covering letter, was mailed
to the Managing Director, or Chief Executive of each of the
companies and the customer organisations that were included in the

samples.

The letter introduced briefly (in absentia) the researcher and
the study. It requested each Managing Director or Chief Executive
to complete the guestionnaire or direct it to the appropriate
person(s) in his organisation who could answer the questions, and
then return the questionnaire, as soon as possible, in the stamped

addressed envelope provided for the purpose.

It also assured the respondent that neither he nor his
organisation would be identified, and that any information supplied
would be treated with strict confidence and used only for the

research purpose.

One hundred and twenty seven (127) companies (i.e. 63.5%)
responded, out of which ninety four (94) replies (i.e. 47.0%) were

usable.

In the case of the subsidiary sample, one hundred and one
(101) customer organisations (i.e. 67.3%) responded, out of which

eighty four (84) replies (i.e. 56.0%) were uable.

In view of the fact that the questionnaires were mailed, and
the fact that they were relatively long, the above response rates
were considered very good and sufficient to provide the required

data for the purpose for which the surveys were undertaken.
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The survey data was analysed through the use of a computer.

The results show that the hypotheses are supported.

Logic of the Literature Review

The literature review which follows, consists of five
Chapters, each focussing on different but related issues(s). The
purpose of the review is to provide the bases on which the general
hypotheses could be tested in the competitive bidding sector of the

British construction industry.

Chapter Two examines perception and management of risk by
decision makers. In particular, it deals with the review of

previous studies on perceived risk.

Since research studies on attitude and behaviour toward risk,
of buyers and sellers in the construction industry, and
consequently, how they manage perceived risks, are extremely
scanty, the review deals with some of the available literature on
how individual customers and business executives manage perceived

risks in their decision making process.

The relevance of the review of these studies lies in the fact
that risk is a subjective and situational concept. Secondly,
there is some evidence to suggest that some of the risk management
strategies which individual decision makers use tend to be
basically the same as those which organisations themselves use to

manage perceived risk.

Therefore, a review of literature which deals with relatively
simple risk situations is considered useful in explaining the
concept of risk as it affects the decision maker in the competitive

sector of the construction industry.
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From the review, it is obvious that, although a lot of
research studies have been undertaken on how buyers perceive and
manage risks, little or no attention has been given to the

behaviour of the sellers on the same issue.

In Chapter Three, the main emphasis is the importance of the
marketing concept in the survival of business organisations in free

market economies.

The chapter is split into three sections: Section One reviews
the problems associated with the definition of marketing. It
concludes that as a management function, marketing cannot be
isolated from other management functions and be expected to achieve

the desired results.

Section Two is concerned with the distinction between the
consumer goods market, and the industrial market. It identifies
the features of the industrial market, some of which provide some

link between the industrial market and the construction industry.

The link is also shown in Section Three, which reviews
industrial marketing in terms of inter-organisational interactions
which develop into relationships between the buyer and the seller

organisations.

However, in most cases, the life of the relationship is based
on the seller's ability to satisfy the buyer's needs, which very
often calls for a corporate marketing approach - a complete

involvement of the whole organisation.
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Chapter Four is concerned with the construction industry, with

the primary objective of presenting, in simple terms, the nature of
the industry in its three basic facets:

- what it does,

- the participants, and

- the nature of construction products.

The chapter itself is divided into two sections. The first

section establishes the basis on which the construction industry is

defined. It provides a general discussion on the industry's

participants and shows their dependence on one another, as well as

the industry's relationships to other industries. The section

shows that the features of the products which the industry produces

are a manifestation of the nature of the industry itself.

The second section takes up the problem of marketing in the

construction industry. It suggests that, in spite of its complex

nature, the construction industry can benefit from acceptance and
application of marketing.

However, because of the nature of the industry, it is
suggested that, for marketing to fulfil its risk management

function, the firm must understand the market in which it is

operating. This could be achieved through a careful analysis or

appraisal of both the market and the company itself in terms of its

strengths and weaknesses.

In Chapter Five, the primary objective is to show that a

construction contract decision making process is basically a

buying/selling decision.

The chapter is divided into two parts. The first part reviews

some of the models of organisational buying behaviour. The second

part shows that, a standard construction contract decision evolves
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through phases similar to those of a new-buy situation in the

industrial market.

However, each of the phases has some risks of varying degrees.
Therefore it is essential that the construction company should

analyse the phases - especially the critical ones - in order to

identify the risks involved.

This will place the firm in a better position to devise

suitable strategies to manage the perceived risk.

Chapter Six is concerned mainly with customers' post-purchase

satisfaction. It maintains that, in most cases, the buyer of a

construction contract does not get his post-purchase satisfaction
immediately. Normally, his post-purchase satisfaction would
depend on both the performance of the construction company - the

seller- on the project, and the performance of the product when it

is delivered.

In marketing terms, this provides an opportunity for the
seller to satisfy the buyer through his performance on the
contract, and the quality of the delivered product.

However, this depends, to a large extent, on the firm's

ability to manage its resources and other factors involved in the

execution of the contract. In other words, the ability of the

seller organisation to satisfy the buyer depends very much on the

seller's managerial capability to manage effectively and

efficiently the factors which are involved in the execution of the

contract.



Definition of Terms
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The following definition of terms will be used in this

thesis:~

Contract

Construction Product

Focal Points

Traditional Marketing
Methods

A full, free and voluntary agreement
between the buyer and the seller - the
construction company - which fulfills all
the conditions to create an obligation

which is enforceable in a Court of Law.

A completed construction project.

Very important buying/selling decision
phases on which the success or failure of

a buying/selling decision making depends.

Advertising, Distribution, Packaging,
Personal Selling, Promotions, Branding,

Positioning.
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CHAPTER TWO

Introduction

The aim of this chapter is to review some of the available
literature on perceived risk. However, the review does not include
literature on the construction industry because past research on
attitude (and behaviour toward risk) of buyers and sellers in the
construction industry, and consequently, how they manage perceived

risk, are extremely scanty.

There is no doubt that some studies(l)(z) have been undertaken
in the area of competitive bidding. However, these studies are
not reviewed here because the overall review of literature in this
study is intended to be spread over a number of chapters, each of

which has a different theme.

Consequently, the review in this chapter deals with some of
the available literature, on how individual customers, and business

executives deal with their perceived risk.

These studies are considered to be of some relevance because

of the following reasons:-

In the first place, risk means different things to different
people in different situations. A review of the literature which
deals with relatively simple risk situations is therefore
considered useful in explaining the concept of risk as it affects

the decision maker.

Secondly, there is some evidence to suggest that, since
organisations themselves are made up of people, in essence, some of

the risk-management mechanisms which the individual decision maker
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uses are basically similar to those which organisations use to

reduce their perceived risk.

It is, therefore, hoped that an understanding of how
individual consumers or decision makers perceive and handle risk
would go a long way in improving our understanding of how decision

makers in organisations perceive and handle their risk.

However, in doing this, I have decided to follow a sequence
which, it is hoped, will make for a better understanding of the

issues involved.

Consequently, the problems which are normally associated with
definitions of risk are first to be reviewed. Then, the

subjective nature of risk is demonstrated from earlier research.

At this juncture, it should have become clear that the problem
of the decision maker is primarily that of making the right
decision under conditions of risk and uncertainty. To deal with
the hazards of decision making therefore, the decision maker tends

to develop strategies to handle his perceived risk.

One interesting finding that has emerged from this review is
the evidence from earlier research which suggests that buyers have
developed risk-reducing strategies but that little attention has
been given to the behaviour of sellers. The absence of such

studies reinforces the potential benefits of the present research.

The lack of attention given to the behaviour of sellers toward
perceived risk can be explained by a number of implicit assumptions

which marketing authors seem to have made.
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For example, one possible assumption is that only buyers see
themselves threatened by perceived risk in a decision making

process.

This study does not share this view or assumption. In the
first place, buying decision, particularly in the industrial market
and the construction industry market, involve a lot of interactions
between the seller and the buyer organisations. It seems therefore
unrealistic to assume that the seller 1is not affected by the risk
management behaviour of the buyer, or the strategies which the

buyer may employ.

What this study proposes therefore, is that the seller also is
affected by the amount and type of risk he perceives in his
decision making. Consequently he takes appropriate measures to

manage his perceived risk.
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Chapter Two

Literature Review

Behaviour under Conditions of Risk

The concept of risk eludes precise definition in spite of the
fact that it has appeared in a number of studies. This situation
has come about as a result of the fact that risk is both a

statistical and an operational concept.

The statistical concept of risk is assumed to embody some

objectivity and is generally a matter of academic interest.

By contrast, the operational concept of risk is a contextual

phenomenon and its perception and definition tend to be subjective.

However, there is enough evidence to suggest that this is more

realistic to business and consumer behaviour in that -

"the individual manager, his judgement and his personal
preferences are, and will remain vital in reaching

(3)

better business decisions."

Opinions also differ about the precise definition of risk
because various disciplines tend to have their own different
approaches to the concept and study of risk. Thus, Pollatsek and
Tversky(4) observed that in economics and business literature the

main concern is with normative rather than descriptive issues.

"There, risk is defined either in terms of the
distribution of returns or in terms of the properties

of the utility function."
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Apart from these two factors, there is also a question of
whether risk and uncertainty are synonymous.

In their 'A Theory of Risk', Pollatsek and Tversky(s)
acknowledged the problems of defining risk. However, they
maintained that, in spite of the differences of opinions, three

basic assumptions are shared. These assumptions are that:

1) risk is a property of options that affect choices

among them;

2) options can be meaningfully ordered with respect to

their riskiness; and

3) the risk of an option is related in some way to the

dispersion or the variance of the outcomes.
They added that -

"Beyond these basic assumptions, however, no general
agreement concerning the nature of risk has been
reached."

Thus, Alba(6)

maintained that from the purely statistical
angle, "a risk exists whenever it can be measured statistically".
However, be was at pains to explain that he was not raising the
question of objectivity or Bayesian Concepts, and all he meant was

that -

"the statistical concept of risk implies that the risk
is statistically measurable."

7)

Jackson( avoided the measurement issue, and simply

maintained that "risk means both uncertainty and the result of
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R 8 . . .
uncertainty”. Cooley( ) supported her by arguing that "risk is
associated with uncertainty about future events, and more risk

implies more uncertainty”. Hertz added the same note when he said

that "the exact course of future events is unknown when investment

(9)

choices are made, and uncertainty creates risk".

In terms of operational risk, both Bauer(lo) and Taylor(ll)
have suggested that risk is synonymous with uncertainty.
Green(lz) also made no distinction between risk and uncertainty.

According to him,

"Risk may be defined as the uncertainty surrounding the

occurrence of an event which may cause a loss."

Thus, as far as Green is concerned, risk and uncertainty are

synonymous.

Nicosia(13), too, made no distinction between risk and
uncertainty, since, according to him, "handling of risk means

handling of uncertainty”.

Whether Nicosia was simply being evasive, his view has been
supported by Jensen(14) who is not definite except that his
discussion on page 171 under 'The Expected Utility Maxim' indicates

that he has used 'risk' synonymously with uncertainty.

Weston and Brigham(ls) have acknowledged the distinction

others made, but added that "we do not make this distinction; risk

and wuncertainty are used synonymously".

The Distinction
While the above authors have used risk and uncertainty

synonymously, other authors have made a distinction between risk

and uncertainty.
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(16)

Van Horne , for example, has argued that risk is distinct

from uncertainty. According to him,

"The distinction between risk and uncertainty is that
risk involves situations in which the probabilities
of a particular event occurring are known; whereas,
with uncertainty, these probabilities are not known."

an who

This is consistent with the opinion held by Sharpe
argued that a situation of risk is said to exist if an individual
is willing to base his actions on probability distributions.
"Otherwise there is either certainty or uncertainty."

Knight(ls)

did not only support this, but also brought in the
issue of objectivity. He maintained that risk denotes the use of
objective probability distributions, while uncertainty applies to

the use of subjective probability distributions for decisions.

However, anyone who is familiar enough with practical business
decisions would agree that most business decisions are made on the

basis of subjective probability estimates.

Therefore, accepting some of these distinctions on their face
value would imply that practical business decisions are devoid of
'risk', and that only uncertainty exists in business decisions.

(19)

Baker has also supported the distinction. However,
unlike Knight, Baker has brought in the question of rationality and

utility preference. He is of the view that,

"Under conditions of risk, one is faced with several
possible states of nature, to each of which one can
assign a probability of occurrence. Thus, there is

no single pay-off but a number.., and the rational
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decision maker will select the strategy with the

largest expected utility."

The distinction then is that under conditions of uncertainty,
the decision maker has "no purely objective means of resolving his

problem".

This distinction has been given credence by McFarlane and
Horowitz(zo). They admit that in essence, the concepts of risk
and uncertainty imply that we cannot state what the future holds in
store. It is their belief, however, that risk and uncertainty can
be distinguished and the distinguishing characteristics are
primarily a matter of whether probabilities are assignable to

future outcomes.

"If probabilities are assignable, the problem is appropriately
classified under risk. If, on the other hand, rational
assignment of probabilities cannot be made, the problem is
classified under uncertainty."

(21)

This distinction is consistent with that of Baker and has

(22)

a certain similarity with that of Duncan . Duncan reviewed

some interesting work on this issue and came to the conclusion that

"In uncertain situations, there is less predictability with
respect to the outcome of events than under conditions of

risk."

The issue of objectivity in assigned probability distributions
under conditions of risk is quite debateable, and requires
considerable amount of research in order to enable a definitive
statement to be made about it. Until such a time, it would seem

that the use of "rational" and "utility preference", as Baker(za) ’
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McFarlane and Horowitz(24) have done, appears to be more

appropriate and less controversial.

The concept of objectivity implies a lack of subjective
biases. In business decisions, this is rarely the case. Hill

(25)

and Hiller , for example, have expressed the reality of business

decision making when they stated that,

"In a business environment, decisions are usually made under
conditions of uncertainty rather than risk because it is
difficult to anticipate future market and environmental
developments and to relate these to events in the past in an
objective manner."

(26)

This is also consistent with the views of Hertz who
observed that the reason why in spite of the availability of
computers and evaluation techniques, investment decisions still go

wrong is that -

"As every executive knows, the estimates used in making
(decisions) are just that - estimates."”

(27)

Supporting Hertz, Carlson simply denounced the objectivity

argument and concluded that -

"In the end, these estimates are always based on value
judgements."

(28)

In any case, a scrutiny of both McFarlane and Horowitz and

(29)

Duncan's distinctions reveals that the obvious issue in this
respect is no longer that the probabilities to the outcome of
events cannot be assigned under conditions of uncertainty, but that

where they are assigned, this is done with less confidence.
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From the review so far, there is no doubt that opinions differ
about whether risk can be distinguished from uncertainty or the two

concepts are synonymous. Given that there is a distinction, then

what really is risk?

Risk Defined
In this sub-section, an attempt will be made to offer a

working definition of risk. But, first of all, it seems essential

to make a distinction between a statistical concept of risk, and

the operational concept of risk.

The statistical concept of risk embodies statistical
measurability, and is defined in terms of rationally assigned

probabilities to the outcome of events.

The operational concept of risk, on the other hand, is defined
in terms of personal preferences, and is associated with the
perception of the person(s) or company making a decision in a given

context or situation.

Because operational risk is associated with the perception of
the decision maker, it is normally referred to as 'perceived risk’,

and is associated with the concept of loss.

0 . . . R
Thus, Bauer(3 ) maintains that consumer behaviour involves
risk in that any action of the customer may produce mainly social

and economic consequences which he cannot anticipate with

certainty.

(31)

This view is also expressed in Webster's definition of

perceived risk as
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“"A function of the buyer's level of uncertainty and the
seriousness of the consequence associated with various

decision outcomes."

He went on to state that there are two types of risk -
(1) product performance risk associated with the extent to which
the product meets the buyer's expectations with respect to actual
performance; and (2) psychological risk which deals with the way
other relevant persons react to the decision, as well as how the

buyer himself feels about the outcome.

The greater the uncertainty and the more significant the

consequences, the higher the degree of perceived risk.

As far as the individual consumer is concerned therefore, his
perceived risk is primarily a matter of whether he will suffer a
significant social or economic loss if he makes a wrong purchase

decision in a given situation of uncertainty.

It is obvious that both Bauer and Webster have used
operational risk and uncertainty synonymously, and they are not
alone in doing this.

Hill and Hiller(32)

. for example, have stated that,
"In practice, both the terms uncertainty and risk are usually
considered to be interchangeable."
. . (33)

Cox and Rich also have supported them. They argue that
basic to the concept of perceived risk is the notion of buying
goals which arise as a result of a consumer's uncertainty about a
purchase decision he is about to make, in terms of whether or not

the product will satisfy his buying goals.
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Put another way, the individual's perceived risk is synonymous
with his perceived chances of loss or gain in a particular
decision.

(34)

Peter and Ryan disagree with this view. They argue that
there is no logic in taking perceived risk as synonymous with

uncertainty.

However, they support the loss concept of operational risk and

define perceived risk as -
"The expectation of losses associated with purchases.”

The association of perceived risk with expected losses has

been supported by a number of studies. Pruitt(35), Slovic and

(36)

Lichtenstein all defined risk in terms of probabilities

associated with the amount to be lost.

(37)

Joy and Barron supported this definition too. They

defined risk as the probability of loss or failure.

Slovic(38) also provided some supporting evidence. After a
review of a number of works on risk, including his own researches,
Slovic observed that it would seem that the subjects in these
studies were making their decision on the basis of minimising

possible losses or maximising possible gains.
He therefore concluded that -

"Risk is more likely to be related to probability and

amount of loss."

In another review article, Edwards(39) concluded that risk was

associated with the probability of loss. other studies, both by
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(40) (41)

Slovic and Payne came to the same conclusion, that

perceived risk was highly associated with the probability of loss.

Collectively, therefore, these studies, including those of

(42) (43) (44)

Swalm , Halter and Dean and Grayson , support the .

conceptualisation of risk as the probability of loss, or failure to
achieve a certain goal.

From this review we can therefore define perceived risk as

"What a person perceives he may lose in a given situation as a

result of his action, or omission, or both.

Now that we have defined perceived risk, we can go on to

consider its subjective nature.

Subjectivity of Perceived Risk

One interesting thing about operational risk is that, although
it is associated with the chance of loss or gain, the perception

of this chance tends to be highly subjective.

For example, in their review of literature on psychological
risk-taking behaviour, Rapopport and Wallsten(45), concluded that
the concept of risk appeared to be highly idiosyncratic. This
conclusion has been supported by a number of studies.

One such study was that of Alderfer and Bierman(46). Since
the researchers "had several objectives in designing our
experiments", one can summarise them into one main objective - that

of testing how the experiment participants behaved under conditions

of risk.
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The experiment itself was run at three different times, and
consisted of two student groups (Groups 1 and 2), and one manager

group (Group 3).

Groups 1 and 2 were given a questionnaire which had been
(47)

designed by Kogan and Wallach for an earlier experiment to

investigate personality differences in risk-taking behaviour.

Then each participant was given forms which contained
descriptions of three sets of investment alternatives and

instructions.

At the end of the experiment the researchers found distinct
differences in the decision rules both between student and manager
subjects, and among the members of the manager group who

participated in the experimental study.

Two important observations must be made about this study.
There is little doubt that it showed some evidence of subjective
nature of perceived risk. However, the study seems to suffer from

two things:

In the first place, the behaviour of the subjects may have
been "artificial" since they knew that they had nothing to lose.

Secondly, the participants, especially students, may have
already taken some courses in Decision Theory, and this may also
have influenced their choice behaviour. Besides, they were told of

the experiment well in advance.

In spite of these observations, the finding suggests that,
even when presented with the same risk-situation, the final

reaction of the decision makers will still be subject to their
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individual perception. Hence, the differences in their choice

decisions.

Mao(48) had a similar result. He found in his study that
managers used significantly different selection criteria in their

choice decisions between risky projects. This suggests their

subjective perception of the risk involved in the decision.

9
Newall(4 ), too, found some supporting evidence, though the
study by Cardozo and Cagley(50) gave more credence to the

subjective nature of perceived risk.

Swalm(51) also agreed that perceived risk is a subjective

concept. He maintained that, even within a given company,
attitudes toward risk decisions may vary among the decision makers.

According to him,

"the risk one man would recommend, another would shun

as plague."

He supported his assertion with empirical findings. In a

study of forty-eight senior business executives in the United
States, he found that attitude towards risk tended to vary
considerably among the participating managers.

Cooley(sz) approached the issue from the investor's point of

view. He maintained that,

"risk is a personal concept reflected by the viewpoint

of a particular investor.”

This would suggest a direct relationship between the level of

perceived risk and the investor's willingness to invest, all things

being equal.
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The subjective nature of perceived risk has also been

(53)

supported by Laurence in his recent article in Management

.

Today.

His work concentrates more on the direction of health risk.
However, his belief in the subjective nature of perceived risk is
evident, in the short case study about a Dutch company which he

cites.

He commented:

"the perception of risk is highly subjective, clearly
reflecting the values people hold."

(54)

McFarlane and Horowitz have also subscribed to the same
view. They maintain that risk will remain a subjective concept,

even when it is endowed with numerical precision.

They contend that, risk will be related to the individual's
judgement and perception. Consequently, different individuals may
have different views on the degree of risk associated with a given

decision.

This would suggest that, even when individuals agree on the
relative risk involved in a particular decision, they may still
prefer their own different courses of action, "as they may hold

different attitudes towards risk".

Some more empirical evidence has been provided by other
studies. In a study involving one hundred business executives,

(55) found that some were risk seeking in one situation, and

Swalm
risk averse in another. Again this suggests the subjectivity of

perceived risk.
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(56)

A similar result was also found by Grayson in his study of

managexrs in the oil industry. This was confirmed by Halter and
Dean(57). They carried out an empirical study of an orchard

farmer, a grain farmer, and a college professor.

The findings showed that each of the subjects behaved
differently to risk in different situations.
(58) . .
The study by Spence et al certainly showed some evidence
of subjective behaviour towards risk. In another study, Barnes
)

. 59) . Lo .
and Relnmuth( imputed utility functions to two contractors for

use in competitive bidding situations.

They found that one of them was risk-seeking for losses, while
the other one was risk-seeking in the gains region. One possible
interpretation of their behaviour is that their subjective

perception of the risk made them to behave differently.

In their study of decision makers among Norwegian shipowners,
(60)

Lorange and Norman found substantial evidence of subjective

behaviour toward risk.

Consequently, the researchers suggested that in making
realistic investment decisions, it was wise to take "the decision

maker's personal attitude towards risk into account".

x(61) (62) (63)

Co , Cunningham and Spence et al also advocated
the subjective concept of risk. Their very definition of
perceived risk suggested this, though Cox became more explicit by
adding that the amount of risk perceived was likely to "differ from
one person to another according to his subjective interpretation of

that risk".
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Individual differences in attitude toward risk was also

demonstrated by Cooley(64). In a study, he asked the fifty six
participating investors to rank nine hypothetical probability
distributions in order of risk. The result showed marked

individual differences in attitude towards risk.

In one of the largest empirical studies yet conducted on
executive behaviour under conditions of risk, Bassler et al(65)

asked over four hundred top United States and Canadian business

executives to develop preference ordering for nine hypothetical

investment opportunities.

The findings showed marked individual differences in attitude

towards risk.

The study by Green(66) which was "primarily concerned with

attitudes towards risky investment options" also provided some

supporting evidence.

In their article, Thomas and Moore(67) reviewed a number of
related works and came to acknowledge that there was evidence
indicating subjective behaviour towards risk. They added that the
differences reflect "the different frames of reference which they

have when processing the available information."

Similarly, Magee(es) acknowledged in his work that many people

participating in a decision are likely to have different values at

risk, and so they -

"Will see the uncertainty surrounding the decision in

different ways."

This is consistent with the observation made by Crum et

a1(69), after a considerable review of literature on behaviour
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towards risk, that there was no single characterisation of risk
preference that was comprehensive enough to describe all

individuals.

Consequently, Crum and his colleagues concluded that,

"differences in risk preference among individuals are

expected."

It seems, therefore, that there is enough evidence to justify
the definition of perceived or operational risk as a subjective

concept.
This subjectivity, however, depends on a number of factors.
The next sub-section will therefore concentrate on the discussion

of these factors.

Factors Which May Influence Attitude Towards Risk

The preceding sub-section has provided ample evidence to show
that perception of risk is based on subjective judgement of the
individual. Consequently, different people behave differently
towards risk. In some cases, even the same person may have

different attitudes towards risk in different circumstances.

Naturally, the logical question that arises is, why does this

happen?

In the first place, the concept of perceived risk is a highly
contextual phenomenon endowed with idiosyncracy. In other words,
each person is an individual, with his own characteristic traits,
and is being influenced by the environment or circumstance as he

perceives it.
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This would suggest that two groups of factors affect the

decision maker's attitude towards risk. These groups of factors

are:

1) Individual Characteristics; and

2) Situational Factors.

These two groups of factors will now be reviewed in greater

detail.

Individual Characteristics

Some psychologists believe that a person's behaviour towards

risk depends on whether he is a positive extreme (Broad

Categorizers) or negative extreme (Narrow Categorizers).

According to this theory, the positive extremes are prone to

risk or type I errors.

"They risk negative instances in an effort to include a

maximum of positive instances."

By contrast, the Narrow Categorizers are more tolerant to type
IT errors, and they exclude many positive instances in order to

minimise the number of negative instances.

By implication, what is being suggested here is that the Broad
Categorizers are more concerned that by "not doing something, a

good opportunity may be missed".

On the other hand, the Narrow Categorizers often "avoid doing
things for fear that they might make a mistake and are not

concerned about missed opportunities”.
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Some studies have provided some supporting evidence to this

(70)

theory. The study by Popielarz , for example, provides some

supporting evidence, though -

"this cannot be explained uniformly as a function of

differences in perception."

Popielarz seemed to believe that the differences in attitude
towards risk, which were exhibited by the participating subjects,
could be explained more in terms of differences in sexes.

(71)

Wilson was also less conclusive, though he found that

the -

"Normatives who had the highest average generalised
self-confidence score saw significantly less risk
attached to the high uncertainty than did the
conservatives."

Newa11(72)

acknowledged the influence of self-confidence,
experience, and training background of the decision maker as being
of great relevance to his risk-taking behaviour. This has also

(73)' Be11(74)

been given some credence by Slovic and Bennet and

Mandell(75).

Collectively, what these studies have suggested is that the
individual's behaviour towards risk is part of his innerself, and
therefore is determined by his own personal characteristics.

Hence, the concept of risk itself is subjective.

It must, however, be pointed out that the individual factors
themselves may be triggered by situational factors. It may
therefore be an oversimplification of judgement to assign a

particular behaviour towards risk to an isolated factor alone.
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Situational Factors

(76)

Barath has provided some evidence that has some bearing on

both the individual characteristics and the situational factors.
However, he seems to have given more weight to situational factors
by pointing out that the consumer's attitude towards risk-taking
would seem to depend on how important the product may be to him at

the time of purchase.

This seems to be well supported by Newall where he argued the
case for the degree of "Product Essentiality". It is also
consistent with the "Precipitating Circumstances" Baker(77) has

incorporated into his buying model.

As a matter of fact, most of what has been reviewed so far on
differences in attitude towards risk-taking can be explained by,
and in terms of, some of the crucial variables in that model.

(78) and Newall(79).

This is quite clear in the works of Slovic
Slovic, for example, accepted the influence of personal
characteristics in risk-taking behaviour. However, he maintained
that the decision-maker's propensity to take risks is more of a
function of the situation and the magnitude of the risk involved

than of any personal characteristics.

Similarly, Newall did not only support this, but also brought
in other variables. Thus, apart from the "Product Essentiality",
and the “size of the expenditure involved", which are said to have
remarkable influence on risk-taking, the degree of newness of the
decision to be made, and "the factors provoking the (decision)",

could also affect attitude towards risk.

Collectively, then, these variables have been described as

"the characteristics of the purchasing problem".
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The issue of "what is involved" seems consistent with the

(80)

thinking of Cox and Rich . They maintain that the amount of

risk perceived by the consumer and, thus, his attitude towards that
risk seemed to depend on the amount at stake in the purchase

decision, and the decision maker's assessment of loss or gain from

his decision.

(

A recent study reported by Binswanger 81) has also given some

additional credence to this. In the study involving three hundred

and thirty subjects in India, Binswanger found that when the amount

to be lost was increased -

"near neutral and risk preferring behaviour virtually

disappear.”

A similar result was reported by Swalm(ez) from a study in

which one hundred business executives participated. In the study,

Swalm found that some of the executives who showed some
risk-seeking behaviour became risk averse, depending on what they

thought they might lose if they behaved otherwise.

Further support for this appears in the study reported by
(83). In this study, they found that the

Lorange and Norman
decision maker was 'risk-prone' as long as his liquidity position
was good. However, the same decision maker became 'risk-averse'

when his liquidity position was weak.

This sort of behaviour towards risk was perhaps better

demonstrated by the study reported by Gordon and his
(84)

colleagues . They constructed a game to investigate decision

rules used in making risky choices. Thirty-four graduate students
participated in the game.
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After the administration of the game the findings led the

investigators to conclude that -

"None of the experiment's participants behaved like risk
lovers as long as their wealth was large enough to
provide some expectations of a livelihood under risk
aversion behaviour, and everyone deprived of that

expectation became risk lovers."

Again, this shows that the decision maker's attitude towards
risk may be governed by the situation in which he finds himself,

and the context in which the decision will be made.

It would seem, therefore, reasonable to conclude that attitude
towards risk depends not only on the personal characteristics of
the decision maker, but more so on what is actually involved, and

the situation in which the decision is to be made.

However, in a situation where the decision maker is actually
making the decision on behalf of his company, then one would expect
that, in addition to the stated factors, the company's policy on

risk would certainly be taken into consideration.

Thus, Mao(ss) certainly found significant individual
differences in his study, but these differences were explained in

terms of, among other things,

"the normal risk levels accepted by the subjects'

businesses."

Opinions differ, however, as to what factors actually
determine a company's normal acceptable level of risk. Certainly,
however, the organisational structure of the company and how that

company perceives its environments are some of such
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factors(86)(87). Recently, a case has also been argued for "the

size of the company and its financial standing” as being

influential to its attitude towards risk(88).

In any case, most companies are expected to have their own
policies and guidelines on decision making involving risk. Since
these policies and/or guidelines are not only for handling and,
perhaps, reducing "company risk", but also for the 'protection' of

the decision maker, he is expected to behave accordingly.

Now that we have considered the problems of defining risk, its
subjective nature, and the factors which affect our attitude
towards risk, we can go on to review some of the most effective

strategies which decision makers use to manage their perceived

risk.
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Risk Management Strategies

The review so far has concentrated on the issues which are
associated with the definition of risk, its subjective nature, and
the factors which appear to be responsible for this subjectivity.

The main aim of this sub-section is to demonstrate how the decision

maker manages his perceived risk.

There is little doubt that the decision maker's problem

appears to be primarily that of choice under conditions that he

cannot predict with precision.

As a protective measure, therefore, the decision maker tends

to develop risk-management strategies to handle the hazards which

are associated with decision making.
Such risk management strategies include:

1. Information gathering, or search;
Buying from well tried or reputable sources;

Passing the responsibility on to another person;

4, Reducing goals initially set;
5. Avoiding the decision altogether; and

Minimising time and money spent on the decision.

Sweeney, et al(89) for example, have admitted that in general,

it has been found that buyers employ various strategies of risk

reduction depending upon the buying situation and their attitudes
toward the strategies.

According to them, such strategies include-
"engaging in product related discussions, remaining loyal to a

particular brand of product, altering one's buying goals, and

seeking additional information about the product or supplier."
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Information search has been widely acknowledged and supported
by a number of studies, as one of the most important risk
management strategies.

For example, Hakansson and Wootz(go), Saleh et al(gl),
subscribed to information search as one of the most effective

strategies for managing perceived risk.

However, one must bear in mind that perception of risk is
subjective and so is perception of information and the sources of

that information.

Since there are various sources of information, this becomes
of considerable importance, particularly in understanding how
decision makers evaluate or process information relating to their

decision situations.

It seems, therefore, proper to point out that, as far as the
decision maker is concerned, the important thing in information
search, as a risk~reducing mechanism, is not just the search or
acquisition of information, but also the sources and processing of
that information.

A number of studies give credence to this view. Levitt(gz)
for instance, conducted a study to examine the effects of quality
of sales presentations upon groups of students, buyers and

chemists.

He found that the amount of personal risk to which the
individual decision-maker is exposed in a buying or rejection

decision has considerable influence on his final decision.

In a low-risk buying situation, Levitt found that the quality

of the sales presentation played a greater part in the final



45

decision when more technically sophisticated personnel were

involved.

In a high-risk situation, he found that the reverse was the

case.

Levitt then concluded that a good sales presentation has
greater durability than a good company reputation (implying Source
and Sleeper effects), and that a well planned and well presented
direct sales presentation can be potentially useful as a

competitive strategy for the less well-known company.

Levitt's work is open to many interpretations. One possible
interpretation is that although the work was primarily on
communication effect, the study demonstrates that the quality of
information and the background of those receiving and processing
the information have a lot to do with the way such information is

perceived or interpreted.

The study also demonstrated that, in a low-risk situation
'source—effect' cannot be traced to the company's reputation, but

the presentation itself, since company reputation is supposed to be
eroded by the "Sleeper effect".

However, this is also related to how technically sophisticated
the customers are. In a high-risk buying situation,
"Source-effect" appears to be related to the company's reputation

which the customers consider as a safety measure.

In this case the customers tend to be more concerned about
from what company the sales person is, than about what the sales

person may have said or presented.

The study by Cunningham(93) also showed the importance of

sources and processing of information by customers, and the use of

such information as a risk management mechanism.
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He carried out a study of headache remedies, fabric softeners,
and dry spaghetti. He found substantial evidence of consumer
reliance on word-of-mouth information to reduce high perceived

(94)

risk. Arndt found a similar result in his study of the

introduction and acceptance of a new brand of coffee.

Woodruff(gs) has demonstrated that different channels of
information produce different effects on the nature and structure
of consumer uncertainty. Barrach also found some relationship
between women's risk handling styles and the ability of television
commercials to induce attitude change in the women subjects.

In another study, Payne(96) found that the way the decision
maker searches for and processes information for a "preferential
choice" depends on the nature and the complexity of the problem he

wants to solve.

This is exemplified in the study reported by Sheth and
Venkatesan(97). Sheth and Venkatesan carried out an experimental
study to explore individual consumer's risk-reducing processes over
time. In order to find differences in magnitude of risk-reducing
processes, perceived risk was manipulated by creating a low-risk

group and a high-risk group.

They found that both groups spent some time seeking
information about both chosen and rejected brands. However, the
high-risk group spent more time on seeking information. They also
found that both groups spent some time on pre-purchase

deliberations.

However, both information seeking and pre-purchase
deliberations declined as the purchase decisions were repeated,
though the rate of decline was slower for the high-risk group than

for the low-risk group. These findings do not only support
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information search as a risk-reducing strategy, but also show that

the higher the perceived risk the more the search for information.

(98)

Perry and Hamm have also provided some supporting

evidence. They maintain that the consumer's tendency to be

concerned about social and economic worth of a product he intends

to buy leads him to search for more information.

They backed this assertion with empirical evidence by
investigating the relationship between the importance of personal
influence as a source of information and the degree of risk in

twenty-five purchasing decisions.

Their findings led them to conclude that the higher the risk
involved in a particular purchasing decision, the greater the

importance of personal influence. However, this was found to be

more significant "where social risk is involved”.

(99)

found a similar result in their study
of household appliances buyers.

Newman and Staelin

However, unlike Perry and Hamm,
they found that information search increased directly with the
costs of appliances.

Collectively, these studies have revealed some important
phenomena about risk-reducing behaviour of decision makers.
However, some reservations have been expressed as to whether some
of the customer's purported actions, which are regarded as

risk-reducing behaviour, are, in fact, not "irrational"”, especially

when it comes to source loyalty.

(100)

Bauer , for example, admitted in his work that, in
general, some literature had treated source loyalists as being
irrational. However, he believed that "if risk is, in fact,
involved, reliance on source credibility and personal influence can

be highly responsible and rational behaviour".
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In support of Bauer, Arnat (101) reported the findings of a

study which he undertook. He found that the relationship between

the level of Perceived risk and the amount of information search

was similar to the findings of Sheth and Venkatesan(loz).

However, Arndt also found that there was some evidence to suggest
that the use of information search as a risk-reducing strategy was
related not only to the level of perceived risk, but also to the

personal characteristics of the individual.

A number of other studies also reported similar results.
Bauer and Cox(lo3), for example, studied the effects of new
information on women who had made judgements about the quality of
identical pairs of stockings. They found that women put differing
amounts of confidence on the new information, depending on the
individual's confidence in her ability to judge the stockings, and

her ability to judge the source of the new information.

In another study of how decision makers search for and process
4
(104) concluded that "Important individual

differences ... were shown to exist".

information, Payne

Other supporting studies include that of Bell(los), He
interviewed two hundred and thirty four new car buyers in the
United States. His main aim was to find out if there was any

relationship between general and specific self-confidence, and the

information search.

His findings led him to conclude that the level of consumer's
general and specific self-confidence influences his perception of

risk, and, consequently, the level of his information search and

the kind of source of information he uses.

In a similar research, Bennett and Mandell(los) issued one

hundred and forty-two new car buyers in Harrisburgh, Pennsylvania,
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with questionnaires which they were required to complete. After
that, the participants were interviewed soon after making the

actual purchase decisions.

Primarily, the aim of the study was to find out the level of
relationship between a prior use of a product (in this case, a car)
and information search before a repeat purchase of that product or

brand.

The result of the study indicated that the participants tended
to seek less information before buying a particular car make with

which they had had prior experience.

Although the finding of this study clearly demonstrated the
effect of what psychologists call 'Learning', its obvious
implication also points to the view that a decision maker seeks
information not for its own sake, but for a purpose, and, where he
feels that the information at his disposal is enough to satisfy his

choice problem, then he makes less effort for more information.

This view is also exemplified in the study reported by
Swan(107). In an experimental study, Swan used eighty marketing
students and exposed them to a series of choice situations of four
'new' artificial brands of shirts. All information about the
shirts was unbiased, though more information could be acquired at a
cost. The choice behaviour of the participants provided
considerable supporting evidence that information search and prior

experience with the product were inversely related.

However, Swan added that some of the evidence provided by the
study suggested that information search depended on an increase in
both uncertainty surrounding the purchase and the importance of the

purchase to the customer.



50

From what has been reviewed so far, it seems there is no doubt
that information search has been overwhelmingly acknowledged and

supported by research findings as an effective risk-reducing

mechanism.

However, it is not the only strategy which decision makers

employ to reduce their perceived risk. A decision to withdraw

from an intended decision is also a risk-reducing mechanism, though

this is often ignored.

Roselius(los), for example, included eleven risk-reducing

strategies in his study, though, in actual fact, most of them were

other forms of information search. In any case, Roselius
conducted one of the most comprehensive studies on risk-reducing

strategies, involving four hundred and seventy-two housewives in

Denver, Colorado.

He established various "losses", economic and otherwise, which
the participating housewives perceived as possible in actual buying
situations. He then asked the participants to rate, with
reference to each of the choice situations, the usefulness of

eleven different methods of reducing risk.

He found that "brand loyalty" and "major brand image" evoked

the most consistent favourable responses and "were ranked one and

two for all types of loss”.

In another study, covering four hundred and two families over

a period of three years, Cunningham(log)

significant amount of brand loyalty does exist", but also that the

not only found that "a

view that socio-economic factors were positively correlated with

loyalty behaviour was not supported.

The literature I have reviewed so far seems to deal only with
how individual consumers handle their perceived risk in buying

situations that involve relatively small amounts of money.
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From the evidence reviewed, there is no doubt that the
individual consumer would normally use suitable risk-reducing
strategy to reduce his perceived risk in a particular purchase

situation of uncertainty.

However, the important question is whether these risk-reducing
mechanisms are limited to individual consumers, or whether they are
also employed by companies or business organisations. Results of

studies suggest that they are equally applicable to business

organisations.

The following section will therefore consider how business

executives, representing their organisations, handle their

perceived risk.

Risk-Management Strategies of Business Executives

In marketing, most of the works on risk management strategies
have been in the consumer market. However, there are also some
studies which show that the risk handling strategies employed by
individuals in the consumer market are, with some modifications,
similar to those employed by business organisations to handle their
perceived risk in buying situations.

Notable among such studies are those of Crow et al(llo),

wind M newa11 22 oiacse and cagley 13 ana that of
Levitt(114), some of whose findings are very interesting, There
are also some innovation studies which show that business
organisations use risk management mechanisms similar to those used
by the individual consumer. Some of these studies will be

reviewed in detail.

Risk Factors

115
1( ) has provided some interesting evidence in a study

Newal
on a number of issues relating to perception and handling of risk

in the industrial market.
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Since the study itself is relatively recent and covers
considerable areas which are relevant to the present review, it
seems worthwhile to review it in some considerable detail.

The study itself covered basically the business equipment
sector with emphasis on reprographic equipment. Four companies

manufacturing in this sector were covered.

With their help, Newall was able to develop a list of two
hundred industrial customers, out of which fifty~five who were
known to have purchased at least one item from the required range

within the previous two years participated fully in the study.

The respondents were contacted first by mail. This was then

followed by personal interviews based on a prepared questionnaire

schedule.

The determinants of perceived risk were classified into three

main groups:

1) Group one consists of factors which describe the purchase

problem., Included in this group are:

(a) the size of the product expenditure;
(b) the type of purchase or buying task;
(c) the degree of product essentiality; and

{(d) the factors provoking purchase.

2) Group two is made up of those factors which describe the

industrial buyer. Such factors include:

(a) his level of general and specific self-confidence;
(b) his level of decision expertise;
(c) his purchase history; and

(d) his education/training background, including his
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professional affiliation.

3) The third group is comprised of factors which related to or

describe the buying or organisational environment.

However, because "precedents within the literature are not so
forthcoming”, Newall decided that "buyer risk" and "company risk",
suggested by Bauer, could form a good base on which the following

factors may be included:

a) the size and financial standing of the company;
b) the nature of company purchasing structure specified by -
(i) the degree of decision centralisation; and

(ii) the degree of decision routinisation.

After the grouping of risk factors, Newall then proceeded to
find out "whether a consistent explanation can be given by recourse
to the factors listed above, taken either in isolation or in
combination for the levels of risk observed in a number of buying

situations".

The empirical analysis of the study showed some interesting
results. For instance, although most factors were found to be
related in their effects on perceived risk, the primary risk
determinants were found to be those (in group one) which define the
purchase problem, such as the type of purchase and the size of the

expenditure involved.

It was also found that modified rebuys involving a change in
the class of product purchased, or a change in the source of

supply, or both, "exhibited" significantly higher levels of risk.

However, within the rebuy class itself, "the level of risk was

not sensitive to variations in the price of the equipment”.



Straight rebuys were naturally found to be "characterised" by
low levels of risk. But this level tended to rise as the level of

purchase expenditure increased.

This finding thus provided some supporting evidence that there
is a direct inverse relationship between the level of expenditure

involved in a purchase and the level of perceived risk.

This was found to be particularly the case where the decision

to be made concerned a first time purchase.

In view of this evidence, Newall concluded that the factors
(group two above) used to describe the buyer, in terms of his
purchase expertise, seemed to have "little relevance to the level

of decision risk perceived".

However, in view of other findings, even in the study itself,

it seems that this conclusion must not be generalised.

In the first place, the degree to which the factors (group
two) used in describing the buyer affect perceived risk depends on
the nature and the structure of the decision making procedure, as

well as the size of the company concerned.

This, in turn, is related to, and influenced by, the level of
personal or buyer risk and company risk. In larger companies, for
instapce, it is possible that the highly structured purchase
procedure acts as a protective mechanism which diffuses the level

of risk perceived by members of the buying group.

There is, therefore, a tendency for each buying individual to
feel absolved from accepting the responsibility for the

consequences of the decision.
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"as a result, members of the buying group become involved

in the decision as a matter of course or routine."

In most small companies, however, such a defence mechanism may
not exist, and in some cases the buyer may have to perform many of
the buying roles himself. This increases his consciousness of
decision accountability and the consequences of the decision in

general.

As such, buyers in small companies perceive high levels of
risk, but this cannot be dissociated from the factors (group two

above) which describe the buyer.

A rather surprising finding of the study was that, although
most large companies have highly structured purchase procedures
which act as a risk management mechanism, "the size of the buying
group itself does not seem to be determined in any way by the level

of decision risk".

Rather, empirical analysis in this respect suggested that "it
is a situational or environmental phenomena where the primary
determinants are those characteristics of organisational
environment defined by the size, financial standing, and the

decision making structure of the buyer company”.

A further analysis of the associated factors showed that,
although the size of the buying group did not vary within
categories of buyer company, irrespective of the level of buyer and

company risk, it did vary across categories of buyer companies.

Newall, therefore, concluded that the most likely explanation
which could be given for the results was that large companies,
because of their size and structured purchase procedure, naturally
have large decision groups. In addition, buyers in large

companies perceive lower levels of risk.
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However, since both the level of risk and the size of the
buying group were found to be determined by separate sets of
factors, but because risk was found in part to be influenced by
organisational characteristics, Newall concluded that "there is a

non-associative, non-causative relation between them".

This conclusion is difficult to generalise since it is
generally assumed that the composition of most buying groups takes
into account the nature of the task to be performed by such groups.

Certainly, this has some risk management connotation.

Seen in this light, therefore, it would seem most likely that
both the composition of the buying group and the purchase procedure
which that group must follow are intended to serve as risk

management strategies.

Risk Management Mechanisms

Buying decisions in industrial marketing represent a complex
set of activities engaged in by many members of the buying company,
and normally result in a commitment to purchase the required goods

and/or services from the vendor.

Generally, it is held that the length of time which the buying
group may take to arrive at a formal sanction of the purchase
decision is related to the level of risk perceived by the buying

group, and the circumstances leading to the purchase requirement.

This was one of the issues which Newall's study investigated.

He defined decision duration as -

"that period of time which elapsed between recognition of
the purchase problem and formal sanction of the purchase

decision."
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The analysis of the data showed that both the levels of buyer
risk and company risk showed significant associations with the
duration of the buying decision, and this duration increased as the

level of perceived risk also increased.

Consequently, Newall concluded that it would seem that -

"there is a direct relationship between the level of risk

and decision duration."

This relationship was, however, found to be strongest at high

levels of company risk, irrespective of the size of the buyer

company.

Apart from this, the study also addressed itself to the
questions of whether business organisations employ source loyalty

and/or information search as risk management mechanisms.

The empirical analysis of the study showed that buyers

involved in high-risk decisions seemed "no more nor less likely to

remain loyal".

However, when company risk variable was used "buyers tended to

be significantly less loyal at high levels of company risk and

vice-versa".

Since company risk and buyer risk variables were found to be
related, the only explanation for the buyer's behaviour was found

to be "the characteristics of the buyer himself".

Thus, the buyer's training, background, purchase history, and
decision experience were found to be responsible for his propensity

to source loyalty.
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Consequently, Newall concluded that source loyalty did not
seem to be an adequate risk-handling mechanism "because in decision
involving high levels of company risk and buyer risk, buyers tended
to reconsider many more available sources of supply, irrespective

of their degree of buying expertise".

Information search was therefore found to be a more active
form of risk management strategy, once the risk was considered

considerably high.,

The study, therefore, showed extensive search for information
at high levels of risk. _ However, the nature of information sought
differed among the buying managers. High expertise buyers tended
to seek information from buyer dominated sources, while low
expertise buyers tended to rely on seller-dominated sources of

information.

Since this was found to be related to the size and structure
of the buyer company, Newall concluded that the nature of the
information seeking process itself seemed to be a function of the
level of the buyer's expertise, the level of risk, and the size and

structure of the buyer company.

Admittedly, the study showed some evidence of source loyalty
at low levels of risk. This was interpreted to mean that at low
levels of risk the purchase problem may not be considered
sufficiently important to warrant a detailed searching of the

market.

Newall, however, had to acknowledge that in some cases
decision makers may remain loyal where experience had shown a
particular source to be superior to others.

Wind(llsa) also reported some supporting evidence of the
existence of source loyalty. He examined the purchase of

industrial components by an electronics company to find out whether
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the buying behaviour of the purchasing department showed any
evidence of source loyalty. He found "substantial evidence to

support the existence of source loyalty".

The experimental study of Cardozo and Cagley also provided
some interesting supporting evidence, not only for source loyalty
as a risk management strategy, but also for information search as a

risk management mechanism.(lle)

Primarily, the purpose of the study was to investigate how
industrial purchasers chose suppliers, and how to specify
characteristics of suppliers and bids selected in particular

situations by particular types of procurement managers.

Sixty-four procurement managers were used, and all
participated in a buying game in which they were to choose from

available sources of supply, and call for bids.

The result showed that more than sixty-two percent (62.4%) of

all bids solicited was on the basis of source loyalty.

Another finding of the study, which is of particular relevance
to companies operating in the construction industry, was that,
generally, procurement managers preferred well known firms and
firms which provided a lot of information about themselves as
bidders over unfamiliar firms and those which provided less

information about themselves.

This preference, however, was found to be significantly
greater in high-risk rather than in low-risk purchase situations.
Interestingly, more bids were solicited in high-risk than in
low-risk situations. In other words, procurement managers sought

more information in high-risk than in low-risk situations.
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(117) in his study of

A similar result was reported by Wilson
industrial buyers' decision making styles. He found that managers
with a greater "need for certainty" paid significantly more for
information.

(118) He

Related to this is the study reported by Gronhaug
studied one hundred and twenty purchasing cases in thirty companies
and found substantial evidence to show that information search was
positively related to the level of risk perceived by the decision
maker.

The findings of Crow et al(llg)

introduced a new dimension in
the role of information search as a risk management strategy. The
result of the study showed that industrial buyers not only search
for and make use of information to handle their perceived risk, but
also that in evaluating potential sources of supply, the decision
makers make use of available information to establish a threshold
on the basis of which all the perceived risk is assessed and the
final decision made.

Thus, the use of techniques such as Vendor Analysis(l20)(121)

(122), which allows the industrial buyer to screen potential (and
sometimes existing) suppliers, and thus improve his judgement in
supplier selection, or Capital Investment Appraisal Techniques
(CIAT) (123) which provide some information on returns to the
investor and thus improve his choice of investment, is, in essence,
a form of searching for information to provide a threshold for

decision making.

One thing seems to have emerged from this review. Obviously,
there are some differences in terms of the size of the amount, and
thus risk involved, and the procedural behaviour when risk is
considered in terms of the individual decision maker and the

organisation.
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However, it would seem that the risk management strategies
employed by the individual decision maker are basically the same as
those employed by business executives when they are making

decisions on behalf of their organisations.

The differences, if one therefore insists, seems largely a
matter of degree.

This point is also expressed by Libby and Fishburn(124).
They maintain that, although a lot of business decisions were
products of group discussions, the basic decision variables
considered by groups tended to be similar to those considered by

individuals.

However, they acknowledged that the existence of three factors
may reduce the effect of individual personal characteristics on
business risk-taking behaviour.

These factors are:

1) Personnel selection and promotion processes produce a
relatively homogeneous group of decision makers within

the company;

2) Common training experience and feedback received by
decision makers also tend to minimise deviations from

company risk policies;

3) Since many business decisions are made by committees,
some of the remaining personal differences tend to be
de-emphasised when individual judgements are combined
to form group decisions.

Libby and Fishburn have also been supported by Slovic(lzs) who

argued that, comparatively, decisions made by groups tend to be
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riskier than the average of the individual member's decisions prior

to group discussions.

In order to buttress his point, Slovic brought in the concept
of 'shifts', and maintained that individual risk-taking levels

tended to increase as a result of group discussions.

This occurred as a result of the "diffusion of responsibility"
hypothesis, which asserts that in group decisions, the individual

feels less responsible personally if his choice fails.

Thus, he is not afraid "to recommend or accept riskier courses
of action".

Drawing from his work, Newall(126) also supported this view.
He maintained that the highly structured purchase procedure of
companies tends to act as a protective mechanism which, in a way,

reduces or diffuses the level of risk perceived by members of the
buying group.

Thus, because of the shared nature of the decision, there is a
tendency for each buying individual to feel absolved from accepting

the responsibility for the consequences of the decision.

The main issue in this case then seems to be that of whether
the risk is personal or impersonal. But, as we have seen, the
basic mechanisms for managing the perceived risk are the same.

Any distinction seems largely a matter of degree.

General Conclusion

This chapter has attempted to show that perceived risk is a
concept associated with loss. However, the concept itself is a
highly contextual phenomenon, and so the perception of risk should

be judged in the context in which the behaviour of the individual

may occur.
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Risk is also influenced by other factors, such as the
characteristics of the individual, the magnitude of what is
involved, other situational factors, and the training background or

experience of the individual.

Since most business decisions are rarely devoid of risk, the
decision maker tends to develop risk management strategies to

handle his perceived risk.

One interesting finding about the whole review is that it
shows a lack of any previous research on how the seller perceives

and manages his risk.

The assumption, thus, so it seems to me, is that only buyers

perceive risk and so they develop strategies to manage the risk.

This study does not share this view. Sellers can also be in
danger of risk and this can be managed by applying appropriate

strategies. Marketing is one such strategy.
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INTRODUCTION

The greatest risk that a business organisation can face is the
risk of collapse(l). In our present business environment,
companies are being told that they cannot survive, at least in the
long run, without the acceptance and application of the marketing
concept, in which the customer becomes the focus of the firm's

(2).

business activities

If this is true, then it is difficult to see how the
industrial organisations, in general, and the construction
companies, in particular, can afford to ignore marketing and its
concept, particularly when the failure rate of companies in the
construction industry is about the highest when compared with other

(3)

industries .

The Theme

?he theme of this chapter, therefore, is that marketing, as a
management function, is also a risk management function which can
be applied in any business organisation, as long as it is adapted
to suit the nature of the market and the circumstances in which it

is being called upon to operate.

Its emphasis on the need to meet the needs or requirements of
the customer is particularly suitable and essential in the
construction industry, where, in most cases, it is the failure on
the part of the construction company to meet the needs or
requirements of its clients that may lead to serious risk

situations.

However, the construction firm must not be led to believe

that marketing on its own can be a risk panacea.
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How the Chapter is Developed

The chapter itself is divided into three sections.

The First Section

This is a brief review of the marketing concept. The main
aim or objective of this section is to establish marketing as a

management function as well as an insurance function.

The section takes cognisance of the problems associated with
the definitions of marketing, and notes some of the possible

reasons for these problems.

The section also discusses some of the current thinking and
misgivings of some marketing authors, but this is countered by the
conclusion of the section that, as a management function, marketing
cannot be isolated from other management functions and be expected

to produce the desired results.

The Second Section

This section attempts to establish the distinction between

the consumer goods market and the industrial market.

Since, by definition, a large part of the construction
industry is also part of the industrial market, this naturally

forms our primary concern.

The nature of some of the main features of the industrial
market is discussed. However, this is not intended to be a
detailed treatment of industrial marketing. Rather, it is to
create some basis for understanding some of the implicit and
explicit similarities or links between the industrial market and

the construction industry.
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The Third Section

This section introduces industrial marketing as
inter-organisational interactions which develop into relationships
between the seller and the buyer organisations. However, this
relationship is based on the ability of the seller to meet the

requirements of the buyer.

However, since satisfying the needs of the industrial customer
very often calls for a complete involvement of the whole
management, a corporate marketing approach seems more effective,

and is therefore suggested.
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SECTION ONE
MARKETING AND ITS CONCEPT
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Marketing and its Concept

Marketing is an essential part of the management function.
Unfortunately, there is not a single definition of marketing that

is acceptable to everyone because "no single one seems to
(4)
14

(5)

, and “it

encapsulate the whole essence of what marketing is"
"marketing means different things to different people"
is not possible to compose a definition which, critically read,
(6)

matches all cases"

This unfortunate situation has resulted from a number of
reasons: in the first place, the origin and development of
marketing, as we know it today, has, to some extent, made marketing

(7)

a "collection of different disciplines" Consequently,
definitions of marketing tend not only to be idiosyncratic, but,
more so, to reflect the training background of the author, and the
degree of his propensity to generalise, be practical or
theoretical. Besides, there are also some differences in
companies or businesses themselves in terms of their environment,

their sizes or the limit of responsibilities which are allocated to

the marketing department.

To some extent, the dynamic nature of the world in which
marketing has to operate has also created some avenue for differing
definitions of marketing.

Consequently, in an attempt to resolve this paradox, Baker(s)

observed that:

"Marketing is an enigma. At the same time, it is both
simple and complex, straightforward and intricate; a
philosophy or state of mind and a dynamic business
function; it is new and it is as old as time itself.
Cynically we might observe that it is exactly what you

want it to be, and thereby everything or nothing."
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(9)

Rodger maintains that it is necessary to distinguish
between marketing as a concept and marketing as a group of
activities carried out by business executives. He is of the view
that marketing must begin as a concept which defines the purpose of
marketing operations rather than as a description of the operations

themselves.

The logic of his view is based on the argument that when a
firm has embraced the marketing concept it can then organise the

marketing function to suit its own environment or circumstances.

Obviously, what Rodger seems to be suggesting here is that, in
spite of its universality, marketing, as a management function, can
best be defined in the context of the environment in which the firm

is operating.

Unfortunately, most definitions of marketing tend to be
general, with implied assumption perhaps that it is left for the
individual organisation to emphasise the variables which may be
crucial for a successful marketing operation in its own environment

or circumstances.

It seems, therefore, that although there are as many
definitions of marketing as there are marketing authors, these
definitions are, in essence, not really radically different from
one another. It would appear, therefore, that the issue is not so
much what has been left out in any particular definition of
marketing as what the author wants or intends to emphasise.

Wills(lo)

maintains that marketing is the interface between
life as we wish to live it and the material goods and services
which we create to sustain life. The efficiency with which

marketing performs its task and with which production is
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accomplished determines the material style of life a society can
afford.

(11)

In the same way, Baker points out that:

"If economies are comprised of people, and we are
endeavouring to allocate scarce resources in order to
maximise satisfaction, then it is the satisfaction of

people which we are aiming at.”

Obviously, if this satisfaction of people is to be achieved
effectively, it would be unrealistic to assume that it could be
done satisfactorily without first of all finding out satisfactory
answers to the basic questions of what to produce, how to produce,

where to produce, when to produce, and for whom to produce.

The order in which these basic questions follow would depend
largely on the environment and the circumstances at the time of
decision.

The same view seems to be echoed by Arndt(lz), who has argued
that "marketing should be developed into a behavioural science
concerned with the social instruments through which members of

society receive their standard of living".

The interpretation of what constitutes "the social
instruments" may be open to individual opinion. However, it must
be remembered that "the satisfaction of people which we are aiming
at" entails much more than just economic satisfaction; it embraces
a provision for members of society to receive their standard of
living.

1(13)

In support of the same view, Hise et a felt that

marketing should be discussed in terms of the ability of the
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organisation to determine "the needs and desires of the market so

that goods and services can be produced that satisfy these needs

and desires".

Kotler's(l4) definition of marketing as "getting the right
goods and services to the right people at the right place at the
right time at the right price, with the right communication and
promotion" has some implicit suggestion that marketing attempts to

provide some logical answers to the basic questions of what, for

whom, where, when and how to produce.

Marketing is considered in this respect as a technique which

ensures the right decision by management as it affects the

consumer. In other words, marketing becomes a "compass", so to

speak, which guides the company in its activities and dealings with

the customer.

Risley, also, has portrayed marketing as an aid to business in

creating satisfied customers(15). Generally, however, Risley

appears to consider the primary function of marketing as customer

satisfaction at a profit.

Thus, even on a wider basis he defines marketing as "the
determination of guidance to production in reference to, and
distribution of goods and services to create optimal satisfaction

of customer wants, needs and desires, and, if successful, at a

reasonable profit”.

To consider marketing in terms of "the determination of
guidance to production" is to acknowledge the fact that, basically,
marketing deals or attempts to provide answers to the questions of

what should be produced to satisfy the wants and needs of a given

society.
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However, it would be a mistake to look at marketing in
isolation, for marketing is not just that: marketing is the
"strike battalion" of a whole brigade - management, and unless

those who profess marketing recognise it as such, its full benefits

can hardly be realised.

Marketing, therefore, should be recognised basically as a
management function which aims at anticipating, identifying, and
satisfying the customers' needs, wants and desires in relation to
the environment in which the firm is operating, in such a way that

the organisation's objective(s) can be achieved(16).

This would suggest that the relevance of marketing as an aid

to management for efficient allocation of resources does not only
. . . . R . 7, .

rest in the business organisation knowing what it is (iOlnc_;(1 ) in

terms of decisions to be made, but more so in knowing why and where

it is doing it.

Obviously, this embraces a careful consideration of its
environment when a business organisation makes its marketing
decision. Unfortunately, the issue of the environment and the
context in which marketing is being defined has not yet been taken

up seriously by marketing authors(ls).

However, there seems to be a growing realisation that
marketing is a management function that must pervade the entire

(19) (20)

firm . Stanton , for examplé, maintains that marketing, as

any other management function, should be regarded as a "total
system" of business activities designed to identify and provide

want satisfying goods and services to the present and potential

customers.

(21)

Rodger expressed the same view. He considered marketing

as "the primary management function which organises and directs the
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aggregate of business activities involved in converting customer
purchasing power into effective demand for a specific product or
service, and in moving the product or service to the final customer
or user so as to achieve company set-profit or other objectives".

The Institute of Marketing(zz)

supported this view and, with
some minor word changes, officially adopted it and thus defined

marketing as:

"A management function which organises and directs all
those business activities involved in assessing and
converting customer purchasing power into effective
demand for a specific product or service, and in
moving the product or service to the final consumer
or user so as to achieve the profit target or other

objectives set by the company."

The key point in these definitions is that marketing cannot be
isolated from other management functions if it is to fulfil its

proper role in the overall performance of the company.

Thus, as a management function, marketing "includes all
business activities that make possible the determination of what
should be produced, and control that which is produced from its

(23)

creation to ultimate consumption" .

"The determination of what should be produced", and the
"control of that which is produced", point heavily to efficiency in
resource allocation. Inclusion "of all business activities"
within an organisation to achieve a stated objective calls for a
planned integration of management functions. Accordingly, Bund
and Carrol(24) have argued that an "integration of all management
functions" geems a prerequisite for an effective marketing

programme,
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Management itself is not a static concept. It operates in a
changing world. It has, therefore, become increasingly a dynamic
process. Therefore, there are some authors who feel that, as a
management function, marketing is also a dynamic process through
which the organisation, in trying to achieve its own objectives,

must first satisfy the needs and wants of its customers(zs).

Accordingly, Laden(26) maintains that marketing should be
considered as "a process of determining consumer demand", so that

the demand can be effectively satisfied at a profit.

Bartels(27) expressed the same view. According to him,

marketing should be viewed as a -

"process whereby society, to supply its consumption
needs, evolves distribution systems composed of
participants who, interacting under constraints =-
technical (economic) and ethical (social) - creates
the transactions or flows which resolve market

operations and result in exchange and consumption.”

Bartels may have placed undue emphasis on "distribution" but
his recognition of "participants" "interacting under constraints"
seems an implicit suggestion that resources are scarce and
therefore efficient allocation of these scarce resources is

essential in order to satisfy effectively the needs, wants, and

desires of the society.

The essence of management is efficiency in allocation of
scarce resources. Management implies, among other things,
planning and control. As a management function, marketing cannot
be expected to play its useful role in the performance of the

organisation without careful planning and control of the planned
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(28)

programmes. In this regard, Kotler maintains that marketing

should be defined in terms of organisations'

"Analysis, planning, implementation and control of carefully
formulated programmes, designed to bring about voluntary
exchanges of values with target markets for the purpose
of achieving organisational objectives."

This point is more succinctly put by McKitterick(zg) when he

asserted that:

"The principal task of the marketing function in a
management concept is not so much to be skilful in
making the customer do what suits the interests of the
business as to be skilful in conceiving and then making
the business do what suits the interests of the

customer."

Admittedly, this is the essence of marketing. However, the
apparent disagreement among marketing authors about which of the
various variables should be emphasised has, unfortunately, led to a
éroliferation of definitions of marketing. This paradox has been

noted by Baker(3o), Kotler(3l), Crosier(32), Mason(33),

(34) (35)

McTavish , and others

To some extent, this has also affected general agreement as to
what the marketing concept itself should be. Recently, Buss(35a)
accused some marketing authors of "misusing the English language",
and maintained that "what is widely known as the marketing concept
is, by logic and by definition, a principle or a relationship

between concepts”.

Certainly, other writers have not taken the same line as Buss.

Rather, there seems to be an increasing awareness among marketing
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authors that, if marketing and its concept are to move with the
changing world in which they have to operate, then both marketing
as a management function and marketing as a concept must be defined

in such a way that they do not restrict themselves only to the
interests of the business.

Thus, there seems to be a spill over of consumerism to society

as a whole, though not all marketing authors subscribe to this
view.

In the past, it would seem sufficient to define the marketing
concept in terms of -

"a management orientation that holds that the key to
achieving organisational goals consists of the
organisations determining the needs and wants of target
markets and adapting itself to delivering the desired

satisfactions more efficiently and effectively than its

competitors."(36)

or simply as -

"a customer needs and wants orientation backed by
marketing effort aimed at generating customer

satisfaction as the key to satisfying organisational

goals."(37)

However, there is a growing number of opinions that, as a
concept, marketing should no longer be viewed only as a philosophy
of business which states that the customer's wants or satisfaction
is the economic and social justification for a firm's existence,
and so all company activities must be devoted to finding out what

the customers want and then satisfying those wants(38).
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The "modern" marketing concept, they argue, should embrace

much more, to include the preservation or enhancement of the

customers' and society's wellbeing. Arndt(39), for example,

argued that marketing should be developed into a social instrument

which dictates to society how it should live.

Thus, the "extended" role of marketing is also seen by

Kotler(40) (41)

in terms of "societal marketing concept", Feldman in

(42)

terms of "societal adaptation", Dawson

concept”, Kollat et a1(43) in terms of "“an ecological concept of

marketing”, while Arthur and Schaefer(44) subscribed to a "total

(45)

in terms of "the human

marketing concept"

The various views about what the marketing concept should be
in the present modern society are eloquently exemplified by
Feber's(46) and Lavidge's(47) works on "the expanding role of
marketing”, and "the growing responsibilities of marketing”,

respectively.

The authors of these views may, no doubt, congratulate
themselves for being "long-sighted", and, perhaps, providing a
possible guard against any tendency on the part of the academics or
business organisations to become myopic in their attitude towards

what the marketing concept may actually demand.

However, it would seem that it is high time marketing authors
realised the difference between normative concept and positive
concept of marketing. In other words, there seems to be a
confusion among marketing authors as to what the marketing concept

really is, and what the marketing concept should be.

McTavish alluded to this when he observed that while -

"the academic is preoccupied with mathematical model
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building, the marketing manager is left to find out
whether what he sees as a persuasive theory has any

practical utility."(48)

Preservation or enhancement of the consumers' and the
society's well-being is, no doubt, central to marketing or the
marketing concept. However, in order to do this, the organisation
must first be in existence. In other words, to survive in the

long run, the organisation must first survive in the short run.

The collapse of ﬁaker Airways, for example, has not yet been
investigated, and it may seem premature to assign blame to any
particular variable or variables. However, although there may be
some powerful argument that the pricing policy of the company was
merely a marketing strategy, there is also little doubt that it
embraced the "societal concept of marketing”, at least judging from

the pronouncements of Laker himself(49).

If this is accepted, then it is questionable whether the loss
of over two thousand jobs, the hardship created for the affected
families, and the increase in the dole queue, are really long term

interests of the company, the customer, or society.

It is this sort of situation that may have provided some
avenues for some authors to caution the false belief that, even on
its own, marketing is a panacea for all corporate ills.

Bett and Emery(so), for instance, have asserted that "evidence
exists to support the questioning of the marketing concept". They
even went further to argue that the birth of consumerism was not
" only an indication of the failure of the marketing concept, but
also the "bankruptcy of what the business schools have been calling

the marketing concept".
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(52)

Wentz expressed a related view. He observed that in

their zeal to sell the importance and usefulness of the marketing

concept, the academic -

"put the entire firm - if not the universe itself - into

orbit around the marketing department."

Bennet and Cooper(sz), while accepting that the intuitive
logic of the marketing concept is compelling and difficult to
refute, also observed that "strict adherence to the marketing
concept has damaged American business", in the sense that it has

shifted the emphasis from reality to selling psychological
products.

"We spend billions more convincing the customer that the
product is 'new' and 'improved', rather than spending
the money in the lab to develop a significantly

superior product."

No wonder then that sixty-one percent (61%) of the three
hundred top United States Educational Administrators who were asked
to define "marketing" saw it primarily as a "combination of
selling, advertising and public relations". Another twenty-eight
percent said it was only one of these activities(53).
Thus, eighty-nine percent (89%) of those involved saw

marketing primarily as selling and/or advertising, and/or public
relations.

Only a small percentage saw marketing as having something to
do with the determination and satisfaction of customer needs.
Again, it is clear that one cannot rule out the environmental

factors in a definition of marketing(54).
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However, if by "strict adherence to the marketing concept" the
authors meant the spending of "billions more to convince the
customer"”, as has been reflected in the views of eighty-nine
percent of those educational administrators, then the authors may
as well be reminded that "the aim of marketing is to make selling

superfluous"(ss).

Sachs and Benson(se) also expressed some doubt as to whether
the business organisation can compete when it is adhering strictly

to the tenet of the marketing concept.

They maintained that:

"Given our business environment, it is highly doubtful
that a firm can compete vigorously, and, at the same

time, adhere faithfully to the marketing concept."

Their argument is based on the fact that marketing or its
concept "has come to mean different things to different

people"(57) As such, diverse and often contradictory actions can

be justified by the same precepts.

"Under such circumstances, the marketing concept can be
either deliberately discarded or left to crumble under

the weight of its irrelevancies.”

However, it would appear that the reasons given by the authors
for their contention contradict themselves: in the first place, if
marketing or its concept meant different things to different
people, as they stated, then it would seem natural that the firm
could compete vigorously and still be faithful to the marketing
concept in the way it understood it, and, on the basis of the same

argument, its actions may be justified in their own right(ss).
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If this is accepted, then one might as well ask: what exactly

is marketing as perceived by companies?

Is marketing or its concept, then, a deceptive mystic, a
business witchcraft, or a dynamic prophecy for business survival

which has long been simply misunderstood?

Whatever the answers to these questions may be, the answer to

the last question is certainly a big 'Yes'.

Marketing is a dynamic management function requiring a total
commitment of the entire firm to ensure its success. Its failure
should be interpreted as a failure of the whole management in the
company, since marketing is only part of the whole that is

responsible for allocation of scarce resources.

People are quick in pointing the accusing finger at marketing
when things go wrong in a company, without realising that they are,

in fact, accusing themselves of being ignorant of the marketing

concept. .

es (59)

Am has reported some cases where some of the business

executives he had talked to were not happy with the marketing

concept. One of the executives is quoted as saying that -

"I can't really say that the marketing concept has made
much of a contribution so far, and I don't know what
to do about it. Our sales and administrative costs
are up because of staff additions and higher salaries
in the marketing department, but we really don't
operate any differently now than we did before we

started talking about marketing."
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In another situation, the President of a company is quoted to

have complained that:

"Our marketing effort has been a total waste. All
we've gained is an expensive marketing staff with
hairbrained ideas about advertising and promotions.
Most recently, we spent $600,000 on an advertising
campaign in the top journals, and our sales haven't
increased at all. I am not even sure our customers
read the magazines we've been pouring advertising

money into."

The unfortunate picture which may have been painted by the
above complaints against marketing seems to point to what

(60)

Wilson has described as "the first myth of marketing". This
myth, according to Wilson, is the false belief by some
organisations that, to appear oriented towards marketing, a company
must have a marketing department charged with the task of marketing

the company's offerings.

Consequently, most companies that complain against the
ineffectiveness of marketing tend to be those in which the
establishment of a marketing department tends to serve only as a
signal to all other parts of the company that they can forget all
about marketing.

"Thus, 10% of the firm has a marketing title, and a
marketing function, while 90% can go comfortably
back to being product oriented without any feelings

of guilt at all.“(61)

This falls short of what marketing demands. The
establishment of marketing departments, no doubt, may be a change

in the right direction, but, on its own, it is not enough and may
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(62)

even lead to disastrous results. As Lear observed, there is
"NO EASY ROAD TO MARKETING ORIENTATION".
(63) . . .
Thus, Ames cautions that creating and supporting a

marketing organisation, adopting new administrative mechanisms, and
increasing one's marketing expenditures, important as they may be,

are moves that, by themselves, do not guarantee marketing success:

"Unless there is also a change in attitude throughout

the company, real results cannot be gained."”

It seems, therefore, that once again we are reminded that
marketing is a management function which we cannot divorce or
isolate from other management functions in the business
organisation and still expect it to achieve its intended

results(64).

Therefore, it would seem that, in spite of the differing
definitions and scepticism expressed from certain quarters about
the usefulness of marketing, no one should be under any illusion
that a business organisation can ignore the marketing concept or
the interest of the customers, for that matter, and still expect to

. . sys 5
survive in a competitive market(6 ).

This fact has been succinctly expressed by James(66) when he

counselled that -

"It must never be forgotten that marketing is a type of
insurance function against the possibility of unprofitable
investment. It helps to reduce or relieve anxiety on the
part of owners of capital, and those who, through their

work, are associated with that capital."
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(67)

Similarly, Frances in his "The attraction of marketing
today and tomorrow" observed that the 1980s will present new
challenges, and marketing remains the main weapon with which the

company can fight these challenges for survival.

In this regard, therefore, marketing is not only a management
function, but also a risk reduction function which should be
present at the conception of our enterprise and should be there

throughout the use of that enterprise.
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Summary and Conclusion

To conclude this discussion, therefore, five main points seem

to have emerged to form the summary of this section:

1.

to

In spite of the differing definitions, it is becoming
increasingly clear that marketing is a management function
which recognises that the survival of the firm depends very
much on its ability to sustain its customers through efficient
allocation of its scarce resources. Therefore, marketing can

also sensibly be regarded as a risk reduction function.

Recently, there have been some suggestions from certain
quarters that the marketing concept should be extended to

embrace more than just the interests of the firm.

However, both the marketing authors and business organisations
must realise that the interests of the customers or society,
vital as they are, should not be regarded as an end in
themselves, but only as a means through which the company can

achieve its objective(s).

It must also be remembered that, although marketing provides
a guide or indication as to what, how, where, for whom, and
when the firm should allocate its resources, on its own

marketing cannot be a panacea for all corporate ills.
Marketing must therefore be defined in terms of the overall
commitment of the management to achieve its set of

objective (s).

Armed with this general outlook on marketing, we can now go on

consider the main segments of marketing, and what really

differentiates them.
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SECTION TWO
INDUSTRIAL MARKETING

Introduction

The main objective of this section is to distinguish, in

general terms, the industrial market from the consumer market.

The section is, therefore, not primarily intended to provide a

detailed treatment of every aspect of industrial marketing.

However, it is hoped that the subsequent discussion of the
factors which distinguish the two markets will provide some
background for the understanding of the construction industry

within the industrial marketing context.

(i) The Industrial Market

Strictly speaking, there are certain areas of marketing which
may fall neither into the industrial nor the consumer goods
markets(70). Nevertheless, it is on the basis of these two

segments that marketing is usually divided by marketing authors.

The division itself seems primarily a matter of implicit

acceptance of the traditional economic theory of the firm that the

(71)

main interest of a business organisation is basically economic
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(72)(73)(74)(75), and therefore all its actions must reflect this

basic objective.

Accordingly, industrial marketing is viewed as being concerned
with the marketing of goods and services to buyers who will use
them to further their economic interest by producing other goods
and services that are in demand.

Most marketing authors have supported this view(76)(77){78)

(79)(80)(81)(82). The result is that the domain of consumer
marketing has been limited to "the marketing of goods and services

to ultimate consumers"(83)(84)(85)(86)(87).

One major conclusion which can be drawn from this
differentiation, therefore, is that the distinction between the
industrial market and the consumer market is primarily a matter of

customers and the intended purpose of the purchase(ss)(89)(90)(91).

This conclusion has some far reaching implications: in the
first place, it implies that the nature of the product or service
does not necessarily make it an industrial product. It must also
be qualified by who is the buyer and the proposed intentions of the

purchaser.

Secondly, it also implies that not all goods and services can
be classified as either industrial or consumer. Some products,
such as lawn tractors, sandpaper, typewriters, floor polish,
automobiles, handtools, writing materials, and the like, fall into

(92)

both categories .

Thirdly, it does not only imply that the definition of
industrial marketing is derived from the definition of industrial
goods and services, but also that the demand for industrial goods

and services is a derived demand.
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Interestingly, virtually all marketing authors, including

(93), Webster(94), McTavish(gs)' Stanton(gﬁ), Corey(97),

(98) | Baker ®®), xollat et a1(100) 5. (101)

3
Wilson(loZ), James(10 )

Wilson
Fisher 104 r Stacey and

. 1
» Chisnall ), Alexander et al (105) and a

host of others, agree on this(loe)(107)(108).

Stanton, for example, has devised a hypothetical discussion
between the industrial manufacturer and a buyer. Out of this
discussion, Stanton has noted four related industrial marketing
demand characteristics, some of which have great relevance to the
construction industry market. These four related characteristics

are:

1. derived demand;

2. demand is inelastic as a result of 1;

3. demand is widely fluctuating as a result
of 1 and 2;

4, the market is knowledgeable and so buying
in the market tends to be rational,

reflecting professional skills of customer.

This inelasticity of demand which Stanton has attributed to
the derived nature of demand in industrial marketing may seem
rather a generalised statement on the whole industry basis.
Certainly there may be some examples where the inelasticity does

not seem to apply.

For example, it is possible for an individual producer of
industrial goods and services to increase his sales by price
reductions, though this is most likely to be the case in the short

run, In any case, such examples may be the exception rather than

the rule.
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The degree of inelasticity itself tends to differ according to
the nature of the product involved. In the case of component
parts, for example, the inelasticity, in most cases, does not just
depend on the derived demand factor, but also on two related

factors - namely:

a) the cost of the components relative to the total cost

of the equipment, goods, or service; and

b) the role of the component or part in the functioning

of the equipment, goods or service.

Inelasticity of demand for industrial products is also
attributed to the durability of some of the products, such as
equipment or capital goods, which makes it possible for customers
to postpone purchases and thus extend the useful life of the

equipment.

In the case of raw materials, however, the inelasticity is
more a result of the derived nature of demand. This particular
characteristic of industrial products has affected many African

countries whose economy tends to depend on raw materials(109).

(ii) Buying is Rational

The fourth "related demand characteristic" tends to confuse a
lot of issues in marketing, particularly when it comes to marketing

approach.

Available evidence suggests that one cannot really dismiss the
contention that, on the whole, "industrial marketing is
knowledgeable". In other words, industrial customers know a lot
about the goods and services they may wish to buy. Therefore, they

are most unlikely to make any irrational buying decisions.
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No wonder, then, that most models of industrial buying
behaviour depict, or at least give the impression that, the buying
unit, be it an individual or a group of experts, as going through
every detail of the intended purchase decision to ensure that the

objectives for which the purchase is to be made are achieved(llo)

(111) (112) (113)

However, even if this is so, the fact still remains that,
while it is impossible to expect a customer in the consumer goods
market to be an expert on every item he buys, it would be equally
naive and unfortunate to assume that the customer in the consumer

goods market is ignorant of his needs.

At present, most of the studies on buying behaviour of
organisations in industrial marketing can hardly claim to have
provided empirical evidence and established conclusively that
'rational buying' is solely a function of the buyer's expert
knowledge of the product to be purchased.

114
( ), for example, reviewed a large literature on

Kennedy
buying behaviour of organisations in the industrial market. Most
of the review seems to recognise the fact that the decision to buy
is a complex process involving many variables, different stages,
and different people at all levels with vastly different

. (115)
views .

As a result, the composition of the buying or decision making
unit, and the influence of those who are directly and/or indirectly
concerned with the buying process, are almost likely to change with

stages(ll6), as Table One demonstrates.

Most marketing authors would admit the presence of other
factors, such as the environment in which the organisation is

operating, the structure and nature of the organisation itself, the
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background of the individuals involved and the degree of freedom

with which they can make decisions, and many other factors.

The recognition of these important factors by most literature
on organisational buying behaviour in the industrial market seems a
tacit admission that rational buying in the industrial market is
not a function of one variable, but a number of complex and
inter-related variables. The buyer's expert knowledge of the

product is only one of these variables(117).

(iii) Economic Factor

If we were to find a dominant variable or factor in the
behaviour of industrial buyers, it would seem relevant to analyse
carefully and bear in mind the definition of industrial goods and
services. In this way it is obvious that, that factor would most
likely be the economic factor upon which the whole survival of the

business organisation may depend.

This seems to agree with what the economic theory of the firm
believes is the sole reason for the existence of the firm. But,
even here, the presence of other variables is an indication that

one must tread with caution.
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TABLE ONE: Decision Making Unit:
Members Involved by Type of Purchase

Purchasing New Modified Straight
Stages Task Rebuy Rebuy
Recognition of Top manage- Buyer Stock control

need to purchase

ment; general

system

management
Determination of Technical As specified As specified
product character- personnel when new
istics purchase
Description of Technical As specified As specified
product character- personnel
istics
Search for Technical Buyer Approved
suppliers personnel suppliers
Assessing quali- Technical Technical Approved
fications of personnel personnel and suppliers
suppliers buyer
Acquisition of Technical Buyer Purchasing
proposals personnel and staff
buyer
Evaluation of Technical Buyer Purchasing
proposals personnel staff
Selection of Technical Buyer Purchasing
of supplier personnel, staff
general
management
and buyer
Selection of Buyer Buyer Purchasing
order routine staff
Performance feed- Technical Buyer Buyer
back and evaluation personnel and (informal) (informal)
buyer system system
(formal) (formal)

Source: Adapted from G T Brand, "The Industrial Buying Decision", 1972.

Used with the permission of The Institute of Marketing.
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(iv) Complexity of Buying Process

There 1s little doubt that the buying process in the
industrial market tends to be complex. But that complexity itself
tends to depend not only on the nature, but also tends to reflect

several factors. For instance, it reflects:

1) the influence of the fdrmal organisation itself;

2) the large numbers of persons involved in the process;

3) the complex, technical and economic factors that must be
considered;

4) the environment in which the firm operates;

5) the frequently large amount of money involved in the

transaction.

However, the fact that these factors may be involved in the
buying process or decision increases the need for some common
measurable criterion upon which a general agreement can be reached.

Stacey and Wilson(lls) maintained that, in general, such
criterion would be “efficiency, economy and maximisation of

resources". This confirms the view held by Ralph et al(llg)

that,
unlike the ultimate consumer, "the industrial buyer is motivated by
profit considerations and must be prepared to justify-his purchases

on the basis of measurable performance".

Again, there is obvious emphasis on the performance and the

overall economic variable in business decisions.

If this point is accepted, then it is logical to assume that
the industrial buyer would consider carefully the performance
advantages (PA) and disadvantages (PD), the economic advantages
(EA) and disadvantages (ED) of a purchase (P) before making a final

decision.
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We can then use the relevant part of Baker's model(lzo) to say
that for the industrial buying unit to make a positive purchase
decision (EA+PA-ED-PD) > Zero, that is P = £ ((EA+PA) ~ (ED+pD))

> O (f is defined as a function). Obviously this would seem an
oversimplification of matters. This situation can therefore be

true if, and only if, all other factors are held constant.

Generally, marketing authors are becoming aware that
distinguishing the industrial market from the consumer market
merely by features is a delicate exercise, since some of the
features may not be all that unique to the industrial market after
all. For instance, industrial buying as a process which may
involve many people(lzl) has already been noted. But this can
hardly be described as unique to industrial marketing, in the sense
that it is also common in the consumer goods market to find

families that discuss and make their intended purchasing decisions

together before the actual purchase decisions are executed.

It seems to me, therefore, that the difference does not lie so
much in "the group process" as in the fact that it is most unlikely
that such families will have "formalised evaluation and decision

procedures" similar to those found in the industrial organisations.

(v) Scale of Purchasing

(122) (123) (124) maintain that the scale

Some marketing authors
of purchasing in the industrial market is greater than in the
consumer market. This may be interpreted in either or both of two

ways:

1) the greater scale of purchasing is in terms of money value;

2) the greater scale of purchasing is in terms of volume or size;

There are some cases where 1 is a product of 2, but in most
cases there may be no linear relationship between 1 and 2 in terms

of 1 resulting from 2.
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In general, therefore, this particular feature of industrial
marketing seems to refer primarily to the greater scale of

purchasing in absolute money terms.

However, the matter becomes a bit complicated when the unit
cost of production is introduced. It has been pointed out by some
authors(lzs) that, for some industrial purchases, the relative size
of the product to the cost of that product reverses the argument of
greater scale of purchasing in money terms in favour of the

consumer goods market.

For example, the price of a given piece of heavy equipment is
obviously greater than that of say a shirt. However, if the
volume of each of them is taken into consideration, then it is
likely that, in relative terms, the shirt will be more expensive

than the equipment.

It would seem, therefore, that the uniqueness of this
particular feature of industrial marketing is valid in absolute

terms, but less so in relative terms.

(vi) Small Number of Buyers

It is also held that the total number of buyers in the
industrial market is smaller than in the consumer

(126) (127) (128) (129) (130)

market . This is also typical of the

construction industry market.

(131) have pointed out that

However, some marketing authors
this may depend very much on the nature of the product. For

instance, the market for office supplies is certainly large and

dispersed.
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On the other hand, the concentration of buying power in the
hands of a few retail multiples suggests that this particular
feature cannot be restricted or said to be unique to the industrial

market without some kind of qualification.

(vii) Concentrated Nature of the Market

Related to this is the concentrated nature of the industrial
markets. Most marketing authors(132)(133)(134) seem to agree
that, generally, the industrial market is characterised by three
types of concentrations.

Wilson(135), for example, maintained that these concentrations
can be reasonably distinguished by geographic, industrial, and
purchasing concentrations which seem to be closely related and

somehow interdependent.

Geographic concentration tends to result from backward and
forward linkages which may eventually become a "pulling zone". In
Britain, the metalworking industry around Birmingham is easily
cited as an example; while, in Nigeria, the high concentration of
industries in Ikeja, Trans~Amadi, and particularly the

concentration of textile industries in Kaduna, are other examples.

Geographic concentrations tend to be of particular interest to
economists, particularly in their argument about factors which

affect location of industries.

Industrial concentration, on the other hand, tends to result

from the nature of the goods and services marketed(136).

Because
of its nature, a particular product can be used more effectively
only in certain areas. This, in turn, tends to exclude other

customers and may, thus, lead to concentration of buyers.
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The Military or Post Office equipment markets are easily cited

as examples, though rather extreme.

As a matter of fact, it would seem that it is because of the
concentration of buyers and the relatively small number of buyers

that some authors(137) maintain that, in industrial marketing, the

market is easily discernible.

It is also possible that the relatively smaller number of
buyers may have contributed to the closer buyer-seller relationship

which is said to be very vital in industrial marketing.
The logic of this point is based on the assumption that, since
the firm has a relatively smaller number of buyers, it would be

easier for it to develop buyer-seller relationships.

(viii) Buyer-Seller Interdependence

However, most marketing authors seem to have played down this
point. Rather, they maintain that, although buyer-seller
interdependence plays a greater role in the industrial market than
in the consumer market, this is mostly as a result of the fact
that, in absolute terms, most industrial products are technically

more complex than consumer goods.

1) They point out that in industrial marketing the product is
not a physical entity per se. Rather the product is an
array of economic, technical and personal relationships

between buyer and seller.

2) Because - and this is especially so for products used in the
customer's operations - the buyer may become critically
dependent on the supplier for an assured supply of raw
materials, components or subassemblies, maintenance and

repair parts, and skilled repair service for capital
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equipment, and the like, the 'sale' or the actual trans-

action becomes only one point on the time continuum(138).

However, if this interdependency were merely a function of the
technical complexity of industrial products, then one would argue
that there are also some consumer products that are technically
complex. For instance, most electronics gadgets are complex, and
it is doubtful whether a consumer who buys a good video tape
recorder, or a pocket calculator, would find it less technically
complex than an electrical engineer would find a transformer which

he may have recommended and/or bought for his company.

Besides, there are some cases, such as in industrial raw
materials or office supplies, where the greater technical

complexity, as a feature of industrial products, may not apply.

In any case, most marketing authors would agree to this, only
to point out that such cases are the exception rather than the

rule.

The interdependence between the buyer and the seller in the
industrial market has some bearing on the channels of distribution
of most heavy equipment, in the sense that it may well be one of
(139)

the reasons why, as Rodger noted, "channels of distribution
for industrial goods tend to be shorter than those for consumer

goods".

From the discussion so far, it can be seen that what has been
done in this section is not so much a detailed enumeration of every
characteristic of industrial marketing, but rather it is a
discussion of the features which have been adjudged to have some
degree of relevance to the chapters on the construction industry,
and the implications which these features create for a marketing

approach in the industrial market.
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Summary and Conclusion

This section has attempted to show that the traditional
economic theory of the firm seems to have influenced the basis on

which marketing is divided into consumer and industrial marketing.

Consequently, the buying activities of the industrial
organisation are seen mainly as attempts to achieve its main
objective, hence the derived nature of demand in the industrial

market.

The industrial market itself is said to have relatively fewer
buyers than the consumer market. While this is generally the
case, one must also take notice of the similar situation in the
consumer market, where there is also a concentration of buying

power in the hands of a few retail multiples.

The nature of some industrial products calls for a greater
need for after-sales service, which may lead to buyer-seller

interdependence.

Perhaps this closer buyer-seller relationship has contributed
to the comparatively shorter channels of distribution in industrial

marketing.

Obviously these features have some implication on the
marketing approach. Our understanding of them may, therefore,
help us to understand why, although basically similar to consumer
marketing, the marketing approach in the industrial market, or even
the construction market for that matter, calls for a greater need

to understand and satisfy the customers' requirements.
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SECTION THREE

MARKETING APPROACH

The theme of this section is that marketing in the industrial
market involves development of buyer-seller relationships.
However, since buying in the industrial market is, in most cases,
for the purpose of further production, the life, so to speak, of

these buyer-seller relationships depends on the buyer being

satisfied with the relationships.

Therefore, the need to meet the buyer's requirements is

paramount and this requires a corporate rather than departmental

marketing approach.

At the same time, Ames noted that this would require a clear
understanding of the economics of the customer's operation, the
structure of the industry in which he operates, and how he plans

his marketing strategies against his competitors.

However, for the marketing firm to be able to do this
effectively, there must be a continuous interaction between the

seller and the buyer. In the process, relationships are
established.

Thus, it seems that what happens in industrial marketing is
not just an inter-organisational transaction, but also a
development and/or establishment of buyer-seller relationships.
1(144)

Hakansson et a , for example, stressed the importance of

this relationship by describing industrial marketing as -

"A matter of building up and handling complex relations

with a limited number of customers."
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Two important points emerge from this: the first is that,
clearly, the seller organisation cannot expect to develop enough
capacity to successfully serve every industrial organisation. It
must therefore limit itself to areas where it can offer the best

service.

The second point is that the "limited number of customers"
suggests that, except in some cases such as commodity-raw material,

this is a buyers' market.

All this suggests that the relationship which may have been
developed is not permanent in the sense that it lasts only as long
as the buyer is satisfied with it, though the seller too may break
off the relationship.

Thus, there is an added need for the seller to be able to meet
ﬁot only the present requirements of the buyer, but also his future
needs.

(145)

Bonoma reiterated this point by observing that -

"In most industries, the bulk of a company's business
comes from a small minority of its customers. Retaining
these key accounts is getting increasingly difficult as
buyers constantly look not only for the best deal but
also for the vendor that best understands them and their

needs."

(i) Corporate Marketing Strategy

It is, however, becoming increasingly clear that the needs of
the industrial customer cannot be met by the marketing department
alone. This is because the problems or needs of the customer
often require solutions that call for the complete involvement of

the management.
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Therefore, although there may be some exceptions, in general a
corporate marketing strategy is needed to meet the requirements of
the industrial customer.

(146)

This is exemplified in Webster's observation that -
"In a very real sense, industrial marketing calls for, and
creates, conditions leading toward a more complete
application of the marketing concept than consumer

marketing."

His observation is based on the fact that, by its very nature,
industrial marketing requires that all parts of the business
organisation be customer oriented, and that all marketing decision
making be based on a complete and accurate understanding of the
needs of the customer.

James(147)

dealt at length with this point. Primarily, he
appears to be arguing a case for marketing research. However, he
noted that there are characteristics of the industrial market which
perhaps make it an even more fertile field for the marketer

thinking in terms of long term profit maximisation.

His strongest expressed support seems to be where he stated
that -
"The structure of the industrial market makes it a supreme
example of the maximum need for customer orientation which,
in turn, is a function of the importance of individual

customers to the profitable conduct of the business."

This, of course, does not suggest that in the consumer market,
the customer will buy anything, whether it satisfies his needs or

not. However, the fact still remains that most industrial
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manufacturers or buyers have their own standards, or economic and

technical requirements, which they would very much want to

maintain.

Consequently, such companies may go to the extent of supplying
all the required details to the potential suppliers. As in the
construction market, the ability to meet these existing and
potential requirements could become a powerful factor in

maintaining and acquiring customers.

This is of crucial importance in a market where the number of
buyers tends to be generally small, but often with large buying

capacity in money terms.

Recently, British Leyland lost one of its largest customers,
J C Bamford. The main reason was that the strike action taken by
workers of British Leyland at the Bathgate Plant threatened the
steady supply of Bathgate Plant engines, which JCB had been using

for its excavators for the past fifteen years(148).

The strike did not only make British Leyland to be regarded by
JCB as an unreliable supplier, but, even more serious, it also

indirectly threatened the very dominant share of the excavator

market which JCB has maintained.

To prevent this threat to the maintenance of its dominant

market share, therefore, JCB had to switch to Perkins engines.

The Scotsman writes:

"JCB switched from Ford 15 years ago for exactly the same

reason they are preparing to change from Leyland - they
need reliability of supply.“(149)
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Commenting on the same issue, Mr Johnston, one of JCB's

executives, explained his company's action by saying that:

"JCB have taken Bathgate engines for the past 15 years,
énd our only objective is to obtain continuity of
supply, so that we can maintain this long association.
But it must protect the interests of the 1400 employees

at Rochester and its hard-won dominant market around
the world."(lso)

Thus, as far as JCB is concerned, reliability of supply, which
ensures the security of both its market share and the jobs of its
workers, becomes a determining factor for selecting and maintaining

their suppliers.

JCB's case may well present only a tip of an iceberg in the
thinking and behaviour of most industrial customers. As a matter
of fact, the company's action, the explanation given for the
action, and the attendant implications of the action, seem to point

strongly to the earlier observations made by Webster(151)

(152)

and

James (153)

, and particularly the assertion made by Ames that,
"Marketing in the industrial world is much more a general

management responsibility than it is in the consumer field."

Ames based his assertion on the fact that, in a consumer goods
company, major changes in the marketing strategy can be made and
carried out within the department through changes in emphasis on

the marketing mix.

In an industrial company, however, changes in marketing
strategy are more likely to involve capital commitments for new
equipment, or shifts in manufacturing approaches, any of which have

some wide implications on the company, and cannot, therefore, be
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confined to the marketing department.

For instance, there is no doubt that the recent switchover of
JCB from British Leyland to Perkins engines for JCB excavators

affected all the departments in the company.

It was much more than just buying other engines for the
excavators, It means enormous problems in stocking worldwide

dealers with a new range of spares, new tools, new technical

pamphlets and retraining.

Within a month after the decision had been made, £50,000, with
a possible increase to £250,000, was spent in plant alterations and

new equipment to fit replacement engines to their products(154).

In addition, the company required a strong sales team to

convince its worldwide customers that the new engines did not

adversely affect the quality, efficiency, or performance of the
equipment.

Thus, what could be interpreted primarily as a decision to
avoid "late delivery to customers" became a commitment to every

department of the company, and, thus, became a full corporate

decision and commitment.

One major thing must be made clear here: the contexts in
which JCB has been used twice as an example are not the same,

though the case remains the same.

In the first context, JCB has been used to exemplify the
nature of industrial customers, the need to meet their requirements
in terms of time and product performance, and the relative

importance they attach to buyer-seller long-term relationships.
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The influence of the derived nature of demand for industrial

products was also evident.

In the second context, JCB has been used as a manufacturer,

anxious to maintain its hard-won market share in a highly

competitive market.

It sees making the product available to its worldwide
customers at all times as an important part of its marketing

strategy to maintain its share of the market.

However, the company is aware that the marketing department
cannot be left alone successfully to implement the strategy.

Hence the overall corporate commitment.

One major conclusion can therefore be drawn from this apparent

high degree of functional interdependence and a closer relationship

to overall corporate strategy.

That conclusion is that, for an industrial marketing strategy
to be effective, it must not just end at planning, but must also be
conceived and seen as a corporate strategy, and not as a strategy
which is being imposed on the management by the marketing

department for its implementation.
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Conclusion

Three main points must be emphasised as the conclusion.

1) The first main point is that the development or establishment
of buyer-seller relationships forms the main basis for

marketing effort in the industrial market.

2) The second point is that industrial marketing provides
problems whose solutions require a complete corporate
commitment. In this regard, the marketing concept seems
even more inviting and appropriate for industrial

organisations.

3) However, because of its relatively high degree of functional
interdependence and closer relationship to overall corporate
strategy, a marketing strategy, which is conceived and
accepted as an overall management approach, seems more
promising than that which may be imposed on the management

by the marketing department only for its implementation.

It is therefore hoped that this chapter has provided some
basis for the understanding of the need for a total corporate

approach to marketing decisions.

It is with this in mind that the risk problems in the

construction industry are approached.
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The Construction Industry

Introduction

The previous chapter was intended to provide a background for
understanding of the construction industry in the industrial
marketing context, particularly the buyer-seller relationships. It

is therefore hoped that the present chapter will be read with that
hindsight.

The theme of the chapter.

The main concern of this Chapter is the Construction industry.
Its primary objective is to present in simple terms, the nature of
the construction industry as far as it is necessary and relevant,
and to show the relevance and usefulness of marketing in the

construction industry.

How the chapter is developed.

The chapter has been divided into two Sections, Section One
and Section Two.

Section One.

This Section concentrates on the nature of the construction

industry. It examines the various definitions of the construction

industry.

However, it notes that because of the practical difficulty
involved when an attempt is made to separate the building industry
from the civil engineering industry, it is more realistic to use

"CONSTRUCTION INDUSTRY"

to mean both building and civil engineering works.
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Nevertheless, account is also taken of the fact that the
construction industry can also be defined both in terms of what the
industry produces, and the people or firms who participate in the

industry.

Accordingly, the section also provides a general discussion on
the participants in the industry. This is also intended, not only
to show the inter-dependence of the participants on one another,
but also to show the complexity of the industry and its

relationships to other industries.

The nature of the construction industry is also manifested by
the general features of its products, defined as completed

construction projects.

The interesting thing to note about these features is that,
not only have some of them made "distribution of product", in the
ordinary sense, almost irrelevant in the marketing of construction
products, but also some have led to "fragmentation" of the

'production process' for most construction products.

Consequently, there have been some calls and suggestions by
some authors who are concerned that, although the 'FRAGMENTED'
production process is the result of some historical development, it
should not be allowed to affect the interest of the customer. The

supremacy of the customer is therefore recognised in clear terms.

What this section has done therefore, is to present the
general nature of the construction industry in its three facets -
what it does, the participants, and the nature of the products -

and to indicate that the customer is supreme.

Section Two.

Section Two takes up the marketing problem in the construction

industry.



128

The main objective of the section is to establish that
contrary to what some evidence may have suggested, marketing is

relevant and useful in the industry.

However, it is recognised that the main purpose of marketing
in the construction industry, as anywhere else, is to reduce or

manage potential risks.

Therefore, if marketing is to achieve this risk management
function, it must be applied on the understanding that risk is

better managed if it is better understood.

Accordingly, the effectiveness of marketing in the
construction industry depends on whether the firm concerned
understands itself and the market in which it is operating or wants

to operate.

It is in this regard that there is a great need for the

company concerned, to appraise both its environment and itself.

The need to appraise its environment arises from the fact that
analysis of the environment or external factors which are likely to
affect the company in its operations, would enable the company to
identify danger spots, and thus take protective or preventive

actions accordingly.

In the same way, appraising itself will enable the firm not
just to know where it really stands, but also to identify its

strengths and weaknesses.

With this information, the firm will be in a better position
to plan a more effective marketing strategy, and thus enable

marketing to achieve its risk management function.
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What this chapter has done therefore, is to present a case
that in spite of its complex nature, the construction industry can
benefit greatly from the acceptance and application of the

marketing concept, at least, in the management of risks.
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SECTION ONE

Introduction

In this section, the construction industry will be defined.

This will be followed by some discussions of the parties in

the industry, as well as the nature of the construction products.

It should therefore be obvious that the section does not claim

to cover every aspect of the construction industry.

However, it covers those aspects of the industry which are
adjudged to be relevant as explanatory variables in the risk

perception of both the buyer and the seller in the industry.

It is hoped that this will bring to light some of the hidden
problems of the industry which cannot be appreciated merely by

reading through the definition of the construction industry.
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Section One

The Construction Industry

Definition
The construction industry has been defined by the Institute of

Marketing, Construction Industry Group as,

"that total industry which involves the utilisation of human,
economic and natural resources in the conception, design,

construction, maintenance or demolition of buildings and civil

(1)

engineering works".

At the same time the Institute has acknowledged that the
industry is made up of two parts - the building industry and the

civil engineering industry.
The building industry has been defined as

"that part of the construction industry which is concerned

with the design, construction, maintenance or demolition of

all types of buildings”.

The civil engineering industry on the other hand, has been

defined as,

"most of that part of the construction industry which is
concerned with the design, construction, maintenance, or

demolition of the economic infrastruction of roads, and other

communication facilities, and public works."

However, a critical examination of the definitions - building
industry and civil engineering industry - would obviously reveal

that the differentiation of the two industries, so it seems to me,
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is largely a matter of academic convenience, or the context in

which the differentiation is being made.

Ironically, this has been noted by the Institute of Marketing

itself when it acknowledged that

"there is no hard and fast dividing line between the two

parts".
The Institute therefore went further to main that

"if some arbitrary division is needed, then it is suggested
that the definition of a building - (as used in the term
building industry) - be limited to the concept of a single
structure, or related group of structures, constructed on a
(relatively) confined site, generally excluding those
structure which are ancillary to, or form an integral part of

engineering works."(z)

The practical difficulty of distinguishing the building
industry from civil engineering industries is also evident in the
(3)

definition of the construction industry which Hislop has

offered. According to him, the construction industry -

"Consists of a loose assemblage of private and public
enterprises, which through their activities, have become
interlocked to a remarkable degree as a result of evolution in

the face of a changing pattern of demand."

To justify his assertion that the nature of the activities of
these enterprises has actually made them become 'interlocked to a
remarkable degree', Hislop has provided an extensive list of the

enterprises which operate in the construction industry.
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However, a careful analysis of the activities of those
enterprises would create a major semantic implication in the sense
that, if the companies operating in the industry have become
"interlocked to a remarkable degree” then, in practice, it would
seem difficult to separate the two major parts which make up the

industry.

On the basis of this practical difficulty of separating the
two parts therefore, the term, "the construction industry" has been

used to refer to both building and civil engineering parts.
Two important points about these definitions must be noted:

1. The first point to note is that the .broad nature of these
definitions is not so much an effort to be comprehensive - though
this is not excluded - as an indication of the complex nature of

the construction industry.

'Utilisation of human, economic and natural resources in the
conception, design, construction, maintenance or demolition of
buildings and civil engineering works' obviously involves complex
relationships between and among variables. It involves complex

contractural and human relationships.

The essence of all this is the need for efficiency in the
allocation and utilisation of resources. In most cases however,
the probability of achieving that efficiency is greater where there
is a good co-operation and understanding among the parties
concerned; - the understanding that each of the parties involved

must perform his functions properly.

2. The second point is that although both definitions seem to be
unanimous on what the construction industry is, each of them

appears to be emphasising a different point.
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The Institute of Marketing, for example, is emphasising what

is utilised (the utilisation of) in the industry called

'Construction’, while Hislop appears to be emphasising or stressing

what the industry is comprised of (consists of enterprises), and

how difficult it has become to separate their activities (have

become interlocked to a remarkable degree).

It is therefore these enterprises, the participants in the
industry, that make decisions; that perceive risks in the
decisions they are making or want to make; and it is therefore
these participants that employ risk-management strategies to
eliminate or minimise the perceived risks. It seems therefore

proper to consider who these participants are.

However, before doing so, two important points must be made

guite clear:

1. The discussion will draw on the Report of the Institute of
Marketing Construction Industry Group. This Report has

already been acknowledged.

2. The discussion is not intended to be a detailed treatment of
historical development of these participants. Those who are
interested in such details are encouraged to consult, among
other works, M., Bowley(4), C.G. Powell(s) which covers the
industry, particularly the building part, from 1815 - 1979;
or the Research Paper published in 1981 by J.C. Slack and R.W.
Giles(6). This paper provides some interesting details about
historical development of the participants in the industry for

the past one hundred and fifty years (150 years).

What the discussion here is concerned with is a consideration

of the basic functions/roles performed or expected to be performed
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by each of the participant groups and how these functions/roles

affect the overall performance of the construction process.

The Main participants in the Construction Industry

Construction process involves a large number of categories of

participants in a large variety of interactions and contractural

relationships. This makes it particularly difficult to consider

every one who is in one way or the other, connected with the

construction industry. Therefore, only the main groups of

participants are considered.
These groups include:

The client, who could also be the user;

1.

2. The Design Team;

3. The Construction Team;

4. The Manufacturers;

5. Merchants;

6. Banking and Financial Institutions;

7. Public undertakings;

8. Authorities with statutory duties, and those engaged at the

level in construction;

9. Education, Research and Development group.

Ordinarily, groups 1-5 constitute the core of the participants
in construction process. However, the process of construction

itself may in most cases be affected or influenced by the other

groups, particularly by the behaviour of groups 6-8.

The influence of any of these groups of participants on

construction process therefore, depends a great deal on the

functions/roles of the group(s) or an individual participant within

the group.
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The essential functions/roles of the groups.

The client/user.

The client is, in most cases, the customer, the owner or his

representative, of a construction project. The client plays an

essential part in construction process in the sense that -
1. It is the client that initiates the whole operation.

2. The project itself is in most cases, "designed to ordexr",
because there are few standardised choices available to the

customer, the client, in the same way as customers of most

other consumer durables.

It is therefore the client that appoints a design team for

this purpose.

However, there may be some exceptions such as in the case of
"all-in", 'turnkey', or 'design and build' contracts where

this particular function may be delegated to the main

contractor(s).

The client also has the responsibility in the appointment of

the construction team. Since he is the one who initiates the

whole process, he has a crucial voice in the timing, location

and pricing of the project.

The client therefore, is one of the most important
participants in the construction industry, and his role in this
respect has been recognised by various Government Reports,

including those of Emmerson(7) Banwell(s) and Wood(g).
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The Wood Report, for example, stated that -

"the client has a duty to establish his objective clearly and

monitor progress through design and construction".

In other words, the client has a duty, not just to originate

or establish his needs, but more so to take risk management

measures to ensure that any inherent perceived risk, does not

prevent the achievement of the objective or the fruition of the

idea - that is, the successful completion and delivery of the

product or project.

Types of Clients

Broadly speaking, construction clients can be classified into

three groups:

1.

the public client, which forms the dominant part of
construction customers, but who is not necessarily the sole

user of the construction projects contracted.

organisations, which can be sub-divided into (a) commercial,
(b) industrial, and (c) religious or societies.
Collectively, organisations as "a group of clients", in the
construction industry, are a force to reckon with,
particularly in a period of industrial boom.

the private clients:- which include mostly owners of
residential buildings. In most cases, the private client is
also the user of the project which tends to be relatively

small in money terms.

This brief and broad classification of clients is intended to

show that the position of the client as a participant, his

duties/roles, and the degree to which both his position and
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functions/roles influence other participants in the construction
industry, depend on what type of client he is, and what his

objectives are.

The Design Team

The importance of a design team featured prominently in the

Banwell Report(10). According to the Report,

"A design and programme of work are essential prerequisites to
any construction project. For this purpose, it is usual to
seek the advice of an architect or engineer (or both) as the
case may require ----, [Construction] work is becoming
increasingly more complicated and highly mechanised, and there
are signs --- that in many modern building and civil
engineering projects, the advice and collaboration of a

professional team is called for from the outset.”

Accordingly, the design team is normally appointed by the
client. It is difficult to generalise on the composition of the
design team since membership tends to depend on specific

contractual arrangements.

However, one would expect the team to include specialists such
as architects, engineers, quantity surveyors, and other advisers

required for the design, supervision, and control of the works.

Normally, the design team is assumed to be divorced from the
construction team. However, in a 'package deal', 'turnkey’,
'design and build', or ‘'all-in' contract, the design function, thus
the design team, may not necessarily be separated from the

construction team.
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In such a case however, the client may demand and get an
assurance from the main contractor(s) that adequate professional
skill and care in design have been, or will be exercised to meet

his requirements.

The Construction Team

Like its counterpart - the design team - membership of the
construction team also is subject to specific contractual

arrangement.

Basically, however, the construction team is made up of the
main contractor(s), and specialist sub-contractors, other suppliers
operating "supply and fix" services, and some professional advisers
who may belong to other groups. For instance, it is not uncommon
to find the architect or engineer as members of both the design and

the construction teams.

The main contractor is normally responsible for construction
of the project. However, the manner in which he can exercise this
particular function may depend on the nature of the works, and the

type of contractual arrangements.

Normally, most main contractors would delegate or sub-let
parts of the works to sub-contractors. There may be some extreme
cases - where the main contractor may carry out all the works
himself, or reduce himself to a mere co-ordinator of the
sub-contractors who then, defacto, assume the responsibility for

the whole works.

The important point to bear in mind here, is that, whether the
main contractor is carrying out all the works himself, or merely
co-ordinating the sub-contractors, there is no doubt that the main
contractor has an extremely important role to play in the

construction industry.
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His relationships with the client, the suppliers of required
resources, the sub-contractors, the professions, and the like, as
well as his own work force, are very important. They could make a
world of difference between failure or success of a construction

project.

The Manufacturers

A lot of raw materials, manufactured materials, components,
equipment, and the like, are used in construction works, but are

produced by manufacturers away from the construction sites.

These manufacturers may be classified into two types. (1)
those whose output is directed wholly or principally to the
construction industry; and, (2) those that belong to other
industries, but certain of whose products are used by the
construction industry. Firms manufacturing electricity products

are such manufacturers included in group (2).

> There are however, some parts or components which can be
manPfactured on or away from the site by some members of the
construction team. For instance, some concrete products or
materials can be made on the site by some members of the

construction team.

. Moreover, the trend towards "pre-fabrications",
'industrialisation', or 'system building', in addition to the fact
that some of the components have become or are becoming more
sophisticated and complex, have encouraged some manufacturers to

start offering as sub-contractors "supply and fix services".

In such circumstances, such manufacturers could be said to be
participating in the construction industry both as manufacturers

and as members of the construction team.
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The Merchants

Basically, these are stockholders for the large number of
materials, components, fittings, and other items required

throughout the life of a construction project.

They act as intermediary or link of supply between the
manufacturers and the construction team. In addition, they provide
short-term credit facilities particularly to the contractor and/or

other members of the construction team.

Since merchants also act as "depots" for manufacturers,
merchants are also placed in a good position to provide valuable

technical and economic information to both the design team and the

construction team.

Banking and Financing Institutions

This group of participants include all sources of finance for
the construction industry, both during and after the construction

process.

In most cases, the client may form the main source of finance
especially in cases of the public client. However, financing of
construction projects tends to be issues specific and therefore
depends on the wording of the contract, the nature, and the
magnitude, in terms of both the costs and size, of the construction

project involved.

The banking and financing institutions are sometimes described
as the 'life~blood' of the construction industry - in the sense
that without their support, most of the activities of the

construction industry would be paralysed.

>< This assertion has been supported by various research findings

on the causes of failure in the construction industry (10). In
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addition, the history of the development of Building Societies in

(11)

Britain shows how vital the financial institutions were, have
been, and still are, in the proper functioning of the construction
industry.

Public undertakings

A completed construction project, particularly buildings, that
have no vital facilities cannot in a real sense, be described as 'a

finished product'.

To this end Public undetakings ensure that proper public
utilities and/or services, such as water, communication, energy,
and so on, are supplied to construction projects either during the

process of construction, or when the project is finished or both.

Some of the Public undertakings have some statutory or
mandatory control over the way their services should be provided

and utilised.

In some cases, however, they may offer to participate directly
in a construction project by sub-contracting for the supply,
fixing, and connections of utilities and services to the

construction project.

Apart from this, some public undertakings have some statutory
duties to protect both the public, the workers within the
construction industry, and thus, to some degree, the industry

itself.

It is hoped that this may help the industry to develop healthy
relationships among its members on one hand, and between the

construction industry and the public on the other..



143

]

Thus Public Health Regulations, Building Regulations, Safety
Regulations, and the like, which are enforced by the relevant
departments ét both central and local Government levels, are all
intended for the benefit of the public, the customer, and the

industry itself.

Education, Research and Development Group

As far as the present, and future needs, trend, and
requirements of the construction industry are concerned, this group
has some of the most essential roles to play in the construction

industry.

Included in this group are all educational institutions and
those involved in the training and development of human resources

for the benefit of the industry.

The group also includes those engaged directly or indirectly
in researching, analysing, and forecasting the social,
technological, and economic needs of the construction industry, and

then ensuring that these needs are fulfilled.

One important thing should be obvious here: as far as
marketing as a philosophy is concerned, this is one of the areas
where it can make itself most felt in the construction industry as

a risk reduction function.

This conclusion is based on the logic that by systematically
establishing the social and economic needs of the industry, and by
implication, those of the society, the link between social and
economic progress of a nation and the role which construction

industry can play in satisfying these needs, are also established.

Secondly, since both the needs of the nation/customer and the

role which the construction industry should play to satisfy those
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needs are established through 'researching, analysing, and

forecasting', the risk of wasteful resource allocation is reduced.

In essence therefore, the functions/roles of the Education,
Research and Development Group, include searching and collection of
information which can then be used to reduce perceived risks in

decision making.

One thing must be pointed out though: +the classification of
participants into functional groups is not necessarily watertight.
There may be some occasions when member (s) of one group are

involved also in the activities of other groups.

With this background knowledge, we can now consider the
features of the construction industry itself, in which the above

participants function.

The Main features of the Construction Industry

Definition:
For the purpose of this discussion, and indeed, the rest of
the work, all construction projects such as roads, bridges, ports,

buildings, and the like, are defined as "Construction Products"®.

Like any other industry, the construction industry also has

its own features. These features are reflected in
1. the activities of the participants in the industry, and
2. the nature or characteristics of construction products.

Since the participants have already been discussed in the
preceding sub-section, this sub-section will concentrate on the

nature of construction products.
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Construction products are dependent on land, and in most

cases, also fixed to the land;

Most construction products are heavy and large;

They are expensive;

They last for a long time; and

they take a long time to complete;

Most construction products are unique.

The design of a construction product, apart from "all-in",
turnkey, design-build, package deal contracts, is in most

cases, divorced from the production of the product itself.

Each of these features will now be examined in greater detail.

Dependent on land, and fixed to the land

Perhaps this is the most common, but also the most important

feature of the construction product. It is the most common in the

sense that every normal person can see a building standing on a

piece of land, or a motorway on a stretch of land.

It is most important in the sense that virtually all

construction products, with exceptional and negligible cases of

offshore fabrications, perhaps, are fixed to the land.

(12) has reinforced this point by pointing out that,

Hislop
"Whatever degree of prefabrication is achieved there will be
some need for stability fixings to land, and for services

connections to points below the surface".
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Three main implications seem to emerge from this feature:

1. In the first place, it implies that most construction products
are used on the sites of their production. This would suggest that
distribution of construction products, in the ordinary sense of the
word, does not seem to constitute a crucial variable in the

marketing strategy of a construction firm, the main contractor(s).

However, if distribution is seen primarily in terms of
"delivering the product to the customer at the right time" then,

this should become a crucial factor in the planning of the firm.

2. Secondly, it implies that most construction products are made

on their sites. This in itself, has created three related

problems:

The first one is that the required materials or parts must be

transported to the site with obvious transportation and storage

cost implications.

The second problem is that unfavourable weather or site
conditions could adversely affect the completion date, which may

have some further financial repercussion on the company.

The third problem is that even in the absence of the second
problem, the separation of the site, where the work itself is being
undertaken, from the headquarters or office from where the
directives, and the required resources for the project must come,
could create some confusion, frustration, and other associated

problems which may lead to delays(13).

3. Thirdly, it implies that any increase in demand for

construction products includes an increase in demand for land.
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However, an increase in demand for land does not necessarily
imply an increase in demand for construction products, since land

can be used for so many other things.
The long term future of the construction industry therefore,
seems to depend on availability of land and how efficiently land is

managed for this purpose.

Large and heavy

Even if this is compared with most other industrial durables,

most construction products are heavy and bulky.

This feature however, is assisted by the dominant position of
land in the construction industry. The implications of the feature

therefore are the same as those of the previous feature.

Expensive

Most construction products are expensive when compared with
other industrial durables. The feature itself seems to have
originated from, and been reinforced by the fact that some
construction projects, such as ports, motorways, buildings, and the

(14)

like, are really large. As such many authors have pointed out

that they involve correspondingly large sums of money.

This brings us back to the issue of risk perception by
decision makers. We may recall that in chapter two, we showed
that the decision maker's perception of risk is influenced by the
magnitude of the expenditure involved in the buying decision being

made.

This would imply that since most construction products are
expensive, the perception of risk by those involved in the buying
decision process will be high enough to make them take some

appropriate risk management measures.
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They last for a long time

Most construction products last for a long time [except in the
case of temporary structures]. Some buildings or bridges built
centuries ago, are still in good use.

(15) have pointed out that,

However, some construction authors
to some extent, the long life of construction products, such as
ports, and so on, could be "a disadvantage" in the sense that the
process of innovation in the construction industry may be delayed,

and the demand itself affected.

It could be observed that many construction products have an
agreed life for purposes of depreciation. But then, this is also
determined by the customer and not the seller, the construction

company .

There is therefore, the temptation on the part of the sellers
to shorten the lifespan of the products if this would help increase

the demand for the products.

However, it is also recognised that, while a deliberate policy
of "built-in obsolescence" in the construction products could
increase the size of the industry and keep demand afloat, such a
policy could also increase the probability of legal liability for

construction firms.

Besides, doing this without the use of an alternative cheaper
and better method of construction than used at present, could
obviously increase the cost of construction perhaps, out of

proportion.

The end result will be that the customer will lose both ways
in the sense that he will be paying more money for a shorter

lasting product.
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Faced with this dilemma, recent research has nevertheless,
been geared towards finding new methods of construction which will
reduce the cost of producing construction products without
necessarily reducing the quality or life span of construction
products. The advantage of this seems to be that the general
reduction in cost of production may enable more people to afford

the price of some construction products.

Long time to produce

On average, most construction products take a relatively long
time to produce. It is recognised that for a truely innovative

(16)

industrial produce the overall time required for its production
may be long, especially if the time from idea generation to the

actual production of the product is considered.

However, once the production starts, it is possible to develop
a learning curve, and so make use of the economies of repetition in

a controllable and properly housed production line.

In the case of the construction product, the situation is
different. 1In the first place, the effects of land as the dominant

attribute of construction products have already been noted.

Secondly, the fact that most construction products are
'unique' seems' to suggest that the benefit of economies of

repetition may not be realised(17).

Thirdly, the design of most construction products is divorced
from production. During the construction itself, there are so many
things to be done by so many different people, some of whom are

completely outside the control of the construction firm.
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The result is that, it takes a long time before the product
may be finally ready for delivery, though there may be some

exceptions, such as emergency projects.

However, as Atkinson(ls) has suggested, the firm can take
advantage of this "long time" to establish a good personal
relationship with the customer which may have far reaching

implications for future contracts with the customer.

Unique
. (19) . .

Adrian has noted that most construction projects are
unique in the sense that, even where designs are the same, it is
highly unlikely that the site conditions in terms of land, weather,
and other related variables will be the same.

(20)

Similarly, Morris observed that

"although the typical form of work in the industry is a

project, this is often only concerned with doing new things in

a very literal sense”.

In support of this, Maher(21) has recently also stated that no
two construction projects can be identical in either form or

construction.

It could however, be argued that in some cases, such as
construction of houses, this uniqueness may be greatly reduced,

especially where the houses are all on one site.

In general however, most construction authors agree that,
although one building design, for example, may be similar or
identical to another, the process through which, and the conditions
under which, the design is converted into a physical structure,

involves a lot of factors that tend to vary with projects.
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It is this variability that distinguishes the construction

process from other manufacturing processes which mass-produce their
products in a standard form.

The uniqueness of construction products seems to be reinforced
by the fact that the requirements of individual customers and the

circumstances surrounding the purchase of the construction product
may not be the same.

The uniqueness of construction products, particularly the one
arising from the individual customer's desires, is supported by the

fact that most construction projects are legally sold before they
are, in fact, made.

In other words, the medium of producing most construction
products is "the contract"™, which does not only establish binding

obligations, but also forms the basis for its performance.

There is one major advantage which is related to this

"sold-before-made" characteristic of some construction products.

It has been pointed out already that some construction

products take a long time to complete. There is therefore a

possibility that the customer's needs or taste may change before
the production of the product is completed. Obviously, this could

lead to enormous losses on the part of the firm.

However, by legally selling the construction product before it
is physically made, this possibility of losses arising from changes

in the customer's taste or needs, is eliminated, or at least
minimised.

(22)

Some authors have argued that the advent of modern

building technology may reduce some degree of uniqueness in
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construction products, especially in terms of the physical aspects

of site condition.

However, whether this will be so still remains to be seen. In
any case, the possibility will surely be welcomed in the

construction industry.

Design is divorced from production

Technically, it could be argued that design is part of
production. However, 'production' is used here to mean the
conversion of drawings into physical shapes or structures, such as

buildings, and so on.

Apart from some "turnkey", "design-and-build", or "all-in"
contracts, most designs for construction are undertaken on the
instruction of the owner by the specialists, architect or designer,
who may have nothing to do with the final production of the product

itse1f (23,

This separation of the vital participants of the construction
industry has been the concern of a number of Government Reports and

Construction authors.

For instance, one of the most important observations made in

the Banwell Report(24) was that

"The various sections of the industy have long acted

independently."

The Report therefore recommended that this should be

eliminated or at least be reduced because
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"we consider that the most urgent problem which confronts the

construction industry is the necessity of thinking and acting

as a whole."

To justify this recommendation the Report pointed out that, to
call in a contractor to a site on which a complicated scheme - the
planning of which may have taken months or even years - is to be
executed, and to expect him to be able to make himself thoroughly
familiar with his task and to settle the right way in which to do

it, when work must start within a few weeks or days, is

unreasonable.

Bowley(zs) also has expressed some concern about the
separation of design from production, and maintained that
integration of the two functions is necessary for efficiency,

innovation, and technical progress.

The design function, she maintains, includes design in all its
aspects; that is, the design of the structure required by the
customer, the choice of materials, and the provision of the

services and amenities as well as the overall arrangement of space,

elevation, and layout on the site.

Consequently, Bowley concluded that unless all these aspects
are taken into consideration from the start, and the design worked
out as a unified process, on the basis of all the expert knowledge
relevant, a building may be less efficient than it should be, even

though the customer may not be aware of this.

Thus, as far as Bowley is concerned, the separation of design
from production of some construction products may not be in the

overall interest of the customer.
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(26)

The Emmerson Report expressed a similar concern over the
lack of cohesion between the various parts in buildings operations.
(27)

Similarly, Parlett appears somewhat critical and unhappy about

the "fragmented" nature of work in the construction industry.

He observed with dismay, that not only are professional
services separated from those provided by the contractors, but work
is carried out by many sub-contractors. This has some other
implications in the sense that most of these sub-contractors are
outside the control of the main contractor.

Recently, Owen Luder(zs) the president of the Royal Institute
of British Architects (RIBA) also expressed his concern about the
fragmented nature of the construction industry. This concern is

also widely shared by Laing(zg).

(30) (31)

Other authors such as Adrian and Jepson and Nicholson
have also expressed their views on this particular issue. However,
they, like Banwell, seem to be particularly sympathetic with the
construction company because of the problems which "constructing a
predetermined design of the owners" could create.

(32)

Jepson and Nicholson for example, have pointed out that
the separation of design from production has led to a situation
where, while the designers create conditions which must be
fulfilled to satisfy the owner, the construction firm which
undertakes the contract, and thus technically has accepted those
conditions, is normally not subject to the control of the

designers.

There is however, one major implication which has emerged for
the construction company. The ability of any construction company
to meet the needs or requirement of the customer is critical to its

success.
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Yet, the conditions under which the needs of the customer must
be met are, in fact, imposed on the construction company by people

over whom it has no control.

There is no doubt that this "tradition" has survived the
rigours of the various changes which have so far taken place in the
industry. Yet, there is obviously the need for a greater

cooperation among the parties concerned.

In this regard, the tendency of most large and medium construction
companies to have complete construction facilities, should be seen
in the industry as a step in the right direction.

(33)

Brech alluded to the same concern about the separation of
design from production of some construction products. However, he

noted that design is an

"intellectual function in which considerable imagination and

injitiative is called for."

Looking at it from this angle therefore, some orthodox
economists would argue that the separation of the functions is in

keeping with the principles of the division of 1abour(34).

Whatever the argument, the important thing to bear in mind is
whether the interest of the customer has been or may be affected by
this division which may also have some adverse spillover effect on

the construction company.

Conclusion
This section has endeavoured to present the construction
industry, in simple terms, as far as it is necessary and relevant

to the overall objective of the section.
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In doing so however, the activities of the people or firms
that participate in the industry, and the nature of "construction

products” have been established.

It seems however, that in terms of the products, most of the
features seem to originate from, and/or are aided by the dominant

position of land as a construction product attribute.

The present division of labour in the industry, technically
for efficiency, seems to be causing some concern both among
construction authors and practitioners. This should not be allowed

to affect the satisfaction or the interest of the customer.

Whether these features have any effect on the marketing
strategy would depend on how they are understood and/or interpreted

by the construction firm.
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SECTION TWO

Marketing Approach

Introduction

In the previous Section, an attempt was made to present the

construction industry in terms of what it does, its participants,

and the nature of its products.

This was intended to show that, although most of the
construction industry is, in fact, part of the industrial market,
the overall nature of the industry does not seem conducive for

effective application of most traditional marketing methods.

Therefore, what this Section suggests is that, marketing in
the construction industry should take on more seriously a

planning/risk management function.

However, risk is better managed if it is better understood.

Accordingly, this Section is built on the theme that it is
essential for the construction firm to have a good knowledge, not

only of the construction market, but also of its own strengths and

weaknesses.

This will place the company in a better position to take

subsequent decisions, and to meet its commitments to its customers,
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Section Two

Marketing Approach

Sometime ago, Brech(35) observed that

"there has been very little evidence of management in the
construction industry of Britain. Yet, no modern industry has
a greater need of the management process, of effective

management practice."

This observation needs further clarification: Brech may be
talking in terms of effective management generally. However,

marketing is an essential part of management.

It seems therefore, highly unlikely that marketing would be
actively present in an industry where there was "very little

evidence of management."

This point is reiterated by Harris and McCaffer(36).

However, unlike Brech, they noted specifically that

"little interest has been shown by construction companies in

marketing matters."
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The most authoritative expression of this same point came from

the Institute of Marketing(37). It observed that,

"for some reason, the British construction industry has been

reluctant to adopt the marketing concept.”
The Institute attributed this reluctance to two main reasons:

(1) the mistaken view that, because of the nature of the
construction industry, marketing is not required, since
the products or service will sell themselves as long as

they are good enough;

(ii) the general reluctance to see and appreciate the "other
side" of new things and/or ideas, which may have led to
resistance to change, both on the part of the buyer, the

customer, and the seller, the construction company.

There is also some evidence to suggest that these reasons are

(38) for example, contended that

valid. Hislop
"generally speaking, marketing has not seemed as appropriate
to the professions and the contractors of the construction as

it has to the manufacturers of materials and components which

the industry uses."

His contention is based on the fact that, most professions in
the industry are bound by rules of conduct which may preclude the

use of most of the tools of marketing(39).

Related to this is the fact that contractors themselves are
aware of, and tend to look at the way construction contracts are

obtained, particularly in developing nations like Nigeria.
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Under such circumstances, they find it difficult to see how
the acceptance and application of marketing can change or improve
the situation to their own advantage, both in the short run and in

the long run(4oz.

Relevance of Marketing

What we have seen in this Section so far, may have provided an
unfortunate impression that the construction industry does not need

marketing.

The fact is that, it does; because marketing can be applied
and, in fact, is required in any business organisation as long as
it can be adapted to suit the market in which it is being called
upon to serve. The construction industry therefore, cannot afford

to be an exception.

In the first place, a critical examination of the definition
of industrial marketing offered earlier in this study would suggest
that most of the construction industry, and hence the construction

market, is within the general framework of industrial marketing.

Consequently, most of the features of industrial marketing

also apply to the construction market.

The Institute of Marketing for instance, has noted that some

of the industrial marketing features, such as -

(i) the derived nature of demand;
(ii) the relatively small number of buyers who have large
buying capacity in money terms;
(iii) the durability of some products, as well as their long
manufacturing cycle; and

(iv) the importance of buyer-seller relationships;
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are also applicable to the construction industry, though with

varying degrees.

Secondly, marketing 'INSISTS' on the need on the part of the
firm to meet the requirements of the customer. Obviously, this

entails taking some measures to ensure that this is possible.

In effect then, marketing is an important risk management

mechanism which the construction firm can use to manage its

perceived risks.

This should be of vital importance to the construction firm,
especially as there is some evidence to suggest that failure on the

part of the firm to meet its commitments to its customers, may

constitute a serious risk to the firm(41)(42).

Rodger(43) for example, has made a strong case for what one

may call "omniapplicatus" of marketing. He maintained that

"the marketing concept is applicable to all business

organisations, irrespective of size or nature of the goods and

services marketed."

Adrian(44) made a similar point. He observed that

"marketing business function is fundamental to the necessity
of all other business functions.”

. (45) . . .
Francis reiterated the same point and noted that marketing
is essential for the long term survival of business organisations,

particularly in the present competitive business environment.
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In an apparent effort to remind various organisations of the
crucial role of marketing in their success, the Institute of

Marketing recently circulated a leaflet in which it stressed that

"the importance of marketing to the success of any

organisation is universally accepted."(46).

Baker(47) also alluded to the same view in the 'Introduction!

of his recent book where he has arqgued a case for "profitability"

and the survival of the firm.

In a recent survey of the construction industry by the
Institute of Marketing, Construction Industry Group (IMCIG),
various construction firms were asked to express their views about
marketing in the industry, in the light of changes which are taking

place in building methods and in other areas of construction.

No one would expect the companies to react only in one
particular way to changes which are taking place in the

construction industry. Their marketing strategies are bound to

differ from one company to another.

However, their responses were clear enough to leave no one in
doubt about the relevance of marketing in the construction

industry(48).

The survival of the construction industry as a whole was not
in doubt. However, the responding companies felt that individual

companies would best succeed if they could

"Generate their own work" or

"Anticipate the clients' needs (separate from the actual
building) and do this as early as possible before the

"contract decision" is made.".
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One of the companies emphasised that it would continue as far

as possible to make more efforts

"to improve marketing by paying attention to (potential)

clients' demands."

Another firm revealed that it would continue to

"Search for new methods to provide the various customers with
the answers to new questions - basically a keener concern with
real efficiency, cost competitiveness, and an ability to get
out of the rut by making prospective customers aware of their

existing and potential needs."

The importance of 'internal marketing' was also suggested.

For example, one of the responding companies suggested that

"Marketing may have to assist higher management by increasing
interest and motivation of the whole workforce of both staff

and operatives to get higher productivity."

A very useful testimony also came from another company which
claimed to have “been totally committed to marketing in the

construction industry for the past 15 years."

It revealed that the knowledge it had obtained "is now being

used to move up market into a non-competitive tendering situation."®

The conclusion one can draw from this is that although the
responses from the companies may be talking about different things,
they all show that marketing is useful in the construction

industry.
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It seems therefore that the question is no longer whether
marketing is relevant in the construction industry. Certainly it
is. The major problem is how the construction company will realise
this so that it can identify which form of marketing is most
appropriate to its situation, and so make more use of marketing to

its own advantage.

As a matter of fact, most 'large' and 'medium' construction

companies have marketing departments, headed by Marketing Managers
or directors.

However, discussions with some of them have revealed that
their functions have been limited to searching the market to find
where new contracts are or will be available so that the company

can tender or prepare to tender if it so desires.

In a recent advertisement for a Marketing Manager by one of
the major construction companies, for example, the responsibilities

of the Marketing Manager were stated as -

"the development of contacts with potential clients and their
professional advisors, and the generation of opportunities to

tender for construction work in both the public and private

sectors."(49)

Beyond this, it would seem that, although there may be some
exceptions, in general, most marketing departments in the
construction industry are not sufficiently involved in the

subsequent decisions which may lead to the winning of the
contracts.
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In this regard therefore, it would seem that the function of
the marketing department in a typical construction company is

basically that of market research/sales force in a very limited

sense.

This alsoc seems to suggest that the risk management function
of the marketing concept, and, indeed the practice of 'marketing’
itself, is yet to be usefully realised and utilised in the

construction industry.

Knowledge of the Construction Market

The usefulness and effective application of the marketing
concept depends on the company's overall knowledge of the market

concerned.

This is so because it will enable the company to know where,
when, and how to adapt as well as the degree of adaptation which

may be required.

The inherent risk in designing beautiful marketing strategies
without first understanding the markets concerned is becoming
increasingly apparent.

(50)

Calvert for example, has observed that,
"an essential pre-requisite to an effective marketing action

is a comprehensive knowledge of the construction market."

The logic of his contention lies in the fact that a
construction firm that is not only aware of the features of the

construction industry, but also aware and mindful of
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(1) the fluctuating nature of the construction market
which may affect workload and lead to idle capacity;
(ii) the dominant position of public customers in the
market; and
(iii1) the keen competition within the industry which may
be aggravated by the relative ease with which firms

can enter the industry;.

should, under normal circumstances, be better placed to make more

effective planning for marketing action.

A comprehensive knowledge of the construction market should
also enable the construction company to know that, although the
construction industry market fluctuates generally, the degree of
fluctuations and the reasons for such fluctuations, may not be the

same in every sector of the market.

For instance, market fluctuations which affect commercial or
residential building sectors may not necessarily affect the public
sector, such as roads, ports, hospitals, and so on, in the same
way.

Edens(51)

for example, reported some interesting findings
which are of relevance here. In his study of the effects of
fluctuations in Foreign Exchange reserves on the volume of
construction, he found that although the developed nations of the
west had by 1955 managed to protect their domestic construction
from fluctuations caused by foreign exchange reserve problem, the
construction of dwellings in these countries was still affected by

external shocks primarily due to the nature of financial

institutions which affect the private sector.

In the developing nations however, the opposite pattern was

observed. It was found that although total domestic construction



167

was not protected from external movements in exchange reserves,
"the construction of dwellings was less affected on balance."

This was explained by the fact that, while the less developed
countries (LDC) were unable to maintain construction spending, when
fluctuations in foreign reserves position forced them to make
changes in fiscal and/or monetary policy, the construction of
dwellings was found to be protected because most of the funds for
them came from private accumulated savings or was secured from

private financial market.

One can then see the need for the construction firm to have
some knowledge about the construction market. Apart from the
advantages which have been discussed above, a good knowledge of the
market will enable the firm to know what type of customers dominate
particular sectors and which sectors of the market are most prone

to the effect of derived demand.

Market Selection

The main objective of having such overall knowledge is to
enable the company to choose not just the segment of the market it
would like to serve, but also the one which it will serve most

efficiently in the best interest of both the customer and the

construction company.

The importance of the right choice of the market as a step
towards a successful marketing operation is increasingly being
emphasised by marketing authors. Corey(sz) for example, has dealt
at length with this point. He maintains that the basic and most
important decisions in planning marketing strategy or approach, are
those relating to the choice of the market to serve.

"All else follows.“(53)
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(54) (55)

Winkler expressed a related view, while Webster is of

the opinion that,

"the most critical decision made by marketing management is

the definition of the market targets."”

Ames(ss) has also given credence to the same view. He
maintained that the first step towards a successful marketing

strategy is,

"Selecting customer groups for emphasis or choosing the right

market segment to attack."

Naturally, Ames added that selection of the market segment to
attack should be followed or accompanied by identification of
customer needs or requirements.

(57)

Harris and McCaffer also expressed the same view, but
extended it to include the possibility of the market trends, future

needs or requirements which may be used as a forecast.

The problem however, is that in practice, establishing
customer need, particularly future needs, in the construction
market, may not be as easy as it may seem at first, particularly

where public customers are involved.

This is particularly the case in countries with many political
parties with radically different policies: Governments change and
there may be no guarantee that the programmes of the predecessor

will be continued.

For practical purposes therefore, it may be more realistic to

define "future needs" of public customers in terms of the normal
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terms of office which any incoming government or local authority is

allowed under normal circumstances.

Customer requirements

Unlike most other markets, satisfying the needs of a customer
in the construction industry is undertaken through a valid

bilateral contract(ss). This in itself is very risky.

Yet, the risk is increased by the fact that, apart from
"all-in" contracts(sg) the construction firm is in most cases given
predetermined conditions which must be fulfilled in order to

satisfy the owner's requirements.

In other words, while the meeting of the owner's requirements
is crucial for a successful operation of the company in the
industry, the method of meeting those requirements is in fact,

dictated to the firm.

It would seem therefore, that the important factor to consider
is not just the ability of the company to meet the buyer's
requirements, but also the degree of confidence which the customer
has that his needs will be satisfactorily met by the construction
firm,

This is exemplified in the recent speech by John Boland(GO)
the current President of the Scottish Building Employers Federation
(SBEF) , when he stressed the need on the part of the construction
industry firms to convince the clients that they have a

construction industry which is alive to their needs.

"A construction industry which can give the buildings and
services they require, when they require them, and to the

standards they seek."



170

It is interesting to note how the importance of the product

and its quality, time or delivery, has been explicitly emphasised.

Adrian(6l), Maher(62) and Burns et a1(63), have also expressed

the same view. Burns et al, for example, have maintained that
generally the buyer of the construction product has three main

goals or desires:-

1. He wants to buy the product at the lowest possible cost.

(Price consideration).

2. He wants the product to be of high quality. (Performance

consideration), and,

3. He wants the product to be completed as soon as possible.

(Delivery consideration).

There is no doubt that price, performance, and delivery are
important basic variables in the satisfaction of the buyer's needs
in the construction industry market. Besides, these variables can
hardly be separated in the construction industry because of the

legal implications which are very often involved.

However, the three goals of the buyer as stated above, are
rarely completely satisfied in any one contract in the sense that

they are in part 'mutually exclusive."

Take for instance, the lowest cost. The buyer may achieve
this goal except that it may, in most cases, adversely affect

quality and also lead to slow completion date.

The highest quality on the other hand, may mean high cost and

possibly lead to slow completion date as well; while the most

rapid completion date may mean high cost and possibly low quality.
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Most clients therefore compromise among the three goals or
desires to achieve in the greatest degree, those needs which they

consider to be most important to them.

For example, the importance of, and thus the emphasis on
completion date, quality, adherence to specifications price, and
the type of materials to be used, will depend on the client's
desire, and the purpose for which the construction product is

intended.

The buyer of a construction project, for instance, which is
intended to be used as a supermarket, would most likely have rapid
completion date as his priority, particularly if the buyer's aim is
to open the supermarket during a particular season. So also a
public client who is keen to see a particular project completed

during his term of office.

One thing must be made clear though: each type of contract -
fixed price or lump sum, cost plus, and so on - tends to vary in
its effectiveness in achieving one or the other of the three basic

.

needs of the customer discussed above.

This suggests that the weight which the buyer attaches to each
of the basic goals will most likely have a predominant influence on
what type of contract the buyer will select, unless where this is

limited by law, as in the case of the United States.(64).

Two issues now seem to be involved:

1. The need to identify or anticipate what is likely to be the

customer's priority. This can be determined by market

analysis.
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2. The effects which this priority of the customer will have on
the company's capability. This should be ascertained by the

analysis of the company itself.

Market Analysis:

Operating definition

Market analysis is defined here to include all planned effort
of the company to obtain the relevant and necessary market
information which the company requires to make decisions concerning
the customer's needs and/or the market it has chosen to attack or

serve.

Such information however, should include,

(1) A careful examination of the customer.

(i) A careful analysis of competitors for contracts.
(iii) An assessment of the market potential; and

(iv) An analysis of the competition for resources.

These 'information areas' will now be discussed under the

sub-headings (i-iv).

(i) Analysis of the customer

The nature of a market greatly depends, among other things, on
the types of customers that operate in that market. In the
construction industry, a careful examination of available records
on the potential customers will enable the company to have better

ideas about what they are and how to deal with them.

For instance, while some customers may prefer negotiated
contracts, others may prefer to choose contracts mainly on the

basis of tender.
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Some customers too, may adhere more rigidly to contract
provisions. This may well be an indication that such customers can
more readily apply any protective clauses that may have been

included in the contract wording.

Obviously such actions by the customer may have some serious
effect on the profitability of the company that may be dealing with

such customers.

Analysing potential customers also enables the company to know

the financial position of the customer. As one author put it,

"until recently, it was the contractor's financial position
that was questioned; today, even the client has money

problems."(65)

In effect then, this seems a tacit reminder to the company
that it may be increasing its risks by obtaining contracts from
customers whose ability to pay for these contracts is open to

doubt.
Thus, analysing the customer is not just to identify his
needs, but also to enable the firm to be aware of other factors as

well which may affect the company.

(ii) Analysis of competitors for contracts

A careful survey of the past performance of competing
companies may expose to the construction company those areas of
contracting which have been successful. A further analysis of why
the company has been successful in these areas may provide some
base for the firm to consider them as favourable areas for

development.
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Conversely, through the same process, the company, will be in
a position to identify those areas in which it has been less
successful. If further analysis of the factors which have been
responsible for the company's lack of success in those areas shows
that the situation cannot be altered, at least in the short run, in
the company's favour, then those areas should be avoided.

(66)

Harris has therefore suggested that in analysing
competitors for contracts, the crucial points to determine should

include -

(a) the present market share, turnover, and profits for the

different types of work it may have undertaken; and

(b) the market share, turnover, and profitability of each of the

major competitors.

The logic of this suggestion is based on the premise that
having relevant information on those points (a-b) above will enable
the company to identify the areas that need improvement, so that,

if need be, the company can become more competitive.

(iii) Assessment of the Market Potential

In planning marketing strategy in the construction industry, a
grave mistake can easily be made if the company concentrates all
its effort to learn about the competitors, but does not equally

have enough knowledge of the market it wants to serve, or expand.

It is therefore essential that the intended or existing market
itself must be thoroughly researched in order to identify patterns
and trends for the future. Such effort should however,

concentrate on the following points:-
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(a) The type and volume of work available for tender and
negotiation during recent years, and the likely position in

the future.

Adrian( ) has suggested that where the analysis shows substantial
future contracts which may enable the firm to achieve its goals,
then the company should aim at allocating its resources in such a
way as to maintain balance between "overloading", and

"underloading™ of its resources.

(b) The number of competitors that have tendered in the recent
past and are likely to tender for different contracts put on

the market, the location of work, and the customers involved.

In a difficult market, such as the construction industry market,
there is great need for the company to examine what actions its
competitors may take over the relevant time period that will affect
its market, human and material resources, suppliers, or its overall

operations in the market.

The need for this arises from the fact that, as the Institute of

Marketing has put it,

"developing your marketing strategies is easier when you have
compared and evaluated the concepts, techniques, and current

thinking of others"™ - your competitors(67).

Admittedly, most construction companies face a relatively large
number of competitors, and so it may not be possible to analyse all

of them.

However, it is possible to examine a number of the most important
ones whose activities may have direct effect on the performance of

the company.
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(c) A forecast of the likely growth of the market, sector by

sector.

The influence of Governments or public customers on the
construction industry cannot be overemphasised. Accordingly,
Government projections (Party manifestos or the like should be
considered) for development of any particular area or sector, could
be an indication of potential work both directly in the form of
cash injections to that area or sector, and indirectly in the sense

that there will be a demand for additional services for those areas

or sectors.

It must also be noted that the growth rate of the Gross
Domestic Product (GDP), and the position of balance of payment, may

also affect the overall demand in the construction industry.

It is therefore important that in forecasing demand in any
particular sector of the construction industry, these factors must

also be considered.

Generally therefore, the main objective of analysing the
potentials of the market is, and/or should be, to generate useful
information for the company to see which sectors are buoyant, and
the type of companies operating in them, as well as the sectors

which are, and will be, investing in construction.

(iv) Analysis of the competition for resources

Earlier in this study, it was pointed out that any

identification of customers' needs is of little use if those needs

will not be satisfied.

Similarly, there is no point for a construction company to

make plans for a new market, or to expand an existing one, if the
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required resources such as capital, materials, and labour, are not

there to enable the company to satisfy the needs of the markets.

There is therefore, the need for the company to find out more
about the availability of these resources and the likely

competitors for them.

Capital
Money is essential for any new construction business to enable

the company to purchase the required equipment and materials.

However, availability of this capital depends on how
successful the company has been in the pést in making profits and

building up its own reserve fund. 1In absence of its own funds, the

company can also borrow from the lending institutions.

In normal circumstances however, most lending institutions are

more likely to risk their capital in a firm that has good records

of success.

Not only that: some financial institutions would also prefer
the sound record of achievement to be backed by substantial

resources to match those to be loaned.

The need to consider seriously the question of capital arises
also from the fact that availability of capital itself from the
lending institutions is inextricably bound up with the condition of

the national economy, and the Government policy or reaction to the

state of the economy.

For instance, in general, most governments use the
construction industry as an economic regulator. Yet, it may be
misleading to jump to conclusion that every government will

automatically increase public spending through construction to get
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out of an economic depression or slump. It may depend on the

government in power.

It is in this respect that a careful examination of the
constant economic cycles of boom and clumps, and the successive

policies of the governments during such cycles, may be desirable.

In any case, in order to minimise the risk of non-availability
of capital, any longterm plans which the construction firm may have
made about capital must have an 'internal base', so that it can
withstand any effect of government policy which may adversely

affect the external sources of capital.

Materials

To plan a marketing approach on the assumption that all the
required materials will always be available is, to say the least,
to increase the company's risk probability in its operations in the

construction market.

Even if this assumption bears the company out, there is still
the need to make some effort to determine the degree of

availability and the location of the sources of these materials.

In doing so however, there is need to separate the sources of

required materials into three; namely,

(i) those materials that are supplied from domestic sources.
(i1) those materials that are supplied from abroad, but come
from countries whose economies are similar to that in
which the company is operating; and
(iii) those materials which are supplied from developing

countries.
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Situations (i) and (ii) generally present reliable sources,
both in supply or delivery and price. Normally, one would expect
keen competition and so substitutes are, in most cases, available
to the company should it find it difficult to get a particular

item.

However, one must not lose sight of the fact that, situation
(ii) could still present some problems due to change of Government

or policy in these countries.

For instance, the behaviour of some governments in recent
years seems to suggest that situation (ii) could still present some
risks for the firm if the required materials are no longer
forthcoming. Take the recent American Embargo on some European
companies, including John Brown of Britain, because of their

involvement in the Russian pipeline(ee).

These companies (with American connections) however, were not
construction companies in the ordinary sense. Yet this could serve
as an indication of how risky situation (ii) can be for the
construction company that depends entirely on it without making

adequate provisions for any risk arising from it.

Another risk which could arise from situation (ii) relates to
the nature of the developed Western economies. Since the beginning
of this decade, the developed Western economies seem to have become
so closely aligned that a major "upswing in demand" is likely to be

felt by most of these economies almost at the same time.

There is therefore a likelihood that this will cause some
severe shortages which will most likely lead to escalation of

prices of the required materials.
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Situation (iii) can present very serious problems and any
construction company that draws up a marketing strategy based
solely on it, should think again in terms of diversifying its

sources of supply.

The problem may be seen as mainly that of unstable
Governments. Even if this is so, it also affects the economies of
these countries. The fact however, is that in most cases, it is

the economic situation that may lead to the change of Government or

policy.

Consequently, where there has been a change of Government, the
incoming Government is most likely to take measures which may
drastically disrupt the smooth supply of materials from countries

in situation (iii).

This is especially relevant to developing nations in the sense
that many construction projects in many developing nations have
been delayed in completion, or even completely abandoned due to
lack of required materials and other resources. This does not

speak very well of the company concerned.

The construction company should therefore be mindful of this
possibility of disruption which may result from political

instability in situation (iii) and make provisions accordingly.

Labour

The problem of labour in the construction industry has almost
always been a difficult issue on which a general statement can be
made. The fact is that, not many construction companies can afford

to keep all their employees when there is nothing for them to do.
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For a large number of the site labour therefore, their
appointments may end with the completion of the project on which

they were working.

A National Economic Development Office (NEDO) Report on the
(69)

Scottish construction industry for example, found that
"60 per cent of contractors registered in Scotland have fewer
than eight employees, and nearly a third of contractors'

operatives work in firms employing under 35 people."

Another NEDO Report on construction, covering the whole of
Britain, also found that over 30 per cent of the employees in the
construction industry were with firms employing less than 35

(70)

persons .

However, the Report also found that another 30 per cent were

with those employing 600 or more.

It seems therefore that, as for the "unskilled" labour, the
company with relatively small number of vacancies to be filled, may
have less problem in finding the required labour when they are
needed, though this may not apply to those companies employing 600

Oor more.

The situation however, is different when it comes to "skilled"
labour. The whole process of planning, tendering, winning and
executing construction contracts require the professional skills of

highly trained staff.

It is accepted that, the extent to which these skills will be

required will depend on the type, nature, or magnitude of the

contract.



182

This not withstanding, it is generally agreed that it is
essential for the construction firm to analyse its human resources
requirement so as to leave alone those sectors of the construction
industry which require skills that the company does not have, and

will or may not be able to acquire when they are actually required.

The overall objective of market analysis therefore, is to
enable the construction firm to take pre-emptive measures against
potential sources of risks. In this regard, the value of market

analysis to the construction firm cannot be overemphasised.

Yet, in itself, market analysis is inadequate to meet the
needs of the construction customer, if it is not accompanied by a

thorough analysis of the construction company itself.

It is in this sense that our attention is now turned to the
need for the construction company to appraise itself in great
detail so that it can determine where its strengths and weaknesses

lie. This would make for a better marketing strategy.

Company Analysis

A lot of work seems to have been done on the subject of
internal appraisal of a company in order to enable it determine its
strengths and weaknesses.

Ansoff(71) in particular, has treated this area in a
considerable detail, though he seems to concentrate more on the

company's strengths as opposed to its weaknesses.

He has also listed four main areas which the company should
examine in its internal appraisal. These areas are general

management and finance, research and development, marketing and

operations.
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It seems therefore, that although Ansoff was not writing for a
construction company, he has provided a useful approach which the
construction company can use to appraise itself.

{(72) (73) (74)

Other authors, such as Argenti ¢ Steiner , Hussey ’

wing (75) (76) and to some extent, Ackoff(77) have also, in

, Walley
varying degrees, dealt with the need for the company to appraise

itself so that it can establish its strengths and weaknesses.

Apart from these authors, there is also a general agreement
among management authors that a strategy which employs a company's

known capabilities is less risky than one which does not.

Besides, an analysis of the company's strengths and weaknesses
will show the firm which areas it can concentrate its effort on for
further development, and avoid areas in which the firm is obviously

weak.
It is however, doubtful, as Argenti himself has admitted,
"if any checklist can be devised that will include all the
items that every company should consider in [its] internal
appraisal."
Nevertheless, five key areas have been identified as essential

areas to which the construction company should pay particular

attention.

These areas are:-

. The structure of the company;

The human resources of the company;

The material resources of the company;

o w NN -

. The company's past contract records; and
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5. The factors which may have affected or will likely affect
whatever results the analysis may have shown about the

sub~headings 1.-4. above.

1. The Company Structure

One important observation to be made about the authors
(Ansoff, Hussey, Argenti, Steiner, and so on) referred to above, is
that they seem to have ignored the importance of 'Company

Structure' as an essential area to be considered in the internal

appraisal of the company.

Yet, various researches have shown that the way a company is

(78)

structured has profound effect on its performance . A major

(79) for example, was

finding in the study by Lawrence and Lorsch
that effective organisations, defined in terms of growth in

profits, sales volume, and return on investment, had structures and
membership orientations that were suitable for the demands of their

respective situations or tasks.

These "high-performing" organisations, however, were those
with 'organic' or 'non-mechanistic' structures. Naturally, one is
tempted to conclude that organisations with organic structures are

more effective than those with mechanistic structures.

Such a conclusion however, although it generally may be valid,
could be misleading in the sense that it could lead the firm to
believing that in appraising itself, the company should emphasise
the structure rather than the task to be performed, or the

environment in which that structure will operate or is operating.

Magnusen(ao) for example, has noted that while a variety of
organisational designs or structures may be available to the firm,
the management must use its own judgement to choose the most

appropriate structure.
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Johne(sl) has treated in great detail various forms of
organisational structures as has been suggested by some writers on

organisation and business policy.

However, it would seem that no conclusion is reached as to

which structure is most effective for all types of tasks.

On the contrary, what the analysis of the works reveals is
that, to be effective, the structure must be flexible enough to
take into consideration the task, the people involved, and the

environment in which the structure is to function.

This not withstanding, the paucity of works on organisation
structure with particular reference to construction raises the
important question of whether the numerous works on organisation
structures, which were undertaken for different purposes and in

different fields, have any relevance in the construction industry.

This question is reinforced by the fact that in construction,

most organisations are built up only to be destroyed later.

Consequently, it is argued that since most construction
projects tend to be unique in one way or the other, the life of any
particular organisational structure may depend on the length of
time it takes the firm to complete the project for which the

structure was made.

While this is generally true, we would be confusing two

separate issues if this argument is accepted on its face value.

In the first place, we have to separate the structure of the
firm as it exists, from the organisational structure which may be

applied on a construction project which the firm is undertaking.
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While it is true that the latter may be affected by the
former, the former tends to be basically similar to structures

found in organisations in other industries.

In this regard therefore, works on organisation structures in

other industries are also relevant to the construction industry.

Organisational Structure defined

The structure of an organisation may be defined as the total
of the ways in which the organisation
1. divides its participants into distinct tasks; and
2, seeks to co-ordinate tasks for achieving particular corporate

objectives.

In other words, the structure of a company should facilitate

the achievement of its specific objective(s).

It is therefore important for the construction firm to bear in
mind that having a structure is not an end in itself, but is only a

means to achieve an end.

In the construction industry, the end is, in most cases,
getting the project finished on time and within quality and costs

target(sz). The sense of urgency is therefore there.

What the firm needs therefore is the right management
judgement to determine the right structure that will enable it

achieve its stated objectives.

2. The human resources of the company

Human resources is the greatest asset the company can have
since it is people, rather than machines or buildings, that take

decisions. Having the right and adequate human resources is
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therefore essential for the firm's successful operation.

The company's human resources which determine its strengths
and weaknesses in this regard, can be divided into two main groups;

namely -

1. The employees, defined to include all operatives;
and

2. The management group.

The assessment of the company's position in terms of group 1.
above bears close resemblance to what has already been discussed
under 'labour'in the previous sub-section. There is therefore no

need to repeat it here.

However, when we turn to the second group, the management

group, different problems emerge.

Management group defined

Management group is used here to include all those with
building and civil engineering skills, financial management skills,
project management skills, data handling and information retrieval
skills, marketing skills, cost control skills, and human relations

management skills.

It should be obvious that most of these people are highly

skilled professionals who may not be readily available on demand.

Secondly, the requirements of the construction customer may
put an immense pressure on the management capability of the
company. Relying entirely on the hope that new skills will be

recruited could be very risky indeed.

There is therefore the need to find out whether the existing
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skills in the company can provide a sound base for the execution of

the contract which the company may wish to undertake.

3. Material Resources

The material resources of the company, as used here, refers to
the company's stock of required materials, or the ease of

availability of these materials to the company.

It has been pointed out earlier that in the developed Western
economies, the required materials for most construction contracts

are readily available.

This has three major implications. Incidentally, the first
implication is a result of the nature of the developed Western
economies, while the second and third implications are derivatives

of the nature of the construction industry.

In the first place, the nature of the developed Western
economies is such that most of the materials used in construction
are available at competitive prices. Consequently, the
construction company may not see the need to stockpile the required

materials.

Secondly, in most construction contracts, materials to be used
are specified by the customer, and there are chances that the

specified materials may not be what the company has stockpiled.

Thirdly, most of the materials used in construction require

relatively large storage facilities with cost implications.

Collectively, therefore, these reasons may lead the
construction company to rely solely on sub-contractors and/or

suppliers for their required materials.
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However, if every construction company behaves exactly in this
way, then it will place an immense pressure on the suppliers and/or

sub-contractors, who may not be able to satisfy every company.

Obviously, some companies will be adversely affected in one
way or another if they have nothing of their own on which they can

fall back.
In analysing its materials resources therefore, it is
important that the company should be aware of those implications

and their attendant effects on the company.

4., The company's past contracts records

The evaluation of its past performance in construction calls
for a detailed examination of contracts which the company may have

executed and/or failed to win.

This should be done with the aim of identifying what effect
the size, location, duration of the contracts as well as the
customer may have had on the execution of the contracts in general,

and the profits in particular.

This will place the company in a better position to compare
the actual profits with the bid-markups for the contracts.

In a situation where the company is operating in more than one
sector, the analysis will also enable the firm to have some ideas
about what is likely to be the trend in profits in the sectors

concerned.

It is also very important to examine the records about the
contracts which the company failed to win. The main objective in
such examination should be to establish why the company failed to
win the contracts. This will then enable the company to take

corrective measures in future contracts.
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The analysis of the company itself is intended to enable the
company to know exactly where it stands, in terms of its

performance or capability in the past, present, and future

contracts.

If this is properly done, the factors which may have been and

are likely to be responsible for whatever results which the company

may have got, will be identified.

Once this is done, the company can then take the appropriate
decision concerning the market it wants to serve, or its future
operations. It is in this sense that the whole process of company

analysis is in itself a risk management strategy.

Conclusion

This section has attempted to establish that, although there
has been some evidence to suggest that marketing has not been a
common feature of the construction industry, 'marketing' is, in

fact, relevant and useful to the companies operating in the

industry.

It has also been shown that, if marketing, as a risk
management function, is to produce its desired results, the

construction company that is applying it must understand the market

in which it is operating.

This understanding of the market can be achieved through a
careful examination, or appraisal of its environment or external

factors, which are likely to affect the company.

The company must also have a good knowledge about itself.

This can be achieved by a careful analysis of the company.
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This internal appraisal will enable the firm to identify its
strengths and weaknesses, and so be in a better position to

capitalise on its strengths, and avoid areas in which the firm is

weak, and therefore likely to incur losses.

In this way, the risk management function of marketing can be

utilised with favourable results.
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CHAPTER FIVE

Introduction

In the previous Chapter, we stated that some of the features
of the construction industry were bound to have some effect on the

marketing strategy which a construction firm could apply.

Consequently, we insisted that the overall understanding or
knowledge of the construction industry was essential for an

effective marketing strategy.

That view is extended in this Chapter.

The Theme

The main proposition of this Chapter is that buying in the

construction industry evolves through phases, each with its own

inherent risks.

What this suggests is that risk in construction contracts is

spread over the buying phases, and not concentrated in one phase as

the bidding models would have us believe.

Therefore, what the construction company requires is to
analyse these buying stages so that it will be able to:- (a)
know when to apply its marketing strategy and which strategy
is most appropriate;
(b) identify risk areas in the process, and thus the targets on

which more efforts should be concentrated;

and
(c) identify the steps which must be taken to respond effectively

to the needs of the customer.
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On this basis therefore, our thesis is 'that analysis of the
critical phases through which a construction contract decision
evolves, is essential for effective management of risks in the

contract.

How the Chapter is Organised

The Chapter is divided into two sections:-

Section One

This section introduces a general model of buying decision
process in the industrial market and the relevance of this model to

buying decision in the construction industry.

In general, a standard construction contract evolves through
phases similar to what obtains in a typical new-buy decision
process for an industrial product.

In this regard, while noting that the difference between a
new-buy decision process for a construction product is largely a
matter of the number of buying decision phases involved, the
section concludes that, in essence, both evolve through phases,

culminating in the commitment phase.

Section Two

Section Two introduces the bidding phase. It notes the
Marketing implications of this phase and points out that this
relatively simple buying decision phases is so crucial for a
successful selling decision that bidding models have been developed

to deal with the inherent risks in the bidding decision.

The section however, concludes by noting that the bidding

models themselves, though useful as a form of risk management
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strategy, do not seem to provide adequate cover for all the risks

arising in a construction contract.
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Introduction to Section One

The main objective of this Section is to demonstrate that a
building construction contract evolves through stages, similar to

those in a new-buy decision for a typical industrial product.

Each of the buy phases has its own inherent risks. However,
the nature of the construction industry is such that some of the

buy phases are more crucial than others for the success of the

firm's marketing strategy.
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Section One

Buying Decision as a sequential Process

Buying decisions, as Webster has pointed out, do not just

happen.

"They represent a complex set of activities engaged in by many
members of the buying organisation and result in a commitment

to purchase goods and services ..... Buying is not an event.
It is an organisational decision-making process, the result of

(1)

which is a contractual obligation."

As an organisational decision-making process, buying decisions
in the industrial market evolve through stages on a continuum.
This has been demonstrated by various studies and models of
organisational buying behaviour.

Baker(2) for example, sees the purchase decision as "a
sequential process" in which certain criteria are applied to

alternatives in order to arrive at a final choice.

This is evident in his sequential process model where the

whole process of buying decision is presented as being triggered by

the Enabling Conditions (EC).

The model itself is expressed notationally as follows:
P = £[5P, (PC,EC, (TA-TD), (EA-ED), BR)]
where

P

it

purchase

f = a function (unspecified) of
SP = selective perception

PC

precipitating circumstances
EC = enabling conditions

TA

technological advantages
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TD = technological disadvantages
EA = economic advantages
ED = economic disadvantages and

BR = behavioural response.

Naturally, the decision maker evaluates [ (TA-TD) and (EA-ED)]
involved as he moves from one buying decision phase to another.
This enables him to identify the potential risks and so take

appropriate action (BR).

Webster and Wind(3) have also demonstrated in their model that
basically, a buying decision process evolves through four

procedural stages. These stages were defined as follows:-

(1} Recognition of the problem or need ; when the customer becomes
aware that he has a problem to be solved, or a need to be met;
(2) organisational assignment of buying responsibility and

authority;
(3) search procedure for identifying product offering, and

establishing selection criteria; and

(4) choice procedure for evaluating and selecting among

alternatives.

It is obvious that the buying decision process starts with the
recognition or the awareness that the organisation has a problem

which can be solved through purchase.

Consequently, some persons are assigned the responsibility
and, by implication, authorised to search for the best way of

solving the problem or satisfying the need.

The search process itself calls for collection and evaluation

of information so that a final buying decision can be made among

alternatives.
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Obviously, such a process, involving several people and
influenced by several factors, leading to a final contractual
obligation, cannot be described as 'a point-decision', or just an
event.

(4)

Nielsen also demonstrated in his model that buying
decisions evolve through stages. He maintained that since buying
decisions are by nature incremental, decisions taken at an earlier

stage tend to form the basis for all subsequent decisions.

In this regard each subsequent stage in the decision process
involves incremental commitment. As far as Nielsen is concerned

such stages are basically four:-

(1) The general buying decision, which includes the decision to
initiate a project. Since this is likely to be the first
stage in the buying decision process, it may not, and often

does not necessarily arise from earlier decisions.

(2) The concrete buying decision, which consists of the selection
of a definite project, including its objectives, constraints

and specifications.

(3) The selection decision which is concerned with the selection
of the most appropriate product and the suppliers; and
finally,

(4) The technical buying decision which involves the actual
mechanics of the transaction. This includes the final price,
other terms of contract, and the drawing up of the contract

itself.

Another model which shows also that a buying decision evolves

through stages is that of Sheth.
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The model's emphasis on the role of information in buying
decision process also brings in the relationship between the

concept of perceived risk and the search for and utilisation of

information.

Though not explicitly stated, the operational setting of the
model bears a strong indication of a buying decision process

evolving through stages.(4a)

Perhaps the most comprehensive and supporting evidence that
buying decisions evolve through stages is presented in the buy-grid

model by Robinson and Faris(s).

This model is based on the findings of a two-year research
work in three different companies in the United States. The
findings of the study led the researchers to suggest that

industrial buying decision process evolves through EIGHT sequential

stages.

However, the authors also recognised that some of these stages
can be jumped or combined, depending on the nature of the decision

which they divided into three distinct types to form the ‘buy

class'.

From the evidence provided so far, there is no doubt that
buying decisions in the industrial market in general, evolve

through stages.

This is especially the case in new-buy situations. The
starting point in most cases however, is the recognition by the

decision maker that he has a problem to be solved, or a need to be

satisfied.
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The Customer's Importance

The manner in which a buying decision process starts has
obviously placed the customer in the industrial market in general,

and in the construction industry in particular, in a very crucial

position,

This is because, as the buying models themselves have
demonstrated, it is the customer who, in most cases, determines:-
(i) what he believes the problem is;
(ii) how and when the problem should be solved;
(iii) who should participate in the solution of the problem; and
(iv) whether the solution thus provided has actually solved his

problem satisfactorily.

In essence, it is these four conditions that have provided the
basis for the buying decision process. The nature of the buying

process however depends on the type of the buying situation.

We shall therefore turn to consider the buying situations in
the industrial market, and try to show which situations are

relevant or not, in the construction industry as it concerns our

study.

Buying Situations

(6)

Some available studies in industrial marketing have shown
that the problem of the industrial buyer may arise from any of the
following three main situations:-

(1) The Straight Rebuy Situation
(2) The Modified Rebuy Situation; and
(3) The New-buy Situation.

Each of these three situations has some risk implications,

both for the buyer and the seller.



207

As far as the buyer is concerned, it is generally accepted
that his‘main aim of buying is to satisfy his needs. 1In this
sense, it could also be argued that the end result in each of the

three buying situations above is the same,

However, this is not to say that the problems presented by the
situations are also the same. 1In most cases the risks presented by
each of the buying situations tend to differ considerably. This
also implies that the strategies for managing such risks would also

be different, at least to some degree.

In the construction industry, it would seem that most buying
decision are for the New-buy or New-Task situation. To some

extent, the modified Rebuy Situation may also be applicable.

In view of this fact therefore, the New-Buy situation forms

the basis of the discussion in this section and the Chapter as a

whole.

However, while the emphasis still remains on the New-buy
situation, some discussion of both the Straight Rebuy and Modified

Rebuy Situations seems relevant here for the following reasons:

In the first place, a discussion of the Straight Rebuy
situation will enable the reader to understand why it is not of
much relevance to the main buyer of a construction project, since
each construction project tends to be unique, at least in some

degree.

Secondly, in some cases, the New-buy situation may in fact
arise from a modified Rebuy situation. Besides, some of the
factors which may lead to Modified Rebuy Situation, have some
important risk implications which are relevant to the construction

industry.
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Straight Rebuy Situation

Basically, this refers to a situation where the purchase of an

item is as a result of recurring requirement.

Normally, most of the groundwork and required information must
have previously been undertaken. The purchase is therefore based
on the procedure which may have been established in the buying

company to handle such routine decisions.

Straight Rebuy decisions therefore exemplify the application
of the "Learning Curve" concept, and are therefore similar to what
Howard and Sheth(7) described in their model as "Routinized

Response Behavior".

Risk implications

Since Straight Rebuys are 'Repeats' of a decision taken
before, the decision maker is assumed to have taken all the

necessary steps to manage any inherent or potential risks at the

time the decision was first made.

Consequently, those making a straight rebuy decision tend to
perceive relatively low levels of risk in their decisions(s).
The result is that 'source loyalty' tends to be a major

characteristic of Straight Rebuy decisions.

Obviously, this cannot be described as a common feature of
buying decision making in the construction industry, except where

such decisions deal with supply of materials or other related items

for a construction project.
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As far as the client is concerned therefore, the situation he

faces when he is deciding to buy a construction product is quite

different.

Very often it is a new situation, much more complex, and

cannot therefore be described in any way as a Straight rebuy

situation.

Modified Rebuy Situation

A modified rebuy situation may be described as a "limited
(9)

Problem Solving" in a buying decision making process.

. Unlike Straight rebuy situation, the distinguishing
characteristic of the modified rebuy situation is that the decision

maker feels that some kind of benefits could be derived from a

re-evaluation of alternatives.

In most cases, the requirement for the type of product may

have already existed in the buying firm, or organisation.

In addition, the buying alternatives themselves are known,
only that either the situation has sufficiently changed to

require:-

(a) alterations in the buying procedure or terms of purchase, or

(b) a general reassessment of the whole situation.

Factors which may lead to Modified Rebuy

A number of studies have shown that a variety of factors may

lead to a modified rebuy situation.

Therefore, as Robinson and Faris have observed,

generalisations about them are difficult and may sometimes be

misleading.
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However, four main factors may be identified. These factors

include-

(1) a change in the buyer's need which may lead to changes in
specifications of the item originally required;

(2) genuine efforts on the part of those concerned to improve a
given end product;

(3) the buyer's effort to search for alternative sources that
could lead to cost savings for him; and

(4) the buyer's dissatisfaction with the supplier's performance.

The last factor (4) seems to affect other factors as well, and

it is critical in a normal customer-supplier relationship.

(10) seem to have seen

It is in this regard that Hutt and Speh
a modified rebuy decision primarily as a result of the customer's

displeasure with the performance of the existing supplier.

Applied to the construction industry situation, the factors

can be redefined in terms of the following:-

(i) change of customer's need or requirements;
(ii) product performance;
(iii) cost savings; and

(iv) contractor performance.

Risk implications

If we hold 'terms of purchase' constant, the alternatives open
to the buyer in a modified rebuy situation can be classified into

three main options:-
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(1) he can buy a 'new'?* product from the existing supplier, in
this case, the contractor,

{2) he can buy a 'new' product from another supplier; and
(3) he can buy the same product, but from another supplier.

Option (1) represents a situation where the original
specifications of a product are changed so that technically

the resulting product is no longer what the buyer had originally

wanted.

However, the existing contractor is still able to produce the

'new' product for the customer.

Option (2) represents a situation where the change in

specifications is such that it renders the existing construction

company unable to produce the product.

In this case the parties concerned may decide to call in

another contractor after the first one has been paid off.

Option (3) typifies a situation where the construction company

lacks the required capability to execute the contract.

This may lead to outright termination of the contract by the
customer, who may then re-award the same contract to another
company, or, by agreement, the first contractor himself may hand
over the contract to another construction firm, as Stevin did in

the Zilwaukee Bridge Contract in the United States recently(ll).

* 'new' is defined here as a product resulting from a
specification that have been altered so that, although the
product may be basically the same, it is not exactly the same
product which would have resulted, had the specifications not

been altered.
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In Britain it is rare to have such situations as in options

(2) and (3) above, though numerous examples abound in Nigeria.

Option (1) however, is common only that although the resulting
product is technically a different product from the one which would
have been produced had the original specifications not changed, the
product itself is not normally perceived by the buyer as a 'new' or

different product.

What all this means is that, as it is used in industrial
marketing, the term 'modified rebuy' does not seem to have a
recognised application in the construction industry as far as the

buying situations facing the client are concerned.

It may be observed that hotel chains, government agencies, and
other organisations may commission a number of similar structures
in different locations, which, to some extent, is a form of

modified rebuy.

However, such cases are exceptions rather than the rule.
Therefore, the buying situation that is of great relevance to the
buying decision process in the construction industry is the New-buy

situation.
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The New-Buy Situation

The New-buy situation is a 'first time' purchase which results

from a need that has not arisen before.

The customer in this case, has little or no relevant

experience upon which he can draw.

Two major implications seem to have emerged from this. In
the first place, the fact that the customer has no previous
experience upon which he can draw, as far as this particular
purchase decision is concerned, suggests that he would require a
great deal of relevant information to enable him to make a

12)

decision( .

A number of studies(13) have shown that the amount and type of
information which the buyer will require depend on the nature of
the product and the level of expenditure involved. In essence,

. s 1
this is related to the buyer's degree of perceived rlsk( 4).

Therefore, New-Task or New-buy decisions present a situation
where the complete stages of buying decision process evolve. These

stages will now be stated and discussed.

The buying-decision stages

It has already been established that buying decisions in the

industrial market evolve through stages.
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What is not yet certain is the number of stages through which
a buying decision process, in a new-buy situation evolves.

Some authors(ls) have suggested four, while others(1 )
definite.

are not

In general however, it would seem that the studies by Robinson
and Faris(17) out of which a model was developed, have shown

convincing evidence that the buying decision in the industrial

market evolves through a process which can be divided into eight
stages or phases.

These stages are as follows:-—

(1) anticipation or recognition of the problem or need
(i1) determination of the characteristics and quantity of the
needed item
{iii)
needed item
(iv) search for and qualification of potential sources
(v) acquisition of proposals

description of the characteristics and quantity of the

(vi) evaluation of proposals and selection of sources
{vii) selection of an order routine; and

(viii) performance feedback and evaluation.



215

Relevance to the Construction Contract

Naturally, the important question which arises is whether
these buying decision stages are of any relevance in the buying

decision process in a construction contract.

A careful examination of the comparison of the buying decision
stages below, Figure 1, as well as the RIBA Plan of Work which sets
out the stages and how a buying decision process for a construction
product should proceed, would reveal that, certainly, the buying

decision stages stated above, are relevant in the construction
industry.

However, because of the nature of the industry, the number of

these decision stages has been reduced.

This not withstanding each buying decision stages should be
seen, not as a point at which only one event takes place, but

rather as a decision area within which several other decisions and
activities take place.

This can be seen from both the comparison of the buying
decision stages, and Figure 1, which provides a more detailed
illustration of some of the activities and decisions involved at

various stages.
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A COMPARISON OF THE BUYING-DECISION STAGES

Stages in a New-Buy Decision Process

For Industrial Product

For Construction Product

(1)

Anticipation or recognition

of the problem or need

Anticipation or recognition

of the problem or need

(ii) Determination of the charact-
eristics and quantity of
the needed item
Design Stage
(iii) Description of the character-
istics and quantity of the
needed item
(iv) Search for and qualification Prequalification stage (since
of potential sources most customers have a list of
prequalified contractors, this
stage may not occur in every
buying decision process).
(v) Acquisition of proposals Bidding Stage
(vi) Evaluation of proposals Evaluation of bids and selection
and selection of sources of contractor (s):(Negotiation
could be a separate stage or
included in this stage)
(vii) Selection of an order Commitment Stage
routine
(viii) Performance feedback and Performance feedback and

evaluation

evaluation

A Comparison of the Buying-Decision Stages
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Stage

Purpose of work and
Decisions to be reached

Tasks to be done

Pecple directly
involved

Usual

A. Inception

To prepare general outline
of requirements and plan
future action.

Set up client organisation
for briefing. Cansider
requirements, appoint
architect.

All client interests,
architect

Briefing

8. Feasibility

To provide the client with

an appraisal and recommend-
ation in order that he may
determine the form in which
the project is to proceed,
ensuring that it is feasible,
functionally, technically and
financially.

Carry out studies of user
requirements, site con-
ditions, planning, design,
and cost, etc. as necessary
to reach decisions.

Clients' represent-
atives, architects,
engineers, and QS.
according to nature
of proiject.

C. Qutline
Proposlas

To determine general approach

to layout, design and construct-
ion 1n order to obtain author-
itative approval of the cl:ient
on the outline proposals and
accompanying report.

Develop the brief further.
Carry out studies on user
requirements, technical
problems, planning, design
and costs, as necessary

to _reach decisiens.

All client interests,
architects, engineers,
QS and specialists

as required.

Sketch
Plans

0. Scneme

To complete the brief and
decide on particular proposals,
including planning arrangement,
appearance, construct:ional
method, outline specification,
and cost, and to ootain all
aporovals.

Final development of the
brief, full design of the
project by architect, pre-
liminary design by engin-
eers, preparation of cost
plan, and full explanatory
report, Submission of
proposals for all approvals.

All client interests,

8rief should not

be modified after this point

S. Detail

To obtain f£inal decision on
every matter related to
design, specification,
construction and cost.

Full design and every part
and component of the ouild-
ing by collaboration of all
concerned. Complete cost
checking of designs.

Architect, QS engin-
engineers, and
specialists,
contractor (if
appointed).

Working
Drawings

Any further change in location, size, shape, or cost after this time will result

in abortive work.

To prepare production inform-
ation and make final deta:iled
decisions to carry out work.

Preparation of final pro-
duction information, 1i.e.
drawings, schedules and
specifications.

Architects, engineers
and specialists,
contractor {if
appointed).

To prepare and complete all
information and arrangements
for obtaining tender.

Preparation of Bills of
Quantities and tender
documents.

Architects, QS,
contractor (if
apppointed).

Action as recommended 1in
paras. 7-14 inclusive of
'Selective Tendering'*

Action as recommended in
paras. 7-14 inclusive of
‘Selective Tendering'*

Architects, QS,
engineers, contractor,

F. Production
Informaticn

G. Bills of
Quantities

4. Tender
Action

<. Project
Planning

Action :n accordance with
paras. 5-10 inclusive of
'Project Management'*

Action in accordance with
paras. 5-10 incius:ive of
'Project Management'*

Contractor,
Sub-contractsrs.

Site

K. Operations
on Site

Action in accorcance with
paras. 11-14 inclusive of
'Project Management'*

Action in accordance with
paras. 11-14 inclusive of
'Project Management'¥*

L. Completion

Action in accordance with
paras. 15-18 inclusive of
‘Proiect Management'*

Architects, engineers,
contracrors, Subcon-
rractors, QS, client.

Action in accordance with
paras. 15-18 inclusive of
‘Project Management'*

Architects, engineers,
contractor, QS, client.

Y. Peed-Back

To analyse the management,
construction and performance
of the project.

analysis of job records.
Inspection of completad
building. Studies of
building in use.

Architect, engineers,
QS., contractor,
client.

*
Publication of National Joint Consultative Council of Architects, Quantity Surveyors and Builders.

Terminology

Operat:ons
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Whittaker(lg) obviously drawing from a Tavistock Report on

(20)

Building Construction . presented the following stages in a

buying-decision process of a building project:-
CLIENT

SPONSOR

|

BRIEF

J

DESIGN

)

BILL OF QUANTITIES

d

SELECTION OF CONTRACTOR

!

CONSTRUCTION

The Tavistock Resport itself defined a Building Process as:
"The whole series of activities required between the
initiating point of a client's need and the production of a

building to fulfil that need”.

Obviously, the buying decision process as illustrated by
Whittaker above, does not cover "the whole series of activities
required" in a building construction process. Rather, it seems to
represent only a rough description of the process.

what it shows is that the client, having determined that he

has a need for a building, contacts the sponsor.

The sponsor could be an organisation, an architect, a

contractor, or any person who is connected with the construction
industry.
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Together with the client, the sponsor draws up a brief of the

client's needs or requirements.

The brief itself may be a mere discussion between the client
and the sponsor during which the sponsor stores up unrecorded ideas

in his head, or it could be a detailed written description of the

required building, or it may be anything else.

After the brief is completed the specialist designers, such as
the soil engineers, services engineers, architects, structural

engineers are employed to carry out the detailed design work.

From the design, a bill of quantities is prepared. A

contractor is selected to construct the required facility in

accordance with the contract specifications.

This brief description of the buying process in a building

construction obviously fits in well with the RIBA Plan of Work
(21)

No doubt the process appears simple, straightforward and, as

the Tavistock Study described it, formalised.

However, anyone who is familiar with the construction industry
would agree that the so-called 'formalised system' only represents

how the construction process should function; not how it actually

does.

For instance, the sequential finality of the buying-decision

stages described above, is hardly present in an actual construction

project.

There is also no doubt that a careful examination of the

buying decision stages will show that their evolution during a
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construction purchase decision is fraught with risk to both the

seller and the buyer.

Problems encountered on construction sites, wrong estimates,
and changes in specifications by clients, all provide avenues for

serious risks which cannot be ignored.

We shall therefore turn to discuss these buying decision
stages so that their risk implications can be identified.

However, before doing that, two things must be noted. 1In the
first place, whether the sequence involving all the stages is

followed or not will depend on the factors and the nature of the

buying decision.

Secondly, it would be unrealistic to expect the seller to

devise strategies which will deal effectively with all the buying

stages in a buying decision process. It is therefore expected that

more emphasis is/should be placed on the focal points.

Focal Points

. , 22 s .
There is some ev1dence( ) to suggest that within the buying
decision process, certain decision stages, which are in themselves

decision areas, are of critical importance to both the buyer and

the seller.

These stages have been referred to by various authors as 'key
decision points'(23) or as 'Focal Points'(24) in buying activity.

Any of these points however, could turn into what Davison has

described as 'a centre of gravity'(ZS).

The basic tenet of this concept is that during a buying
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decision process, a particular stage or a combination of them could
become the centre of gravity or a pivot upon which all other

activities will tend to evolve and adapt themselves.

It is however, generally agreed that what may constitute a
critical phase depends on the type of the buying situation and the

decision being made.

In the construction industry, the following four key decision
areas have, nevertheless, been identified as the most likely
critical points in a buying decision process for the buyer, and so

in the selling decision process for the seller

(1) The Precipitation Stage

(2) The Product design/specification stage

(3) The contractor selection stage (which combines bidding and/or
negotiation)

(4) The commitment stage (which combines contracting and the

execution of contract).
However, since these key decision phases are themselves parts
of the overall buying decision phases, they will be discussed

within the stages in which they £fall.

With this background in mind, we can now look at the buying

decision phases as they apply to a construction contract.

Anticipation or Recognition of the Problem or Need

A careful look at all the buying decision processes we have
already presented, would show that, in general, the whole process
of buying in the construction industry is 'triggered' by the

customer recognising that he has a problem which can be solved.
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In some cases however, the buying decision process can also be
set in motion by a potential seller, who may anticipate,
precipitate a need, or recognise that the need for a particular
product or service exists in the buying organisation. This enables
the seller to make some effort to convince the customer that such

need can be satisfied through the purchase of a particular item.

Implications for Marketing effort

Two related major implications seem to have emerged from this.
In the first place, the customer must anticipate or recognise, or
be made to recognise, that he has a problem or need to be

satisfied.

Secondly, the customer must recognise and accept or be made to
recognise and accept, that this problem can be solved through a

purchase of some item.

This stage has been referred to by some authors as the
'precipitation stage'. The importance of this stage has already

been noted.

However, the stage is of critical importance to the seller in
the sense that his ability to identify it may be of tremendous

benefit to him because of the following reasons.

(1) It will enable him to understand the customer's need and
possibly precipitate it through more marketing effort, and

(2) This will place the seller in an advantageous position over
his competitors, with positive effect on the subsequent stages

of the process.

Thus, the overall advantage to the seller is that it may

enable him to understand much better not only the nature of the
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need of the customer but also the nature of the risk involved.

This should place him in a better position to make more
effective planning decision, and thus develop a more effective

strategy to manage potential risks.

Unfortunately, it could be observed that, although there is
some evidence to suggest that some marketing effort is ﬁseful at
this stage, and has in fact been successfully applied in some
cases, the manner in which most construction contracts are let
seems to have rendered early involvement of the seller, in such

contract, less useful than it should be(26).

Design Stage

The design stage combines stages (ii) and (iii) in the buying

(27)

decision phases suggested by Robinson and Faris .

As it has already been noted, this is one of the most critical
buying decision phases. It is in this phase that the
characteristics and quantity of the required item are determined,
described, or specified, and translated into a document which forms
the guidelines upon which further actions by all those concerned

must be based.

Thus, the design or specification stage may influence not only

the nature of the required item, but also the entire process.
The specifications themselves could be:

(a) performance specifications, stating clearly what the item is
intended to do and must do; or
(b) attributes specifications, stating what attributes the product

must have.
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(28)

Some available studies though not directly in
construction, have shown that at this stage, the buyer is more
concerned about performance specifications, since the main reason

for the purchase of the item is to solve a particular problem or

meet certain requirements.

Risk Implications

The importance of the design/specification stage stems from,

inter alia, the fact that a wrong design or inadequate

specifications of the required item may lead to the following types
of risks:

(a) performance risk;

(b) Alternations or additions risks; (variations).

These risks affect both the customer and the seller, though
the specific effect on each of them may be different. These risks

will now be treated in greater detail. But first, let us start

with the customer.

Performance Risk

It has earlier been stated that the main aim of the customer

in buying a construction product is to satisfy a particular need or

solve a particular problem.

However, the customer stands the risk of not achieving this
objective if the specifications are inadequate or the design is

wrong or faulty.

Performance risk therefore, is one of the risks which the

customer himself may face in his buying decision process.



226

In the construction industry, this may be particularly
important in the sense that, in most cases, 'design is divorced
from production', and so the customer may not be justified to turn
round and blame the seller for the condition which he himself has

created.

Attributes Risk

It has been found in some cases that certain product
attributes which may be specified in a required construction

product may not be essential after all.

However, these non-essential attributes may increase the cost
of the product. This wasteful buying can be avoided by the use of
value engineering which provides a careful analysis of the
specifications or even the design, and the actual need which the

product is required to meet(zg).

Where this important point is ignored, the customer may stand
the risk of paying for the product attributes which he does not

really need as a solution to his problem.

Alterations and/or additions risk

The risk which the customer may face as a result of
alternations or additions could be serious indeed. However, this

depends on two main factors:

(1) It will depend on the stage in the development of the product
itself. For instance, the risk may be greater where the
alterations occur when the product is about to be completed,
especially if this is a major alteration or addition.

(2) It will depend on the nature of the alteration. For instance,

alterations or additions which involve the foundation, and
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which require a building, almost complete or completed, to be
demolished before such alterations/additions can be effected,

could be very expensive indeed(Bo).

There is however, some evidence to suggest that
alterations/additions risks tend to be "issues specific" and so

generalisations on them may be misleading.

What is not misleading however is that there is a need for the
customer to analyse his designs and/or the specifications of the
required product to ensure that they represent what his needs
really are before committing them for the actual production of the

product.

Risks to the Seller

What affects the seller in a construction project is also most

likely to have some effect on the customer.

However, it is the seller, the construction firm, that may
bear more of the risk because, as we have seem, it is the buyer

that sets the whole process in motion. He can also stop it!
However, because of the legal implications of a contractual
relationship between the buyer and the seller, such drastic actions

are trimmed to the minimum, and are rare here.

Nevertheless, the seller may be affected by the following

risks in the following ways:

Performance risks

There are two types of performance risk and it is necessary to

make a basic distinction between them.
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(1) the first type of performance risk arises from the performance
of the contractor, the seller, on the contract. It is this
type of risk that a performance bond is normally a derivative.

(2) The second type of performance risk arises from the
performance of the product for a specified period after it has
been completed. This type of risk is normally associated with

. 31
retention moneys or clauses ( .)

Either of these two cases can affect the seller, the

construction company.

Retention moneys

A substantial number of construction contracts have a
retention clause, which allows the customer to retain a part of the
payments to the construction firm until after the product is
completed and its performance found satisfactory during a specified

period.

In Britain this specified period is normally twelve months in

Scotland and six months in England.
Although this money may be paid back to the firm at the expiry
of the retention period, this may not be so where the performance

or the product is found or judged to be unsatisfactory.

Alterations/Additions risk

The specific type of risk which alterations/additions can

present to the seller depends on two things:

(1) who is responsible for the alterations/additions. For
instance, alterations /additions caused solely by the customer
will also most likely lead him to bear the responsibility

which may arise from such alterations/additions.
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(2) The wording of the contract, indicating in clear terms what

shall be done in event of any alterations or additions.

In general terms however, the risks associated with
alterations or additions arise from the fact that they may create
conditions which may render the seller technologically incapable of

meeting the customer's requirements or target date.

In the latter case, it is the customer who may bear more of
the effect of late delivery, especially if the product is supposed

to be used for commercial purposes.

As for the seller, even where the effect on him is limited to
the extension of time on the project, it may not be of much benefit
to him especially if the marginal gains of extension, together with
commitment of his resources on the project, are not good enough to

compensate for the marginal cost of the extension or gains which

could have been made elsewhere.

Alterations/additions therefore, may constitute a risk both to

the buyer and the seller.

Situational Factors

There is no doubt that the design stage is critical to both
the seller and the buyer. However, it is important to point out
that the manner in which the construction company, the seller, is

affected by the design stage may depend on the following three main

situational factors:

(1) whether it is the seller who has led the customer to recognise
that he has a problem which he, the seller can solve;
(2) whether the customer recognises he has a need to be satisfied

but calls in the seller to assist him work out the best way of

satisfying the need;
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(3) whether the seller has been invited to become involved only

after the product has been designed.

Each of these situations presents different problems to the
seller, and so the demand for the assessment of the risks involved

is equally different.

However, situations (1) and (2) tend to present similar
problems though this again will depend on the level of ‘'shifts’

between the buyer and the seller, possibly during the negotiations
that may follow.

Situation (3) represents competitive bidding contracts where
the customer has already undertaken the design of the product. AS
we have already noted, the customer may not be justified to blame

the seller for a faulty design which the customer himself may have

made.

It seems therefore that the seller is more likely to assume

heavier responsibility for designs in situations (1) and (2).

Pre-qualification stage

This stage may be divided into two types. The first type may
be defined as a situation where the customer invites bids for a

contract with the objective of selecting from the submitted bids a

number of firms so that he can either

(a) negotiate with them and make his final choice; or

(b) request them to submit their final bids out of which he makes

his choice decision.

The second type consists of a situation where the potential

sources are pre—qualified. Most construction customers keep an
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approved list of contractors who have been prequalified after a

screening exercise,

This may take the form of the prospective customer requesting
a number of construction firms to submit details about their

experience, their capacity, bankers and so on.

On the basis of the information supplied, a list of those
found suitable or qualified for the types of work which the client

normally lets out, is made.

This list becomes the main source of information about
contractors to which the customer can easily turn when an

invitation for bids for a contract is to be sent out.

The list itself may be revised from time to time so that more
contractors may be included and/or others dropped in the light of

the customer's experience.

Thus, the basic difference between the two types of
prequalification is that, while the first type is normally a part
of a process for one particular contract, the second type provides
information which may not aim at just one particular contract, but

the general competence and suitability of the firms.

Implications for Marketing effort

(32)

Birse has recently observed that the traditional procedure
of awarding the majority of contracts through competitive bidding
has virtually led to the restriction of the contractor's selling

effectiveness to prequalification to tender.

In the light of this observation therefore, the implications

of both the first and second types of prequalification should be
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seen by the firm as a major marketing exercise which requires a

concerted marketing effort.

Take for example: the major marketing implication of the
second type of prequalification is that, since this is undertaken
with the specific objective of providing information for the
customer about what each firm can do there may be no need for the
stage to be included in every buying decision process in a

construction contract.

This increases the need for the construction firm to get its

name included on the list.

The marketing effort required here would include not only

submitting the information requested by the customer, but also

including in that submission certain extra details which may not

have been requested by the customer, but which are likely to

impress him.

Advertising in construction journals or the Construction News

may also prove useful.

Most construction companies indicated during discussions with

them that they use telephone calls to check whether their names are

on such a list.

However, there may also be the need for personal calls on the
potential customer, not just to check whether the company's name
has been included on the list, but also to start a development of

some personal relationship which may prove useful later in the

(33)

process .
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Risk implications

Although the prequalification process offers the customer the
advantage of an information bank, it also represents some risk

implications both to the customer and the seller.

Risk to the Customer

The customer may become too attached to the list of

prequalified contractors, and thus lose the benefit of searching

for more efficient construction firms.

Secondly, with time, it is possible that the firms on the list
may get to know each other. They may then collude to the

disadvantage of the customer.

In Britain, although there was a suspected case of "collusion
bidding" in 1970(34) which led to calls for an enquiry, collusion
has not been found to be a common practice in the British

construction industry.

Apart from the illegality involved, it is argued that it may
not be in the interest of the firms to collude since those firms

which are not involved, would quickly cash in and undercut the

colluding firms(35).

In Nigeria, however the recent Ministerial Enquiry has shown a
substantial evidence of collusion among major construction

companies operating in the country(36).

Risk to the Seller

We have stated earlier that the customer may become too

attached to the list of prequalified contractors, and so lose the
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benefit of searching for more efficient firms other than those on

the list. This in itself is a risk to the seller.

For instance, since the customer is most likely to turn to the
listed contractors, any firm that is not on the list may not be
invited to tender for, say, a given contract, and may thus, most

likely be losing opportunities for good business.

This point was confirmed during my discussion with a number of
customers, both public and non-public. They also revealed that
generally, customers are more 'risk-conscious' when they are

awarding a contract to a non-prequalified contractor, especially

where the value of such a contract is high.

Prequalification stage therefore constitutes one of the major
areas where the construction firm can apply usefully its marketing

strategy to reduce the risk of lost business opportunities.

Conclusion

This section has attempted to demonstrate the following points

on which the conclusion is based.

The process which eventually leads to contractual commitment
in the construction industry evolves through sequential phases
which, to some extent, are similar to what happens in a new-buy

decision process for an industrial product.

However, the phases or stages through which the process

evolves, are fraught with risks.

It is therefore essential that, if marketing is to fulfil its
risk management function, the firm must have a good understanding

of these phases, and the nature of the marketing effort required.
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For example, most construction contracts are awarded through
selective competitive tender during which the customer is supposed
to turn first to his list of prequalified contractors. Therefore
prequalification stage should be seen by the firm intending to
compete in this sector of the market, as an important opportunity
for it to apply its marketing strategy to reduce the risk of

exclusion and thus, lost business opportunities.
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Section Two

The Bidding Phase

Introduction

The climax of a normal marketing transaction is the offer and

acceptance of a price in exchange for a product

This suggests that both the price and the product must be

offered and accepted by those concerned in the transaction.

In this regard therefore, the price and the product, as

marketing variables, are of tremendous importance in any business
transaction.

In the construction industry, this importance is increased
mainly due to the fact that most standard construction contracts
are awarded on the basis of price, and the contract is not

considered as successfully executed until the product is accepted
by the customer.

The Main Objective of the Section

The main objective of this section therefore, is to
demonstrate that since most construction contracts are awarded
through competitive bidding, the bidding phase constitutes one of

the most important areas where the firm can apply its marketing

strategy as a risk management mechanism.

In doing this the firm should look beyond the bidding phase
since, in spite of the importance and complexities of the bidding
phase which have led to the development of bidding models, neither
the models nor the bid itself can provide a panacea for all the

inherent risks which the firm may face during the commitment phase.
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The Bidding Phase

The bidding stage in the buying decision process has received

(37)

much attention in recent years .

Basically, the bidding stage is a phase in a buying decision
process during which the buyer, having come so far in the buying
process, may invite the sellers to submit their prices at which

they will produce a particular product for him.

These prices of course, are supposed to take into account the
details which the customer may have provided about the required

product.

The buyer is assumed to be aware of the 'true cost' of the
required product. It is on this basis that he evaluates the prices
which have been submitted to him and the seller who has submitted

the lowest price is selected to produce the product(38).

This would seem so neat and simple, and the only risk to the

seller then appears to be that of submitting a wrong bid price.

However, as has been noted earlier, each decision stage is, in
fact, a decision area within which many decisions are made.
Consequently, many activities involving many people also take

place.

Bearing in mind the fact that the bidding phase is considered
as one of the most critical stages in the buying decision process
in the construction industry, the risk implications of submitting a
wrong bid price are considered so serious that this relatively
simple and straight-forward stage in the buying decision process,

has become for the seller a very complex stage indeed.
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In this section therefore, we shall consider:-
(a) the marketing implications of the bidding phase;
(b) the bid and its legal implications;
{c) the risk implications of submitting a wrong bid price; and

(d) bidding models and their main objectives.

(a) The Marketing implications of the Bidding Phase

For the purpose of developing and applying an effective
marketing strategy, the bidding phase is important for the

following reasons:

It provides an opportunity for the firm to apply its marketing
effort by submitting the lowest acceptable bid price for a

contract in order to make a sale.

In other words, the bidding phase provides an opportunity for
the firm to test its ability to assess rightly or wrongly, the
relationship between risk in the contract, the price of the

contract, and the customer's likelihood of accepting that price.

However, the overall ability of the firm to do this is not
known until the commitment phase is reached. What is known at the
bidding phase is the customer's acceptance or rejection of the bid

price.

The importance of the marketing implication of the bidding
phase is also reinforced by the 'non-recoverable' nature of lost
sales(39). One sad fact about marketing transactions is that once
a sale is lost to someone else that particular sale can hardly be

recovered. In other words, it is lost forever.

It could be argued that in the construction industry,
contracts can be terminated and reawarded to another firm that may

have lost it in the first place.
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However it would be suicidal for the seller to wait and hope

for such situations to occur.

The bidding phases therefore offers the seller the opportunity
to co-ordinate and apply its marketing effort in such a way as to
make a sale - win the contract. In doing this the firm must bear in

mind "non-recoverability" of lost sales.

(b) The bid and its legal implications

A bid is an offer to accept a contract and execute the
specified work at the price submitted in the bid(40) This offer

may become a binding contract if the customer or buyer accepts it
(41)

Thus, once ‘offered’ by the seller and ‘accepted‘' by the buyer

without any preconditions, a bid becomes legally enforceable in a

court of law.

This would suggest that if a construction firm makes a bid, it
is firmly committed to enter into the contract at its bid price if

the contract is awarded to it.

Any change in terms of the bid by either party after it has
been offered and accepted, may therefore constitute, technically, a

counter offer and as such, must be accepted by both parties in the

transaction.

It must however, be observed that the present practice of
contracting in the construction industry seems to suggest that it
is the wording of the contract itself that may reinforce or

neutralise the legal implications of a bid.

In spite of this observation, this brief discussion of the
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legal implications of a bid is intended to show that bidding is a
very important management decision which should not be taken

lightly(43).

(c) The risk implications of a wrong bid price

Bonny, a retired President and Chairman of a large American

company, described bidding as:

"the most difficult of all the functions of management to
define. It is the least subject to rules of logic, impossible
of scientific engineering analysis, and yet basically so
important that an average contractor, with a fair knowledge of
the business and competent organisation, who lacks an adequate

concept of the art is almost foredoomed to failure.“(44)

What Bonny is warning about is the difficulty and complexity
of the decisions involved at the bidding stage, and the inherent
risks of these decisions which may lead to the submission of a

wrong bid price.

Basically, a wrong bid price is defined to include the

following three situations:

(1) a bid price which is too high for the customer to accept.
(ii) a very low bid which is acceptable to the customer but at
which the seller cannot produce the required product
without a loss; and
(iii) a bid price too low for the customer to accept. That is
a bid price far below the estimated minimum cost of the

project.
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These situations are illustrated in the diagram below:

The Seller's Profit desire curve

A
WP1 WP1

b4 0:0:9:9:9:0:¢

UOCE S
OCE { \ \\\ ACR (Threshold)
LOCE \

(Y= rryrerrrerersven
WP3 W3

\ %
The buyer's cost desire curve

The actual cost of a construction project is rarely known
until that project is completed. Consequently, the buyer of a
construction project makes his cost estimate, not in terms of a

rigid fixed amount, but within an acceptable range represented by

Owner's Cost Estimate (OCE).

Situation (i) is represented by a wrong bid price (WP1) which
is far above the upper limit of what the customer is prepared to

accept (the acceptable region ACR).

Situation (ii) on the other hand is represented by the bid
price (WP2) which is below the lower limit of the Owner's cost

estimate (LOCE).

However, since WP2 is within the lower limit of ACR, this bid

is likely to be acceptable to the customer.

Situation (iii) is represented by a price (WP3) which is below

even the lower boundary of ACR. Each of these situations presents

its own risk implications.

The risk implication of situations (i) and (iii) for example,
is that the construction company stands very little chance of

winning the contract with such bid prices.
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Thus the risk of not winning is associated with situations (i)

and (iii).

Situation (i) with the bid price of WPl would lead to a large
profit should the company win the contract. However, because the
price is outside the upper limit of the acceptable region (ACR) it

is most likely to be rejected.

Situation (iii) where the bid price is WP3 would obviously
undercut other bidders. But because the price is abnormally low,
it is likely to raise the customer's suspicion as to whether the
seller understands the nature of the work involved. He is

(45)

therefore most likely to reject the price .

Situation (ii) on the other hand presents a price (WP2) which
is just below the LOCE. However, WP2 is within ACR. Therefore,
assuming that this is the most acceptable to the customer, the

seller with that price wins the contract.

However WP2 is below LOCE. This implies that although the
seller has won the contract he will most likely produce the product

at a loss; assuming the LOCE is correct.

Thus the risk associated with this situation is the risk of

winning and losing, and this could be disastrous for the firm.

The risk of winning and losing could sometimes occur as a
deliberate strategy by a firm to gain some in-house experience in

some areas of construction where this is considered crucial.

There are cases when the differences in bid prices of a given
number of competitors are considered insignificant. In such cases,
the customer is most likely to consider other variables as well.

Previous experience has been found to be very important to
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4 . .
customers. For example Bonny( 6) has reported an interesting case

where the previous experience of the contractors was taken as

determinant when their price differentials were considered

insignificant.

In all these cases, the risk implications could be very
serious indeed. Failing to win a contract because of high bid
price, for example, could create, not only the risk of wasted

effort and resources, but also the risk of idle capacity especially

in times of scarcity of jobs.

Because of all these risk implications arising from a wrong
decision within the bidding stage of a buying decision process,
various quantitative models have been developed and numerous

studies have also been undertaken to find ways of reducing or

managing these risks.

Examples of such works include those of Friedman(47),

(49), Simmonds(5o)(51), Grinyer and Whittaker

Gates

(48)
(52)

; Morin and Clough

. Whittaker(53), Park(54), Edelman(ss), Broemser(56), Howard
59) (60)

(57), Bonny(ss) Adrian( and a host of others

14

It is worth observing that although some of these works were
not directly concerned with construction, their basic objective,

nonetheless, remains the same as those which were developed

purposely for the construction industry.

Let us therefore, look at some of the works and their

objectives.

(d) The development of Bidding Models and their main objectives

The bidding stage in the buying decision process involves

taking two important initial decision, each with its own further

complications.
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The first important decision is, whether to bid, or not to
bid. Having decided that the firm should bid for the contract,

the next important decision is, how much should the firm bid.

The Bidding Stage decision-diagram

Success Prob.(0.1)

| How much? Success Prob.(0.5)

0y
. 9
Shoud I bid o Success Prob.(0.8)
for the
contract? ‘%

S/~ —— Nno regret
gle/ g

Was decision right? KX

VNN T
(o) loss/regret
———————————— represents Post decisional dissonance.

For example, as it can be seen from the decision diagram, a
no-bid decision will stop any further action concerning that

particular contract.

However, if the contractor later realises, perhaps too late, that
he has taken a wrong decision, he regrets his decision since this has
led to a loss of an opportunity to secure a possible profitable

contract.

If, on the other hand, after a preliminary examination of the
specific contract and consideration of the firm's position and
market environment, the contractor decides to bid for the contract,

then the next crucial question he will normally ask is 'How much?’

The answer to this question will normally be guided by the fact
that the contractor himself is aware that he will make a loss or
profit on the contract depending on whether he loses or wins the

contract.
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Types of profit

The contractor's profit is however, of two types:
(i) the immediate profit (I) and
(ii) the Expected profit (E).

The immediate profit (I) is defined as the difference between

the estimated cost of executing the project and the bid price,

However, the contractor is not always sure of winning and his
degree of certainty is merely an assigned probability which is just

that - a probability.

Nevertheless, this assigned probability of winning has some
effect on the profit which the contractor expects to get on the

project.

Thus, unlike the immediate profit, the expected profit (E) is
a product of the difference between the bid and the estimated cost
of executing the project times the probability of winning that
contract with the bid.

Thus, if

K represents contractor A's bid

I represents his Immediate profit

P represents the probability of winning the contract with bid K
C represents the estimated cost of the project

E represents the expected profit on the project if contractor A

wins the contract

XK-C
P(K-C) = P(I)

then I
E
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Suppose we assign figures to those letters so that

K = £60,000
C = £20,000
P = 0.1

then E = (K-C)x0.1 (£60,000-£20,000)x0.1

£4,000

Suppose contractor A has decided to bid, but he has to decide

on one of the following alternative bids (K1K2K3). C is constant.

Bid Amount (£) P
Kl 60,000 0.1
2 45,000
3 28,000 0.8

Using the formula derived above, contractor A's I and E would

be as follows:

Bid I(E) E (£)
K, 40,000(0.1) 4,000
K, 25,000 (0.5) 12,500
K, 8,000 (0.8) 6,400

From this rather oversimplified example, a complex problem may
emerge. It is generally accepted that the size of the risk arising
from a particular contract may be quite independent of the bid

price.

However, it is generally equally accepted that the size of the
profit and the firm's expectation of achieving it are both

dependent on the bid price.

We have already seen that while an abnormally high price will
lead to more profit, the probability of being successful in a bid

with such a high price is relatively very low.
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Conversely, while an abnormally low price may have a
relatively high success probability, this may lead the firm to

incur a loss or unsatisfactory level of profit on the contract.

Between these two prices therefore, there is a price which
represents optimum trade-off between profitability and success

probability.

Our contractor in the example is assumed to be concerned only
about the bid (K) which will yield the highest expected profit (E).
He is therefore most likely to submit bid K_ since he is not

2
concerned about competition.

In practice however, contractor A will be faced with many

competitors. His primary concern therefore, will most likely be:

FIRST how to submit a winning bid, and

SECOND that will yield some profit.

Basically therefore, the main objectives of most competitive
bidding models seem to centre around this twin problem some placing
more emphasis on profit, and others emphasising more the need to
undercut competitors with a low bid price without necessarily

abandoning the profit motive.

The latter group seems to be closer to what actually happens
in the construction industry, though in some cases, the two cannot
be clearly distinguished.

Friedman(Gl) for example, was more concerned about the
probability of winning over a given number of competitors than the

establishment of an optimum profit bid price.
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In the model which he proposed in 1956, he showed that the
value of a bid was the probability of winning the bid with a given
bid times the profit to be achieved if the firm won the contract

with that bid.

According to Freidman, one way of determining the probability
of winning with a given bid was to study the historical bidding

patterns of competitors.

Where there was more than one competitor, the probability of
winning would be the probability of winning over the first
competitor times the probability of winning over the second
competitor times the probability of winning over the last

competitor.

Where the firm is uncertain about the number of competitors,
the use of an "average" n competitor was suggested. Thus, in such
a case, the probability of winning would be the probability of the

firm winning over one 'average' competitor raised to the nth power
(62)

What Friedman seems to have suggested in the model therefore,
is that the probability of a firm winning a contract with a given
bid is a function of both the number of competitors and the bid

price,

However, the need to outbid the competitor (s) rather than the
establishment of an optimum price, seems to be the main

preoccupation of the model.

Friedman's suggestion that the historical bidding patterns of
competitors should be used to determine the probability of winning

in a given contract seems reasonable but unrealistic.
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Apart from the fact that it is difficult to obtain data on the

historical bidding patterns of competitors the firm is often

uncertain about the number of competitors. Friedman himself should

have realised this when he suggested the use of the "average" n

competitor.

Since the appearance of Friedman's model however, many other works

have appeared. Some have 'improved' on Freidman's model, while

others have put forward their own independent views.

(63)

Park, for example used Friedman's model both in his article

in his book(64). Although Park is probably one of the first

authors to suggest that a bidding model be used to maximise the

and

firm's expected profit in the construction industry his approach
has been criticised as being "primitive”.(GS)

His main suggestions and strategy seem to be based on the

number of competitors. This would seem to suggest that the optimum
mark-up on any job bid against ‘n' competitors would be a

decreasing function of 'n' alone.

Howard(66) also used Friedman's model, but concerned himself
more with the probability of bidding lower than the lowest

competitor.

Since this was also the probability of winning the contract,
it could be concluded that Howard was more concerned with the bid

that would win the contract rather than the probability of winning

over each competitor.

Christenson(67) also used Friedman's model to consider the

investment bankers bidding for new public utility bonds in the

United States.



250

Since the exact number and identity of all competitors were
known, the probability of winning the bid was arrived at by
multiplying the probability of winning over each successive

competitor.

Apart from this overriding need to win, other models also

emphasised the optimum profit objective.

Gates(68) for example, acknowledged in his model that there

were many reasons for the firm to desire to be a successful bidder.
Some of the main reasons, according to him include:

(a) the profit motive, which, according to him, is the greatest
motivating factor.
However, Gages ignored the fact that this motive may be

checked by other factors which he himself suggested, such as:

(b) the need to minimise losses, especially for contractors who

must keep their firms intact even during idle periods;

(c) the need to minimise the profits of competitors in order to

maintain one's own long range competitive position.

It is obvious that a bidding strategy which is aimed at
achieving objectives (b) and (c) cannot at the same time be
expected to achieve objective (a) in the best possible way,

especially where many competitors are involved.

Gates himself may have realised this. If this is so, then it
also explains why, although the models which were proposed by Gates
were aimed at maximising profit in a competitive bid, this was to

be done in three different situations:
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1. Lone-Bidder Strategy
2. Two Bidder Strategy and
3. Many Bidder Strategy.

It seems therefore, obvious that the main concern of Gates was
to find the right bid price which would give the firm the maximum

profits in different bidding situations.

)

Morin and Clough(69 acknowledged the need to investigate and
determine the effect of influential elements on profits in a
competitive situation before a competitive bidding strategy can be

formulated.

Accordingly, the model which they proposed emphasised six

elements, namely,

1. Cost estimate

2. True cost

3. Mark-up

4. Number of competitors

5. Identity of competitors and

6. The class of work involved.

There is no doubt that the effects of some of these elements

on the buying decision process go beyond the bidding stage.

However, their implications seem to have been interpreted in

the model mainly in terms of their contribution to the winning of

contracts.

Consequently, the model which the authors formulated aimed
primarily at helping the contractor maximise his profit when

bidding for a lump-sum contract.
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Grinyer and Whittaker(7o) introduced the preoccupation of

their study by drawing attention to the critical importance of the

bid prices to the prosperity of the firm.

"If they are too low contracts upon which low or negative

profit may be borne are obtained. If they are too high the

firm fails to gain the contracts, and may ultimately be driven

out of business."”

With this in mind, the authors proceeded to formulate a

competitive bidding model which can be described as an improved

version of Friedman's model.

Four companies were used in the study. These firms provided

information on 153 contracts, relating to net estimated cost,
submitted tenders, and competitors' prices for each set of

contracts sought over a given interval of time.

The analysis of this information, backed by various
discussions with other firms, showed that, although mark-ups did
not vary greatly between the firms, yet the average margin by which

the contracts in the set of 153 were won (ie the second lowest bid

minus the lowest bid) was 2.8%.

Consequently, the authors concluded that there was a tendency

for the winning firm to "leave money on the table”.

In other words, the winning firm did not only fail to gain the

level of profit possible, but was also the one with the lowest cost

estimate.

Since the authors did not indicate the number of other
companies with whom they discussed, it is difficult to comment on
their finding of 2.8% average winning margin from which a further

conclusion was drawn about "leaving money on the table”.
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However, the finding itself seems to support my earlier
observation that in practice, construction firms are more concerned
about a bid that will win the contract, rather than the maximum
profit bid price.

Broemser(71) developed from a study of one construction
company, a prescriptive sequential bidding model which takes into
account the resources of the firm, as constrained by its bond, in
deciding on which jobs to bid and how much to bid.

He argued a case for the use of the Net Present Value
technique in deciding for which contracts the firm should tender or

prepare to tender.

According to him, the firm should first of all price the
contracts, and then discount the expected value to the present

value.

This will provide the firm with a clear picture of which
contracts it should bid for, and with how much mark-up in order to

optimise the profit.

There is no doubt that this will be advantageous to the firm,
especially as it will enable the firm to plan in advance for the

intended contracts.

However, Broemser seems to have assumed that the firm will
have perfect information about the availability and costs of all

future contracts.

In real life, this is unrealistic. Certain aspects of
contract information are not normally given out for any other

purpose, but are supplied only as part of tender documents,

This suggests that, under normal circumstances, the firm will
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not have enough information beforehand, to sensibly price and
discount the expected value of contracts to the present value,

until tenders for such contracts are actually invited.

In spite of this shortcoming, Broemser's model seems another
useful attempt to find a way of reducing the risks which a wrong

bidding decision could create.

Edelman(72) empahsised the dependence of the size of profit

and the firm's expectation of achieving it entirely on the bid

price.

On this basis, he proposed a model approach which could lead
to specific bid price that may produce the largest possible

incremental profit contribution of the contract in question to the

business as a whole.

Like Simmonds he touches on issues which draw attention to the

need to analyse other variables carefully before embarking on a

bid.

Although his model was tested in seven cases and found

satisfactory, he cautioned that management should regard results

from models as contributing rather than deciding.

Simmonds seems to have perceived the whole issue of

competitive bidding as essentially that of organisational buying

behaviour.

Consequently, he seems to recognise the dynamic nature of

buying decision groups, and the somewhat conflicting interests of

the persons who may make up these groups.

Thus, unlike most other writers on competitive bidding, he has
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taken a broader view of the issues which must be considered when

bidding for a contract.
. (73) . . . . 2 a
In one of his papers he maintained that the firm bidding
for a "non-standard" contract must not only concentrate on the
price, but must also take into consideration the non-price

features. This is because,

"customers do compare features other than price in choosing

between bids."

This contention is based on the fact that the decision making
unit in the customer organisation may contain "factions" with

different interests.

However, where the dominant "faction" has been identified its
interest must be emphasised in the bid, while at the same time

ensuring that at least the minmium requirements of other factions

have been met.

Simmonds therefore, went on to suggest that the price itself
should be fixed after a careful consideration and combination of

the non-price features.

It could however, be observed that Simmonds is arguing a case
which seems to be highly "qualified". As such some of the points

he has raised are more useful in such specific cases.

In the construction industry, a 'non-standard' contract is
obviously different in some ways from a 'standard' contract where,

apart from price, the buyer is assumed to take all other variables

as given.

His choice behaviour is guided by existing rules, laws and
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regulations as well as professional code of conduct.

In such a case, comparison of features other than price may
not be a common behaviour though this occasionally does happen

(74) .

(75)

In another paper, Simmonds and Slatter have observed that
the almost exclusive concern for deciding bid prices has obscured
for the construction firms the importance of adjusting other

marketing variables as well.

Although the main concern of their paper was the need to
adjust the number of estimators in line with the firm's production
capacity which was assumed as "fixed", the authors also recognised

the need to adjust other relevant variables as well.

This, according to them, is necessary in order to achieve an
overall balancing of the resources at the firm's disposal in terms

of its capacity and profit optimalisation.

Thus, while profit still appears to be the main motivating
factor for the firm's behaviour, the authors seem to have suggested
that the firm's efficiency in allocation its resources is essential

for the attainment of that profit.

The works by Morin and Clough, Simmonds, and Edelman, in which
they have drawn attention to the need to analyse very carefully all
the relevant factors before embarking on a bid, also serve as a
suggestion that the firm should look beyond the bidding stage when
submitting a bid.

This suggestion is also shared by the Institute of Building

76 . . . . .
(76) For example, in its Estimating Code, the Institute has

provided an elaborate list of issues and items to be considered

during the estimating and preparation of a tender or bid for a
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construction contract.

In the course of this study, this researcher had several
discussions with Chief Estimators of a number of construction
companies, concerning their estimating procedure. Most of them
agreed with the list provided by the Institute of Building,

especially in the preliminaries.

More importantly, the list itself could be interpreted as an
implicit suggestion that the bid should take into consideration the

subsequent stages in the buying decision process.

This is buttressed by the Institute's insistence that

"An estimate must be prepared in a way that is explicit and
consistent, and which takes account of Methods of Construction
and all circumstances which may affect the execution of work

on the project."

The Institute believes that the best way to do this is for the

firm to make a realistic and sound estimate which :

"can only be achieved when each operation is analysed into its
simplest elements and the cost estimated methodically on the

basis of factual information."(77)

There is no doubt about the wisdom of looking beyond the
bidding stage during the preparation of both the estimates and the
bid. However, to suggest that the estimates can be based on
'factual information' is to imply that the 'true cost' of the

project can be established before the completion of the project.

This is rarely the case. In practice, the 'true cost' of most

construction projects is known only after they have been completed.
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(78)

This is partly because, as Whittaker has demonstrated, the
estimates from which the bid itself is prepared, are based on some

degree of uncertainty.

Given that this uncertainty cannot be quantified precisely,
the difference between the ability of the firm to win a contract on
one hand, and the firm's ability to execute that contract
satisfactorily, on the other, forms the basis for most of the risks

in the commitment phase.

As a matter of fact, some of the problems which arise during
the commitment phase strongly suggest that in spite of its crucial
role in construction, the bidding phase cannot act as a panacea for

all the problems which the firm may face in the production phase.

Before we conclude our discussion in this Section, I must
admit that it has not been possible to include every work which has
been undertaken on competitive bidding. However, the works which
have been examined are adjudged to be among the most significant

ones.

Moreover, their selection has been made in such a way as to
present the general concern of competitive biding models and the

issues involved at the bidding stage.

We can therefore conclude-form what has been discussed, that
for a firm in the competitive bidding sector of the construction
industry market, the bidding stage constitutes one of the most
critical stages during which it can apply its marketing strategy to

manage perceived risks.
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Conclusion

From what we have discussed in the section, the following

points have emerged to form the conclusion:

The bidding phase is one of the most critical stages in the

selling decision process for a construction contract.

It offers the firm the opportunity to apply its marketing
strategy through the submission of a right bid price, bearing in

mind the risk implications of submitting the wrong bid price.

In this regard therefore, price constitutes the most important

variable in the bidding strategy of the firm.

In spite of its importance, the bid itself cannot provide a
comprehensive insurance against all inherent risks which the fimm

may face during the commitment phase.

The following Chapter therefore, will be devoted to the
discussion of the commitment phase and its risk problems which

cannot be solved by reliance on the bidding phase.
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Summary and Conclusions of the Chapter

From what has been discussed in this Chapter, the following

points have been established to form the general conclusion of the

Chapter.

Evolution of construction contract is a buying decision
process. As such, it evolves through phases and involves many

people and factors.

For the purpose of applying an effective marketing strategy
the bidding phase appears to be a very critical phase for the firm
in the competitive bidding sector of the market, in terms of the

opportunity to win or lose the contract.

Because the buying decision process may depend on the nature
of the contract, it may not be possible for the construction firm

to develop marketing strategies to deal with every decision phase.

What is required therefore is for the firm to analyse the
buying decision process in order to identify the critical phases in

the decision process concerned.
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Chapter Six

The Commitment Phase

Introduction

In the last Chapter, an attempt was made to show that,
basically, a construction contract evolves through phases similar

to those in a new-buy situation in the industrial market.

The importance of the bidding phase and its risk implications
were also demonstrated with subsequent conclusion that, in spite of
their risk managements function, the bidding models could not

provide a comprehensive insurance against all the risk inherent in

a construction contract.

The objective of the chapter

The main objective of this Chapter therefore, is to show that
in the contract execution phase, the main challenge the firm faces
is "management risk", which cannot be completely covered by

reliance on bidding models.

This is because, while a successful execution of the
commitment phase is essential to ensure customer's post-purchase
satisfaction, both in terms of company's performance on the
contract, and the quality of the delivered product, the phase
itself involves so many people and other factors, some of
whom/which are not only outside the control of the firm, but also

are so dynamic that their behaviour cannot be predicted with

certainty.

Therefore, what is required for a successful execution of the
commitment phase, is human, managerial and intuitive judgement to

handle the factors and the problems which they may create.
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Marketing implications of the commitment phase

The main marketing implications of the commitment phase relate

to post-purchase satisfaction of the customer.

In the review in Chapter Four, we stated that, because of the
futuristic factor which is inherent in all contracts, most

construction products are sold before they are produced.

In Chapter Five, we also stated that in practice, the
construction company does not always have all the precise details

about every project before it can tender for it.

In essence, what these statements both mean is that at the time a
purchase/sale of a contract is made, both the buyer and the seller
are dealing with a hypothetical or an abstract product until the

product is completed and delivered.

This means that, the customer's post-purchase satisfaction is

related to two factors, namely:-

(1) the performance of the construction company on the contract,

in terms of delivery on time, and

{2) the performance of the product after it has been delivered.
In other words, the quality of the completed project, which,

in a way, relates to the company's performance.

Performance of the company is normally assured by the
customer's requirement that the contractor must provide a
performance bond. This serves as an insurance against the

contractor's inability to perform.

However, the performance bond itself, which is normally issued
by a bank, tends to emphasise the financial standing of the company

rather than its performance.
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However, it is inconceivable that the bank which undertakes to
"make good any damages suffered by the client" as a result of the
contractor's inability to perform, would not assure itself first,

that the company has the capacity to perform.

Nevertheless, whether the performance is good enough to

satisfy the customer, will depend not so much on the bond, but on

the company itself.

Performance of the product after it has been delivered, is
also assured by customer's inclusion of a Retention Clause in the
contract. This allows the customer to retain a certain percentage
of scheduled payments made to the contractor for work done.

The retained money may be used "to make good" any

unsatisfactory performance of the product after it has been

delivered.

In Britain, the period during which the money must be
retained, is six months in England, and twelve months in Scotland.
Then, the money is released to the company if the performance of

the product has been satisfactory during the specified period.

The implication of all this is that, the commitment phase
itself becomes a test for the seller organisation to assess
practically its ability to estimate or forecast it performance and

the factors which may affect that performance.

In marketing terms, the commitment phase provides an
opportunity for the firm to apply its marketing effort to achieve

post-purchase satisfaction of the customer in two ways:-

(1) through the delivery of the product on time; and
(2) through the quality of the delivered product.
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Time and cost are inextricably linked in any construction
contract. A delayed project benefits neither the seller nor the
customer, It could in fact be disastrous for the seller, though

this depends on the particular circumstance.

The firm must not only be aware of this, but also use delivery

date as a marketing variable to impress the customer.

It is likely that the delivery date may have been used already
during the bidding phase. However, it will be of no use if it is
not put into practice. The customer is impressed by an early
delivery date of the actual physical product, not the date stated

on a piece of paper, though this also affects the purchase decision

of the customer.

The company can also use the quality of the finished product
as a Marketing Variable to its advantage. Some authors have
assumed that, since the owner is normally represented by the
architect/engineer whose duty it is to see that the project is
constructed according to specifications, the owner of a

construction project would take "quality" as a given Variable(l).

However, those who advance such argument do not seem to
realise, that there is a significant difference between an

'excellent' product and an acceptable one(z).

The owner of a construction project may not have any legal or
contractual basis to reject a completed project which is

'acceptable', but which obviously could have been better.

In such a case, he would not normally want to have any future

dealings with the firm if he has a choice.
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The commitment stage therefore, provides the firm with the

opportunity to impress the customer with a high quality product.

However, it must be noted that the effective use of both
'delivery date' and 'product quality' as marketing variables must

be based on the overall management of the other factors which may

make this possible or impossible.

Sshift in emphasis
The commitment stage itself shifts the whole emphasis away

from the preceding stages to the actual production of the product.

From now on decisions must be concerned with the following

factors: -
(i) the planning of the production activities;
(ii) the purchase of the required materials;
(iii) the production and delivery of the required product
within budget and time; and
(iv) the potentials for disputes.

The commitment stage itself is made up of two sub-stages,

namely: -
(1) the contracting sub-stage; and
(2) the production sub-stage.

The Contracting Sub-stage
In a standard construction contract, most of the conditions

governing the conduct of such contracts have already been laid down

by various professional bodies concerned with the construction

industry.
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Such professional bodies include:-

(a) The Joint Council Tribunal (J.C.T.)

(b) The National Federation of Building Trades Employers
(N.F.B.T.E.), and

(c) The Institute of Civil Engineers (I.C.E.).

The J.C.T. Standard Form of Building Contract

The Joint Council Tribunal is a body which is made up of
representatives of professional institutions and employers®

associations.

Its Standard Form of Building Contract is published in six

editions, each with a specific purpose.

These editions are:-

(i) Private edition with quantities.
(ii) Private edition with approximate quantities.
{iii) Private edition without quantities.
(iv) Local authority edition with quantities.
(v) Local authority edition with approximate guantities.
(vi) Local authority edition without quantities.

Originally, the J.C.T. Form of Building Contract was referred
to as the Royal Institute of British Architects (R.I.B.A.) Standard

contract.
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However, this name is no longer technically correct, since the

R.I.B.A, itself is a part of the J.C.T.(3).

The J.C.T. also publishes two other volumes -

(a) The Fixed Fee Form of Prime Cost for use in lump sum projects

in the private sector, and

{(b) The Agreement for Minor Building Work, for use on small scale

projects.

The N.F.B.T.E,

The N.F.B.T.E. has two forms of contract.

(a) The N.F.B.T.E. Standard Forms of Sub-contract, and

(b) The N.F.B.T.E. Form of Contract for use in 'Design and Build’

situations.

These two forms of contract are however, directly related to

the provisions of the J.C.T. Standard Form of Building Contract.

The I.C.E.
The "Form of General Conditions of Contract for Works of Civil

Engineering Construction" is issued by the I.C.E.

Generally, this is referred to as the "ICE Form". It is used

mainly for Civil Engineering works.

Apart from these professional bodies and their various forms
of contracts, there is also the G.C/Wks - a Form of General
Conditions for Building and Civil Engineering Works, especially

where the central Government Departments are involved.
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This is divided into two parts, namely:

(a) G.C/Wks/1, and
(b) G.c/wks/2.

All large building and civil engineering works involving the
central Government departments are covered by the provisions of the
G.C/Wks/1 Standard Form, while the G.C/Wks/2 takes care of the

small scale works.

In spite of these predetermined conditions of contract, each

contract tends to have some unique aspects.

This seems to suggest that it may be possible for the firm to
veqatiate sowme favourable terms or at least safe-quard itself

against certain types of risks in the wording of the contract.

The contracting sub-phase therefore is important in the sense

that it determines the conditions under which the firm must work to

produce and delivery the required product.

The understanding of these conditions and/or the ability to
influence them is essential for successful operation in the

construction industry.

The Production Sub-phase

This is the stage during which design or drawings and
specifications are converted into a physical product to serve the

intended purpose.

Like any other product, the production of a construction
product calls for coordinated effort by the management and all

those concerned, directly or indirectly with the production

process.
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Unlike other products however, the skills required to manage
successfully the production of a construction product are so
diverse that they require innovative thinking to deal with the
forces involved in the project.

McNulty(4)

for example, has provided an extensive discussion
on how the firm should apply its management skills during the

commitment phase of a construction contract.

However, his discussion is based on his observation that

"A construction site is not a factory assembly line; there
are many unforeseen situations requiring innovation to
allow the work to proceed".

(5)

Fine made a similar observation in the paper he presented

during a construction management conference.

What is implied in these observations is that management of
the production phase calls for imagination, and creativity on the
part of the construction firm.

(6)

The discussion paper by Halsey and Margerison has clearly
supported this view and thrown more light on the management
problems involved during the production phase of a construction

contract.

Take for example, apart from the fact that most construction
products are made on the site or in the open, a typical
construction project would involve at least the following groups of

factors or forces:-
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(i) The firm's own workforce.

(ii) The sub-contractors and their workforces,
(iii) The owner and/or his representative;

(iv) Materials, equipment and suppliers.

To be effective, it is obvious that the firm must not only
recognise the diversity of these factors, but it must also consider
their specific positions and relative importance regarding the

construction contract.

The factors themselves can be grouped into two -

(1) the human side(7), and

(2) the materials and equipment side.

The Human Side

In discussing the human side as a separate factor in the

successful execution of a construction contract, it is important to
bear in mind that neither the human side factor nor the materials

and equipment side factor can function effectively on its own or

without the other.

It is in this regard that Maher(s) has stressed the need for

the firm constantly to be aware of the relationship between labour,
materials and equipment units during the production of a

construction product.

Naturally, this includes how well the activities are planned
and controlled in terms of 'time' and 'cost' factors. This
introduces, again, the essential role of planning and control in

the success of a construction contract.
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Consequently, this has led some authors, such as Adrian(g) to

conclude that-

"the management functions necessary to deliver a construction
project within defined time, cost and quality objectives can
all be viewed as part of two functions: Planning and

Controlling.

Obviously, this cannot be divorced from the understanding,
cooperation and productivity of the labour force, particularly the

site labour.

This brings us face-to-face with the question of industrial
relations or labour management in the construction industry as it

affects delivery.

(10) have been put forward and

Generally, many theories
numerous research findings have also been reported about
productivity. However, it would seem that no definite conclusion
has been made.

(11)

This may be partly because, as Adrian has noted:

"no single individual can manipulate more than a limited

number of factors at a time as possible determinants of

productivity. As such, the result is that many individual

pieces of research are produced, but there is not

comprehensive treatment of the overall problem".

Recently, Bennett(lz) discussed at length some of the theories
and "performance components" which have been associated with

workers' behaviour and productivity.
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However, he noted with regret that:

"neither of these components of performance at work are of any

account if the employee for whatever reasons, is not prepared

or willing to work”.

In spite of this, some authors emphasise the level of
understanding and cooperation between management and workers.
. {13) . . . . (14)
Atkinson for example, while agreeing with Hunt's view
of 'leadership factor', calls attention to the need for cooperation

between management and workers.

(

Fine 13) has emphasised good planning which will take account

of the peculiar working conditions in the construction industry.
. (16)
Borcherding and Garner undertook a study of twelve power
plants under construction in the United States to determine the

effect of a number of factors on worker productivity on a

construction project.

Each site employed between 1,850 and 3,600 craftsmen at
different times.

Although ten of the plants were nuclear projects and so the
research may be criticised for being unrepresentative of the

construction industry, the findings themselves seem interesting and

useful.

In the first place, the answers to the questionnaire depended

heavily on the type of job the respondent was doing.

Secondly, the role of the foremen was found to be critical to
productivity.
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Thirdly, and perhaps, most important, the foremen themselves
believed that good cooperation between them and the management was

vitally important for productivity on a construction project.

Consequently, the researchers concluded that although there
may be many ways of improving productivity on a construction

project, all of them relate to

"providing adequate support and assistance to the workforce,
and establishing a cooperative atmosphere among all levels and

parties involved."

This conclusion appears similar to the views expressed by

(17), the Managing

Halsey and Margerison and recently by Hammond
Director of A.P.C. International, who sees successful management of

construction process primarily in terms of "People engineering”.

A further support for this view is also demonstrated by the
recent case involving a Dutch Construction Company - Royal Volker

Stevin.

Stevin ran into serious problems on a major contract in
Michigan, United States, because of its inability to complete on

time the Zilwaukee Bridge.

The company won the £40m. contract in 1979, almost at the same
time as it won another £24m. contract, the Orwell Bridge, in
Britain. That too, ran into serious financial problems.

(18

The Construction News ) investigation showed that

"in both cases, poor labour relations, and so low productivity
are blamed for the problems, in addition to technical

problems".
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By the end of 1981, the company was losing about £22.8m. on
the two contracts. No doubt, this contributed in no small measure

to the company's losses for 1980/81 of over £55m.

Needless to say that no company seriously thinking of
remaining in business can go on indefinitely incurring such

colossal losses.

This simple case study illustrates the damage which a
construction firm can inflict upon itself as a result of its

inability to honour its own side of a valid construction contract.

Discussions with various construction managers and foremen
revealed that, apart from a sheer lack of management skills to
handle the factors involved in the commitment phase, a boom in the
building construction industry may also create labour management

problems.

It was the view of most of the construction managers and
foremen that availability of many jobs when the construction
industry is in boom, leads the workers to believing that they can

find another job even if they are dismissed from one.

In other words, the easier it is for the construction site
worker to find another job if he is dismissed from one construction

site, the more the tendency to create some form of problems for the

construction firm.

In this regard, the relative decline in construction

s 9 . . . .
activ:.t:.es(1 ) may also be partially responsible for the decline in
incidents of site labour relations problems in the building

construction industry of Britain.
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It was also revealed that the longer the firm is able to keep
its workforce together, the less it faces labour problems, since
most of the workers become orientated to fit into a pattern of

working behaviour which the firm demands of its workers.

Some of the firms pointed out they had strict rules about
drinking during working hours, so that anyone found to have taken
some alcohol may not be allowed to work for that day, not only for

the sake of proper behaviour but also for safety reasons.

What we have discussed so far seems to have centred on the

management of the firm's own workforce.

However, as we have stated earlier, the firm must also develop
management strategies to deal with other forces or factors such as
the sub-contractors, the suppliers, and the owner and his

representative, the architect/engineer.

It is therefore logical to look at their role during the
production phase and how they can be controlled or managed to

enable the firm to achieve its objective(s).

The Sub-contractors

The sub-contractors are a vital component of the construction
process. Yet the contractual relationship between them and the

firm may present major control problems for the firm during the

production process.

In the first place, the sub-contractors are themselves
independent contractors. This suggests that they can, at their

own risk, if they so desire, breach their contract at any time.

There is no doubt that they can be held responsible for such

breach of contract and requested to make remedies accordingly.
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However, such remedies of breach of contract do not usually
benefit the construction firm, the production phase, or solve the

problems which the breach may have created.

There is therefore the need to encourage good understanding

and working relationship between the firm and the sub-contractors.

Three ways of exercising some control over the sub-contractors

have been suggested. They include(zo)

(1) Using legitimate contractual payment practices to encourage

the sub-contractor to follow directives and perform as

requested.

(2) Making the sub-contractor aware of the business consequences
that might result if he does not perform satisfactorily or is

uncooperative, and
(3) Being reasonable and fair in dealing with the sub-contractors.

It must however, be noted that the extent to which the firm
can exercise control over the sub-contractors depends on whether

they are appointed by the firm or the owner of the construction

project.

In any case, this does not reduce the need for the firm to
make them aware of the effects of their action on the final outcome

of the contract, regardless of how they have been chosen.

Where the firm has the advantage of nominating its

sub-contractors, care must be taken to select only those who can

perform satisfactorily.
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The owner and/or his representative

The problems which the owner and/or his representative can
create for the contractor are so serious that the firm must find a
way of managing him and/or his representative - the
architect/engineer. This is obviously a difficult task and it

demands intuition and creativity.

In a normal standard contract, the owner of the project is the
other party to the contract. In such a case, the duties of the
owner and the architect/engineer are clearly defined within the

general contract itself.

This suggests that the firm has no direct control over the
owner and/or his representative. Yet their role is so vital for
the success of a construction contract that the firm will have some
advantage if it could find a way of exerting some influence over

them.

One such way is for the firm to try to understand the thinking
and behaviour of the owner and/or his representative - the
architect/engineer - so that both parties can develop some working

relationships, based on mutual understanding and cooperation.

The Materials and Equipment Side

In discussing the materials and equipment side, we must be
mindful of the suppliers who play a vital role through the

provision of these items.

It is therefore essential that in selecting suppliers, the

firm should be sure of the following two factors:

(1) the location of the suppliers relative to the project; and

(2) the capacity of the suppliers to produce and deliver on time

and as specified.
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However, the provision of required materials and equipment is

of little value to the firm if they are not effectively handled or

managed.

It is in this respect that the application of Materials
&>

Management Concept is called for.

Materials Management Concept defined

Materials Management, a concept which has been dealt with
extensively by the National Association of Purchasing
2) . . .
Management(2 ) is defined to include:
"purchasing, inventory control, traffic, receiving and

production control”.

Its basic objective is to achieve the lowest overall cost of

materials for the firm.

It is obvious from this definition that the concept recognises
that each of the various functions or activities included in the

definition is related to others in a complex set of interactions.

In this regard therefore, the Materials Management concept is
a "systems" concept, recognising that all functions required to
produce and deliver a construction project or product, are related

and interdependent on one another.

This also suggests that undue emphasis on one function without
adequate consideration of the other functions, may lead to adverse
results and consequently defeat the overall objective of efficiency

and cost effectiveness which the Materials Management Concept is

intended to achieve.
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For example, the firm must be ready to receive the required
materials and equipment as soon as they arrive on the site. It
does not make for efficiency if a fleet of vehicles, bringing

supplies to the site, are tied up for weeks waiting to be
off-loaded(zz).

Storage of required materials is usually a problem on most
construction sites, in terms of cost and space, and the possibility

that the quality of the materials may deteriorate if they are

stored on site for too long.

There is therefore the need, not only to provide proper

storage facilities, but also to reduce the problem by using the

materials as soon as they arrive on site.

This is largely a matter of scheduling the activities such

that the required materials arrive on site when they are actually

required for specific activities or functions.

Hired plant and/or equipment for example, are costed in hours

per day, not acutally what they do. It is therefore a waste of

resources to bring in hired plant or equipment when they are not

really needed.

This also brings us to the question of space management. 1In

building projects, for example, particularly in urban areas, most

construction sites are fenced for security reasons and/or to comply

with some local regulations.

This means that the space within the fence must be managed in
such a way that it can accommodate all that it should accommodate,

and still provide enough spaces for the movement of site plant or

equipment, and the workforce.
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A badly managed site space may create materials wastage,
possible discomfort for the workforce, and inevitably lead to low

productivity.

Thus, as far as the achievement of the firm's objective and
that of the customer is concerned, effective management of the

resources at the firm's disposal is essential.

Conclusion
Based on our discussion in this Chapter, we can draw the

following conclusions.

The commitment phase involves many inputs or factors, and by

implication, many sources of risk.

The result is that when all these inputs or factors are taken
into consideration, it becomes obvious that a successful completion
of a construction product is essentially a matter of integrating
effectively each factor into a complete marketing decision process
that would enable both the buyer and the seller achieve their

objectives.

Thus, while effective management of the firm's human
resources, especially the site labour, is essential for a
successful completion of a construction contract, this cannot be

achieved without efficiency in materials and equipment management.

In other words, the success of the commitment phase depends,
to a large extent, on the firm's ability to manage the factors
involved. A lack of that ability to manage becomes a major source

of risk.

In this regard therefore, 'Management Risk' constitutes the

main risk in the commitment or contract execution phase.
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CHAPTER SEVEN

Research Methodology

Introduction

The main objective of this Chapter is to describe how the
Surveys for the study were undertaken, the problems encountered by

the researcher, and the outcome of the Surveys.

The Chapter itself is divided into three Sections: Section One
deals with the problems associated with asking respondents to
provide information on decisions taken in the past. It discusses
how the research was designed, and conceptualised. It explains why
a particular research technique was chosen for the study, as well
as the conditions which led to the choosing of the construction

industry as the industry to study.

Section Two is preceded by a brief explanation of why
construction customers - the buyers - were included in the study,
despite the fact that the study is concerned mainly with 'sellers'

as opposed to 'buyers'.

Obviously two types of samples had to be involved: the main
sample consisted of construction companies, and the subsidiary
sample made up of construction customers. It is the main sample
that forms the primary concern of Section Two.

Section Three describes how the survey of the customers was
undertaken. It shows that, although the two samples were obviously
different, the same research methodology was applied successfully

to both of them.

The Chapter concludes by noting that although there was hardly
any previous study of a similar nature in the industry which may

have provided some indications of the types of techniques that



292

might be effective, and the possible survey response rate, the
methodology adopted for the study was effective as evidenced by the

relatively high response rates of the surveys.
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Section One

The Major Methodological issue involved

The decision to base the research on completed construction
contracts suggests that the data which would be collected would

deal with how contract decisions had been made rather than how they

will be made.

This created a major problem of the respondent's recall. In

spite of the fact that most (if not all) construction contracts are
written and therefore the documents about them may be available for
consultation by the respondents, the question of whether the
respondents would be able to recall accurately what actually

happened when the decisions were being made, still remained.

Some writers(l) for example, have observed that the

respondent's perception of a particular decision is frequently

modified by subsequent experience. In other words, a form of

rationalisation occurs as a result of the respondent's experience

of the outcome of the decision.

This would suggest that questions which ask the respondent to
give his views on a decision taken in the past, are likely to
produce a modified form of information since the respondent's views

may be influenced by the outcome of the decision.

Obviously, this raises the question of how far back should the
study go, in view of the suspicion which may arise about the
reliability and/or validity of the respondent's recall on

decisions taken some years ago.
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This particular problem is amplified by the fact that, in
general, most construction projects take a relatively long time to
produce. An alternative way out could have been to request the
respondents to base their answers to the questionnaire on any

ongoing contracts.

However, while this may have eliminated the problem of
hindsight, it would have made it difficult for the respondents to
answer all the questions since the questionnaire itself was

intended to generate information on all the critical phases through

which a construction contract evolves.

In the end, a compromise solution was found. Each of the

construction companies in the sample was requested to base all its

ANTWRYS Lo the guestionnaire on any one contract it completed in

1982.

This satisfied the dual requirements of 'recency' of

information supplied, and ‘the basing of that information on

compreted@ construction contracts.

For the customers, this 'recency' requirement was not defined

in terms of specific period. They were requested to base their

answers to the questionnaire on any one contract they had awarded

'recently’.

In this way, it was hoped that, although the problem of
hindsight may not have been eliminated completely, the research
methodology would be able to overcome the main problem of

respondent's inability to recall accurately decisions taken in the

past.
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The Research Design

In designing the research, this researcher was guided by the

following two main factors:

(1) the basic conceptualisation of the research; and

(2) the choice of the research technique.

The Basic conceptualisation

This thesis is focused around a number of related and broadly
based hypotheses about perception and management of risk by
construction companies. Specifically, it is centred around the

following hypotheses:

That construction companies perceive risk when they tender for
and accept construction contracts. Accordingly they take

appropriate measures to manage the perceived risk.

That, although the Marketing concept is relevant in the
construction industry, a traditional Marketing approach is not

effective in the competitive bidding sector of the industry.

That risks in construction contracts are spread over the
phases through which the construction contract decision
evolves. Therefore, analysis of these phases would enable the
construction company to identify these risks and place it in a
better position to develop more effective risk management

strategies to manage the perceived risks.

Thus, the basic conceptualisation of the research emerged as a
study of perception and management or risk by construction

companies in terms of a process which continues along the phases

through which the construction contract decision evolves.
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Obviously, this suggests that the study would not focus on one
particular phase, but on all the critical phases through which a

construction contract decision process evolves.

This loss of focus on one 'single' decision phase, as opposed
to all the decision phases, was justified on the ground that a
contract selling decision process is not considered as being
successfully concluded until the product is delivered, or the
project completed. This has been demonstrated in the preceding

Chapters.
Therefore exclusion, of some of the phases may not provide the
overall picture of how construction companies perceive and manage

risks during a construction contract.

Choice of Research Technique

The final choice of research technique is ultimately not only
subjective, but it also reflects the researcher's perception of the
problem or the conditions under which the research is being

.

undertaken.

Bearing this in mind, a number of research techniques were
considered. In particular, the following three alternatives were

considered:

(1) A longitudinal approach through which the required data would
be collected over time as contracts were tendered for and
accepted by construction companies, and/or awarded by

construction customers;

(2) A personal interview method by which the required data would
be collected by the researcher through personal interviews

with the respondents - and
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(3) A cross-sectional approach by which the required data would be

collected through a structured postal questionnaire.

Each of the above research techniques has its own advantages
and disadvantages which were considered very carefully before the

final choice was made.

For example, adoption of a longitudinal approach would have
created the following two major problems. Firstly, a longitudinal
approach requires considerable amount of time and effort, both in
securing initial co-operation of the management, and in monitoring

the management's decisions as they occur.

Secondly, it requires a considerable degree of commitment from
R O-OpRTatIng managers, so that, where the researcher is not
physically present to make direct observations of the decisions and
events, the co-operating managers are requested to record the

events in a diary form as they occur.

It is obvious that the amount of data which could be collected
through the diary approach would depend, not only on the
willingness of the managers but also on the nature of information

which they put in the diary.

Naturally, such data would be limited since by its very
nature, a diary is only suitable for a relatively limited amount of
information which could be recorded easily at the time the activity

is being monitored.
Thus a longitudinal approach was not adopted as a research
technique for this study because of the major disadvantages of time

and resources it required.

The second alternative - the personal interview method -
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generally enables the researcher to obtain detailed information

from the interviewee or the respondent.

The reaction of the respondent to each question can also be
observed by the researcher so that questions which may be

misunderstood can be explained to him by. the researcher.

In turn, the researcher can ask the respondent to elaborate on
some answers which may not be clear to him, or provide insufficient

information on particular points, or both.

In spite of the above advantages which make this particular
research technique an attractive proposition, it was not chosen

because of the following reasons:-

In the first place, personal interview introduces the
possibility of 'bias', and this could lead to unco-operative
behaviour on the part of the interviewee, especially where there

are cultural and/or racial differences.

Secondly, personal interview as a research technique, requires
a lot of time and resources to administer, especially where the

sample to be interviewed is large and scattered over a large or

wide area.

The above disadvantages were particularly applicable to this

research. Hence the interview method was not used for the

research.

The use of structured postal questionnaire was the third and

last alternative this researcher considered.

However, in doing so, the researcher was also fully aware that

a questionnaire which was detailed enough to explore and generate
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the required information, on specific dimensions of management
decision making concerning the perception and management of risk,
would require a lot of time on the part of the respondent to

complete.

As a result, the response rate might be low, creating a

further problem of sample representativeness.

Secondly, it was also recognised that, in general, the
researcher has no or little control over the environment in which
the postal questionnaire is completed, in terms of who actually

completes it, how and when it is completed.

The respondent is most likely to go through the questionnaire
first, study it, and then makes up his mind about the sort of

answers he would give.

Thirdly, the postal questionnaire may not be able to deal
adequately with the fact that more than one person is involved in
the selling or buying decision making unit in the seller or buyer
organisation, in terms of tendering for, accepting, or awarding a

construction contract.

Some studies get over this problem by sending more than one
questionnaire to each firm, with a request that each person

involved in the decision making complete a questionnaire.

However, in analysing the data, the average score for each

firm is computed and taken as the overall view of the firm.

Apart from the fact that such an approach is likely to lead to
misleading results, especially where the persons involved in the
decision process differ significantly in status, experience, and/or
training background, the response rate in Abu-Ismail's study(z)
seems to suggest that most companies are not likely to complete

more than one questionnaire.
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In such a case, the cost of printing and sending the extra
gquestionnaires becomes a waste of resources which the researcher

could ill-afford.

In spite of the above disadvantages associated with the postal
questionnaire, it is one of the most widely used research

techniques, and it has the following major advantages.

It takes relatively less time to administer, and it is
relatively less expensive. It is particularly suitable where the
sample companies are many and scattered over a wide area. Unlike
the personal interview method, postal questionnaire reduces the
problem of 'bias' on the part of the respondent due to cultural
and/or racial differences between the researcher and the

respondent.

These advantages suited very much the conditions under which
this research is being undertaken. For example, the sample
organisations were scattered all over Britain, and this researcher
could not afford the resources and time required to carry out the
research through the use of any of the other techniques described

above.
In view of the above circumstances therefore, it was decided
that the postal questionnaire was the most suitable technique to

use for the collection of the required data for the research.

Choice of Industry to Study

The choice of the industry to study was based on that industry
meeting all the necessary and sufficient conditions laid down by
this researcher. Basically, three main criteria were used to

choose a suitable industry to study.
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Firstly, the industry must be important in the national

economy in terms of employment and its contribution to the general

development of the country.

Secondly, the industry must be producing and marketing capital
products. These two criteria were particularly relevant or
significant in the economic development of Nigeria on which the

study was initially intended to be based.

The third criterion was the personal interest of this

researcher.

After a careful consideration of a number of industries, it

was found that the construction industry satisfied all the above

criteria.
Therefore it was on that basis that the construction industry

was chosen for the study.

Sample design

This study is concerned primarily with 'sellers' -
construction companies - as opposed to 'buyers' - construction
clients or customers.

However, it was considered useful to include construction
customers also, so that this researcher would be able to compare
the views of the 'sellers' with those of the customers, and use
same to reinforce or buttress those of the sellers on particular
points in the study. It was for this reason alone that

construction customers were also included in the study.

Obviously this meant that two types of samples would be

involved. The first sample would be made up of construction
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companies. This would be the main sample which would form the

primary concern of the study.

The second sample would consist of construction customers.
This would be a subsidiary sample with the sole objective of

providing some supporting evidence for the findings based on the
main sample.

Thus, two samples were designed: one for construction

companies, and the other for construction customers.

These two samples are described below in separate sections.

However, in doing so, more emphasis has been placed on the main

sample for the obvious reason.
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Section Two

The Main Sample - (Construction Companies)

The exact number of companies operating in the British

Construction industry is difficult to determine or establish.

This is mainly because, the relative ease with which
construction companies can enter and leave the industry because of
bankruptcy or other reasons, has rendered out of date any existing

records on the number of companies which are operating in the

industry.

In spite of this shortcoming, three published sources were

used as the sampling frames. The first source was Kompass(3) which

provided the names, addresses and the technical capacity or

capability of the firms.

The second source was Dun and Bradstreet's Guide to Key

British Enterprises (KBE)(4) which also provided the names, and

addresses as well as the names of the Managing Directors, Chairmen,

General Managers, and Managers. The same source also provided

information on annual sales of most of the companies.

However, the information on the annual sales of the companies

was found to be inadequate in the sense that it referred to one

year only. Therefore, another source had to be found which would

provide up to date information on annual sales turnover of the

companies for a number of years.

It was for this reason that the third source - The

Construction News Financial Review -~ was consulted(S). This source

provided more up to date information on the annual sales turnover

of the companies for the past five years (1977-1982).
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However, the use of the above sampling frames did not
necessarily simplify matters for this researcher when it came to
determining the size of the sample. This was because there had
been no previous study which would have provided the researcher
with some indication of how the respondents in the industry would
react to a detailed questionnaire. Any rough idea which this
researcher had, came mainly from the result of the pilot survey

which was rather limited in scope.

In the end the size of the sample was determined on the basis

of the following criteria:

First the sample size must be such that it would yield a

minimum response rate of twenty five percent (25%).

This in itself did not help matters very much in the sense
that a sample size of twelve companies would still yield the
minimum twenty five percent (25%) response rate if three of the

sample companies responded to the questionnaire.

Therefore, a second criterion was introduced. It was that the
sample size must also be large enough to expect a response from at

least fifty of the sample companies.

It must also represent the various sizes of the sample
companies in such a way that the response rate would be a fair

representation of all the sizes included in the sample.

After a careful consideration of the above criteria, a sample

size of two hundred companies was selected on a random basis.

In spite of the fact that the sample was intended to include
mostly firms in the building and Civil Engineering sectors of the

industry, it was not possible to make any meaningful classification
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of the firms in the industry into major categories in terms of

their commercial activities. .

This was because most of the large firms have facilities or
capacity to undertake both civil and building construction
projects, as well as other types of construction projects for that

matter.

Therefore, rather than classify the firms into categories, the
researcher had to classify, from completed and returned
questionnaires, the types of projects on which the answers to the

questionnaire were based. This will be found in Table 5.

Questionnaire Design

(a) For Construction Companies.

This study was basically conceptualised as perception and
management of risk by construction companies along the critical

phases through which the contract decision evolves.

Therefore, the questionnaire was designed to take account of

the critical decision phases in a construction contract.

The questionnaire itself was divided into four Sections - 3,
B, C and D, which covered the following critical decision phases

respectively:

(1) Pre-tendering phase
(2) Tendering phase
(3) Negotiation phase and

(4) the commitment or contract execution phase.
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The main objective of the questions in each Section was stated
clearly before the beginning of the questions. For example,
although there were guestions about how the contract was obtained,
its type, and the nature of the customer, the main objective of the
questions in Section A was to find out the effort which the sample

company may have made concerning the contract before the bidding or

tendering phase.

The questions in Section B were mainly concerned with how the
sample companies prepared and submitted their bids, the factors
they took into account, who formed the 'selling decision centre'

and the effort the companies made after the bids had been
submitted.

In Section C the main objective of the questions was to find
out whether the sample companies expected particular results from
their bids, and how prepared they were for any subsequent

negotiation with the customer.

Finally, the questions in Section D had as their primary
objective to find out the extent to which the wording of the
contract legally protected both the customer and the construction
company from certain types of risk, the problems which the company
may have encountered during the execution of contract phase, and

the factors which may have influenced the success or failure of the

contract.

It seems obvious that, in general, most of the questions were
designed to solicit information about the behaviour of each sample
company in terms of its perception and management of risk in each

of the crucial decision stages stated above.
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Piloting the Questionnaire

Once the questionnaire had been designed the researcher
piloted it. 1In piloting the questionnaire, the researcher also had
a number of discussions with some of the selected companies that
were in Glasgow. The questionnaire was also delivered to them

personally by the researcher.

For the selected companies that were outside Glasgow, the

questionnaire was mailed to them with self-addressed stamped

envelopes.

A covering letter was attached to each questionnaire. 1In the
letter, the respondent was requested to go through the
questionnaire carefully, and then give his candid views on the

following two basic questions which were detailed at the end of the

covering letter.

Ql. Do you find any particular questions difficult to understand?

(If so please state which questions)
Q2. If this questionnaire were sent to you, would you be prepared

to answer the questions? (If your answer is 'no' please give
p

reasons).

These two questions were designed to ensure that the piloting

of the questionnaire achieved two main objectives:

Firstly, to ensure that the questions were not ambiguous or

difficult to understand, and

Secondly, to ensure that the final questionnaire would give a

meaningful response

Modifications were made to the original draft in line with the
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comments or suggestions made by the respondents, most of whom were

personally interviewed by the researcher.

The response rate of the pilot survey was more than eighty
percent (87.5%). This in itself was nothing to go by since most

of the questionnaire were collected personally by the researcher.

Therefore, in spite of the encouraging response rate, it was
suspected that a postal survey of this nature with relatively long
questionnaire might lead to a low response rate if response rates

of previous surveys of other industries, conducted by such a

technique were anything to go by.

Two main alternatives were therefore considered by the
researcher. The first alternative was to remove or minimise the
possibility of low response rate by reducing the length of the

guestionnaire, and excluding some of the issues it dealt with.

Obviously, this would have meant a high response rate at the

expense of insufficient data on the issues which the research was
intended to cover.

The second possibility was to leave the questionnaire as it
was on the understanding that, although the response rate could be
relatively low, this could be more than compensated for by the

relative 'richness' or adequacy of data which the study or survey
would generate.

This particular alternative was considered to be most

appropriate in the context of this study. Therefore, it was

adopted and the sample size was fixed finally at two hundred (200)
construction companies.

It was hoped that this would reduce the possibility of
unrepresentativeness in the sample.
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Choice of Respondents

The questionnaire which was finally mailed out to the
respondents contained a covering letter which introduced briefly
(in absentia) the researcher, and what he was doing. (See appendix

1)

It assured the respondent that neither he nor his organisation
would be identified, and that the information supplied through the
questionnaire would be treated with strict confidence and used only

for the research purpose.

The letter concluded by thanking the respondent for his
anticipated co-operation on which the success of the research

depended.

In spite of the fact that the 'selling decision centre' (SDC)
of a construction company would most probably be made up of a
number of top company officials, such as the Managing Director or
the Chief Executive, and the Estimator, only one questionnaire was
sent to each of the sample companies because of the following

reasons.

First, this researcher does not share the view that sending
more than one questionnaire, as some studies have done (6) to each
company, and using the aggregate responses of respondents from
within each company, can eliminate the problems of analysis of
multiple response.

(7)

Parkinson for example, has pointed out that differences in
status in respondents and differences in the extent of their
participation in decision taking are not readily encompassed by

average scores from each organisation.
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Secondly, results from a number of previous research studies
seem to suggest that even where more than one questionnaire is sent
to each of the sample organisations, most of them are most likely
to return only one questionnaire. In this case the cost of

producing and posting the extra copies of the questionnaire cannot

be justified.

Thus, to ensure that the questionnaire was completed by at
least one of the key decision makers in each organisation, each
questionnaire was addressed directly to the Managing Director of
each of the sample companies with a request that he complete it "or

direct it to the appropriate person(s) in your company who can

answer the questions, and then return the questionnaire as soon as

possible, in the stamped, addressed envelope provided."”

The following Tables 1 and 2 below show the managerial
positions of those who responded to the questionnaire, and the

overall response rate of the survey respectively.

Table 1

Respondents' positions in their companies

Managerial Positions No %

Directors 34 36.1
Managing Directors 31 33.0
Commercial/Marketing Managers 10 10.6
Chief Estimators 8 8.5
Project/contract Managers 4 4.3
Executives 4 4.3
Operations/contracts co-ordinators 2 2.1
Chief Engineer } 1.1

Base 94 100.0
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Table 2

The Survey Response Rate

No %
Mail out 200 100.0
Usable Replies 94 47.0
Non-usable Replies 33* 16.5
Total Response 127 63,5

*The reason given for most of the non-usable replies was
that the companies did not complete any construction

contracts of at least £750,000 in 1982.

The response rate presented in Table 2 above was considered
high enough to satisfy the response rate minimum requirement of

twenty five per cent (25%).

It was possible that this response rate could have been
improved by sending out reminder letters with follow-up copies of
the questionnaire to those companies that had not replied or

N

returned the first questionnaire by the end of August 1983,

However, this particular line of action was not followed
because the cost of the research was borne entirely out of the
researcher's meagre resources, and this imposed a serious financial

constraint for any extra action other than those considered to be

necessary.

Sizes of the Responding Companies

The sizes of the various companies that responded to the
questionnaire are presented below in Table 3. The classification
was based on the mean of the annual turnover of the companies from
1978 to 1982. The information was provided by The Construction
News 29 July 1982 and 28 July 1983.
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Justification for Using the Criterion

A number of criteria are used to classify business
organisations for the purpose of research. In Marketing some of

the criteria which are used frequently include the following:-

(i) the number of employees each organisation has
(ii) the market share held by each of the organisations and

(iii) the assets of each of the organisations.

However, none of these criteria was found suitable for this

research because of the following reasons:-

In the first place, the number of people employed by an
organisation may no longer be an indication of the size of the

organisation in terms of its overall resources.

This is because some organisations use high technology (such
as robots) which reduces the number of people employed without
necessarily reducing the overall resources of the organisation

concerned.

It may be argued that, in the construction industry, the use
of such high technology is not yet a common feature. Nevertheless,
the dramatic improvements in construction methods, aided by
prefabrication technology, seem to suggest that some companies can
reduce the number of their employees without a corresponding

reduction in their sizes, in terms of their overall resources.

As a matter of fact, during a careful examination of the
information on the sample companies, it was found that some of them
had a small number of employees. Yet, their sales turnover was

relatively large.
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Therefore, it seems obvious that using the number of employees

as the basis for classification would put such companies in a wrong

category.

Market share is popular with researchers in marketing, though
it could be misleading especially where the company is operating in

many sectors of different markets, or industries.

In the case of this study, it was not used as a criterion
because this particular piece of information was not available.
Most of the sample companies this researcher contacted for the
purpose were not sure themselves. Therefore, it was felt that
classifying the sample companies on the basis of "guess-work” would

be quite unacceptable.

Assets of the companies were also not used as a basis for
classification. This was because of the difficulty of defining and
ascertaining the true values of assets owned by the construction

companies concerned.

In view of the above reasons, it was felt that the mean annual
turnover of the sample companies from 1978 to 1982 appeared to be
the most representative of the positions of the companies

concerned.

Another reason for choosing the mean turnover as a measuring
criterion was that, apart from being an indication of their
financial strengths, it was also suspected that the turnover of the
companies may have some bearing on the perception of risk by the

companies.

Therefore it was chosen as the most appropriate criterion to
be used for the purpose of classifying the sample companies for

this particular study.
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Table 3

Sizes of the Responding Companies:

Measured by Annual Turnover

Annual Turnover (in £€m)| Size No %
10 - 100 Average 39 41.5
101 - 400 Above Average| 30 31.9
401 - 800 Large 20 21.3
Above 800 Very large 5 5.3
Base 94 100.0

Sectors in which the Sample Companies operate

The construction companies which made up the sample were

operating mainly in the "non-speculative" sector of the industry.

"Speculative sector" of the construction industry is defined
as the sector in which, at their own costs, construction companies
develop properties, such as houses, to be sold to the public or any

interested buyer.

This means that construction companies, (such as Barratt)
which operate in the speculative sector of the industry, were not
included in the sample, except where such a company (such as George
Wimpey) was operating in both speculative and non-speculative

sectors of the industry.

Thus, the sample consisted mainly of companies that were
operating in the competitive bidding sector of the construction

industry.

This was necessary because of the main concern of the study,

which has been stated already.



315

Values of Contracts on which answers to the questionnaire were
based

The values of the various contracts on which the responding
companies based their answers to the questionnaire are presented in
Table 4 below. To some extent they reflect two factors:

(1) the sizes of the companies that were covered in the survey
and

(2) the requirement in the questionnaire which requested the
respondents to base their answers to the questionnaire on

contracts of at least seven hundred and fifty thousand pounds
(£750,000) .

The above factors were not entirely of the researcher's own

making. Rather, they were due to circumstances which could be

described as "coincidental”,.

During the preliminary investigation, it was found that,
unlike small companies, most medium (average) and large

construction companies have Marketing Departments, headed by

Marketing Directors or managers.

It may be recalled that one of the main concerns of this study

is the application of Marketing as a possible risk management

strategy.

Therefore it was felt that it was more realistic to test the
hypothesis using construction companies that had Marketing

Departments or facilities.

Incidentally, because of the technical capability or capacity
of these companies, most of them tend to go for contracts of

relatively high values in monetary terms.
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This tendency is also economically justified on the ground
that spreading scarce resources over a large number of small
construction projects of small values may be economically less
rewarding than if those resources were concentrated in a limited

numbexr of relatively large projects of high monetary values.

Thus more than eighty two percent (82.4%) of the contracts on
which the answers to the questionnaire were based exceed one

million pounds in value.

It is left to be seen whether this has any relationship with

perception of risk by the sample companies.

Table 4

Values of the Contracts on which answers

to the Questionnaire were based

Contract Values (in £000) No %
271 - 400 7 7.7
401 - 800 5 5.5
801 -~ 1200 16 17.6

1201 -~ 1600 17 18.6

1601 - 2000 8 8.8

2001 - 2400 11 12.1

2401 - 4000 11 12.1

4001 - 8000 11 12.1

8001 - 40,000 5 5.5

Base 91* 100.0**
* Three (3) contracts have been excluded from the

above table because their values were not given by

the respondents.

**  The values of twenty eight (28) of the contracts (ie

30.4%) were estimated values.
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Types of projects on which answers to the Questionnaire were based

The difficulty of classifying the sample companies on the

basis of different types of construction activities in which they

were involved has already been stated.

Because of this, it was left to the respondents to choose

which contracts they would base their answers on.

The breakdown of these contracts shows that they fall into the
categories shown in Table 5 below, which would seem to provide a

reasonable cross-section.

Table 5

Types of construction projects on which

answers to the questionnaire were based

Types of Projects No %
Building 59 62.7
Civil Engineering 24 25.6
Others 11 11.7
Base 94 100.0

This concludes the discussion of the research methodology
which, so far, has been concerned mainly with construction

companies - the main sample.

In the following section therefore, the discussion of the

research methodology will be primarily concerned with construction

customers.
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Section Three

Construction Customers - (subsidiary sample)

Research Design

Just as it was difficult to determine the exact number of
firms - sellers - operating in the British construction industry,
so also it was difficult to establish the number of buyers of
construction projects in Britain. This would suggest that
determining a sample size which represented proportionally the

various types of buyers was not possible.

Nevertheless, some effort was made to ensure that the major
groups of buyers were represented in the sample, though not

necessarily proportionally.

Three sources were used as sampling frames. This was
necessary because, on its own, none of them provided enough
information to be used as the only sampling frame. For example,
the first two sources, which were the same as the first two sources
used as sampling frames for the construction companies, did not

provide adequate information on public authorities or customers.

Therefore, it was essential that another source which provided
adequate information on public customers should be used or

consulted.

Thus, The Public Authorities Directory(s) was consulted to
obtain the required information on public customers who had been

included in the sample.

The sample size itself was fixed finally at one hundred and
fifty (150) cases. All the organisations which were included in

the sample were selected on a random basis.
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However, the only criterion used to determine the composition
of the sample size was that the various major groups of buyers

should be fairly represented in the sample.

The composition of the sample is shown below in Table 6.

Table 6

Composition of the Sample (Construction Customers

Types of Customers No %
Central Government Departments 10 6.7
Regional and Local Authorities 50 33.3
Nationalised Corporations 5 3.3
Financial Institutions 25 16.7
Services Organisations 15 10.0
Manufacturing Organisations 15 10.0
Distributive trade Organisations 15 10.0
0il companies 5 3.3
Educational Institutions 10 6.7
Base 150 100.0

Questionnaire Design

The design of the questionnaire for construction customers
followed the same pattern as that of the sellers, though the
questionnaire itself was shorter than the one for construction

companies.

The questionnaire was divided into four sections, A, B, C, and
D. These Sections corresponded respectively to the four critical
decision phases which were stated in the Section dealing with

construction companies.

The questions in each Section were designed to achieve

particular objectives. For example, although the questions in
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Section A sought to generate information which was rather general
in nature about the sample organisation, the main objective of the
Section was to find out whether the buyer was influenced in any way

by sellers before tenders for the contract were invited.

The Section also contained a key question about whether the

buyer perceived any risk in his decision to award the contract, and

if so, what did he do about it.

In Section B, the questions were concerned mainly with how the
buyer organisation evaluated and selected the winning bid. 1In
particular, they were concerned with who constituted the Buying
Decision Centre (BDC) and the factors which they considered in

making their buying decision.

In Section C the main objective of the questions was to find
out how the contract was worded, the event(s) that may have taken

place during the execution of the contract, and the effect of such

events on the contract.

In particular, the questions sought to find out the types of
clauses that were included in the wording of the contract, whether
they were applied, and whether there was any variation in the
original specifications or design of the project before its

completion.

Section D was the final Section of the questionnaire. 1Its
main objective was to find out whether the buyer organisation was
satisfied with the performance of the seller, and at what stage in

the contract decision process he would like to involve the seller.

Basically, therefore, the questionnaire was designed to
explore contract buying decision making by construction customers,

the factors which may affect their decision from pre-tender phase
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through contract execution phase, and their assessment of that

decision after the purchased product had been delivered.

Piloting the Questionnaire

Ten organisations, made up of two each from public
organisations, financial institutions, services organisations,
distributive trade organisations, and educational institutions,

were chosen for the pilot survey.

A covering letter was attached to each pilot questionnaire
requesting the respondent to go through the questions, and make his
comments about them in terms of whether any of them was/were
difficult to understand or ambiguous, and whether he would be
willing to answer the questions if such a questionnaire were sent

to him.

Since the chosen organisations for the pilot survey were in
Glasgow, the researcher delivered the questionnaire personally
after which appointments were made with the respondents as to when

to come back to collect the questionnaire and to discuss it with

them.

However, although the financial institutions and distributive
trade organisations agreed to discuss the questionnaire with the
researcher, they pointed out that they had to send it to their head

offices, which were outside Glasgow.

Three of these questionnaires were returned to the researcher
by post with favourable comments. The rest of them were collected
personally by the researcher on the dates appointed by the
respondents. Most of them had already made their comments about

the questionnaire on the spaces provided.
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Nevertheless, some discussions were held with most of them to
find out more about their views. The questionnaire which emerged
finally (see Appendix 4) took into account most of the comments or

points raised by the respondents.

Since sixty percent (60%) of the questionnaires were collected
personally by the researcher, the pilot survey itself could not be
used as an indication of the possible response rate of the actual
survey when the questionnaire would be mailed out to the sample

organisations.

Therefore, although the question of having a minimum of
replies from at least fifty organisations was no longer a criterion
for selecting the size of the sample, as it was in the case of
construction companies, the size of the sample was fixed finally at

one hundred and fifty (150) customer organisations.
In this way, it was hoped that, although the possibility of
unrepresentativeness of the sample could not be eliminated, it may

be reduced.

Choice of Respondents

Only one questionnaire was mailed to each of the sample
organisations because of the same reasons as those given already in

the case of construction companies.

A covering letter was attached to each guestionnaire. The
contents of the letter were the same as those of the one attached

to the questionnaire for construction companies.

However, because of the nature of the composition of the
sample, some of the questionnaires were addressed to Managing
Directors, while those mailed to public customers were addressed to

the Chief Executives of the organisations.
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However, as it can be seen in Table 7 below, the people who
actually responded to the questionnaire were neither the Managing
Directors (apart from one case) nor the Chief Executives to whom

the questionnaires were addressed.

It is obvious that in each of the sample organisations the
questionnaire was directed, as the covering letter had requested,
to the person who was considered most appropriate to answer the

gquestions.

Thus it seems reasonable to conclude that the questions were
answered by those who had actually taken part in the decision
making concerning the contract on which the answers to the

questionnaire were based.

The managerial positions of the responding customers are
presented in Table 7 below. In Table 8 on the other hand, the

overall response rate of the survey is presented.

The response rate was considered high enough to serve the

purpose for which the survey was intended.

Therefore reminder letters or follow-up copies of the
guestionnaire were not sent to the sample organisations that did

not respond by the end of August 1983.
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Table 7

Managerial Positions of the responding customers

Respondents' Managerial Positions No %

Chief 12 15.0
Quantity Surveyors<:::::j

Principal 9 11.3

Chief 15 18.8
Architect

Principal 12 15.0

Chief S 6.3
Engineers

Principal 2 2.5
Managing Director 1 1.2
Directors 10 12.5
Technical Services and Planning Officers 5 6.3
Estate Surveyors 1 1.2
Building Survey 1 1.2
Chief Buyer 1 1.2
Chief Administrative Officer 1 1.2

Base 80* 100.0

Four (4) responding customers did not answer the
question about their managerial positions. Therefore
they have been excluded from the total number of

responding customers.
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Table 8

Survey Response Rate

No %
Mail out 150 100.0
Usable replies ’ 84 56.0
* Other replies 17 11.3
Total Replies 101 67.3
* The reason given for most of the non-usable replies was

"lack of staff" to deal with the questionnaire because
many members of staff of the sample organisations had

gone on summer holidays.

Value of the Contracts on which Answers were based

The values of contracts, on which the responding customers

based their answers are presented in Table 9.

One observation which may be made about the value of the
contracts in Table 9 is that, unlike the construction companies,
the customers based their answers on contract of relatively low
values. For example, more than seventy one percent (71.6%) of the

contracts had values of less than one million pounds each.

This contrasts sharply with the values of the contracts in
Table 4 where more than eighty two percent (82.4%) of the contracts

had values of more than one million pounds each.
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Table 9
Values of Contracts (in £000) No %
50 - 300 22 29.7
301 - 500 9 12.2
501 - 700 16 21.6
701 - 900 6 8.1
901 - 1200 4 5.4
1201 - 1600 7 9.5
1601 - 2000 3 4.1
2001 - 3000 3 4.1
3001 - 5000 1 1.3
5001 - 7000 2 2.7
7001 - 9000 1 1.3
Base 74* 100.0
* Ten of the respondents did not give the values of the

contracts on which they based their answers to the
questionnaires. For this reason alone, they have not
been included in the number of contracts which are

presented in Table 9 above.

It remains to be seen whether this difference will also have
some noticeable influence on the perception of risk by the two

groups of respondents.
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Conclusion of the Chapter

The uncertainty which surrounded the outcome of the surveys
arose mainly from the fact that there had not been any similar
research which had been undertaken previously in the construction
industry which would serve as an indication of what techniques to
use and what the response rates were likely to be. Therefore, any

decision concerning these matters were based solely on the

researcher's judgement.

In spite of this, and especially the fact that the
questionnaire for the construction companies was long, the surveys
response rates for both the construction companies (63.5%) and
customers (67.3%) were good and considered high and representative

enough to serve the purpose for which the surveys were undertaken.

On that basis therefore, it seems reasonable to conclude that
the surveys have been a success, but that that success is a

confirmation of the suitability of the methodology adopted or used.
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CHAPTER EIGHT

Analysis of the Sample Survey
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Chapter Eight

Analysis of the Sample Survey

Introduction

The main objective of this Chapter is to present an analysis
of the response to the survey of construction companies (and
customers) in the British construction industry. The Chapter
itself is divided into three sections which correspond to

hypotheses Hl" Hz. and H3., respectively.

The Hypotheses

In the review of literature on perceived risk, we ocbserved
that previous research on perceived risk has been concerned mainly

with buyers as opposed to sellers.

This preoccupation with buyers seems to be based on an
implicit assumption that only buyers perceive risk in their

decision making process.

Therefore, the purpose of the survey was to examine how
construction companies interpreted their contract decision making

process in terms of perception and management of risks.

This was stated in the first hypothesis as;

That construction companies perceive risks when they
tender for and accept construction contracts.
Accordingly, they take appropriate risk management

strategies to manage the perceived risks.

However, a careful examination of hypothesis Hl. would show

that it has two parts: the first part deals with risk perception
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by construction companies, while the second part is concerned with
risk management strategies which construction companies employ to

manage what they perceive as risks.

Accordingly, these two parts of the hypothesis H

1+ are
restated as follows:
Hl'l‘ That construction companies perceive risks when
they tender for and accept construction contracts.
H1.2. That construction companies take appropriate risk

management strategies to manage perceived risks.

In the review in Chapters Three and Four, the importance of
marketing and its concept was emphasised, with subsequent
conclusion that the marketing concept was "Omniapplicatus”, and

that the construction industry could ill-afford to ignore it.

However, the question still remained as whether
"applicability" of the marketing concept in the construction
industry was synonymous with application of most "traditional
marketing methods" in the industry with the same results as in

other less "restrictive" industries.*

(1)

Rodger for example, has maintained that acceptance of the

marketing concept is a prerequisite for a successful application of

marketing techniques.

* A "restrictive" industry is defined as one in which the

business activities are governed by rules and requlations devised
within the industry itself, and/or without, by public authorities,
in order to control behaviour and the pattern of buying/selling
decision making process of the industry's participants.
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In this regard therefore, the extent to which marketing
techniques can be applied successfully in an industry is an
indication of how much the marketing concept itself is accepted in

that particular industry.

In the competitive bidding sector of the construction
industry, it would seem that, in spite of the relevance of the
marketing concept, the practice of marketing itself is relatively
lacking, and the application of traditional marketing methods, such
as advertising, personal selling, distribution, packaging, seems

less fruitful or effective.

Therefore, marketing in the construction industry should take
on more seriously the planning/market appraisal function to ensure
sales and delivery.

This was stated in the second hypothesis, H as;

9°
That a traditional marketing approach is not effective
in the competitive bidding sector of the construction

industry.

We also maintained in Chapter Four that in most construction
companies, the function of the marketing department was basically

that of market research/sales force, in a limited sense.

Therefore, Hz. was restated to included H2'1' as;

H . That in most construction companies, the marketing
department is not regarded as an important part of

the "Selling Decision Centre" of the company.

The review in Chapters Five and Six demonstrated that a

construction contract decision process was basically a
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buying/selling decision process which evolves through decision

phases.,

Therefore, effective management of risks must involve
management of risks along the phases through which the contract
decision process evolves. In other words, to be effective, the
firm must analyse the decision phases in order to identify the
inherent risks.

This was stated in the third hypothesis H_ . as;

3
H,. That in contract decision making, an analysis of
relevant 'focal points' is essential for effective

management of risks in the contract.

The review in Chapters Five and Six had identified the bidding
phase and the Commitment or Contract execution phase respectively

as the most critical phases in a competitive contract.

Therefore, hypothesis H_. was extended to include hypotheses

3
H3.1. and H3.2., which were stated as;

Hyego That the bidding phase offers the firm the
opportunity to apply its marketing/risk
management strategies.

Hy. oo That 'Management risk' constitutes the main risk

in the contract execution phase.

Statistical tools used for analysis

In spite of the hypotheses, this research is basically

exploratory in nature. Therefore, some of the questions were

designed to_provide relevant information which would allow some

canclysions.to be made about certain aspects of the industry of
e A S S
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study without necessarily involving the use of sophisticated

statistical analysis.

The is of the entire data itself has been undertaken

through the use.of the computer, using the SPSSX Command

Procedures.

In this way..it was possible to group all the answers from the
questionnaixes-into. frequency tables, from which further analysis

is carried.out _where negessary.

Thg,;ypes_o£_statistical_techniquesgmhioh have been used to

analyse the data for specific purposes depends on the nature of the

data_it d/or the question from which the data is.derived.

For questions offering YES/NO/Don't KNow alternatives,

cross=tabulation pracedure has been used as a means of analysis.

However, because of the limitation of cross-tabulation as a
tool for analysing data, especially where the variables involved
have more than three values, analysis of variance (ANOVA) has been
used where the variables involved can be reasonably assumed to be

continuous, and have interval properties.

For the purpose of establishing the existence and/or
non-existence of relationships between dependent and independent
variables, as well as the strength and direction of the
relationships, the correlation coefficient has been used where the

data is suitable.

The suitability of the data is important if the correlation
analysis is to produce worthwhile results. Nie, et al(2) for

example, have maintained that, while
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"Pearson Product-moment Correlations are used, in general

with interval scales",

(i.e. the distances between any two numbers of the scale are

distributed in known sizes)

"The Spearman and Kendall rank-order correlation coefficients

are generally used with ordered variables".

(i.e. the values of data are "numeric" and can be arranged in

increasing or decreasing order).

Regarding the efficiency of the Spearman and Kendall's

Correlation Coefficients, Siege1(3) observed that both of them

"utilise the same amount of information in the data, and

thus, both have the same power to detect the existence of

association in the population".

In spite of this, Kendall's Correlation Coefficient is

preferred to Spearman's because "the number of categories concerned

are small"(4).

Thus, because the scale of the questionnaire included a

relatively small number of categories (i.e., 1,2,3,4,5,6,7) and

considering Anderson's(s) point that the type of scale should not
affect the use of such non-parametric techniques, the choice of
Kendall's Correlation Coefficients to present the relationships
between the dependent variable, and independent variables, in

Tables 23D and 23E seems justified.
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2 However, in_some cases, conclusions are hased.on.the frequency

tables, where it is believed that.the results cannot or may not be
meaningfully improved by further use of statistical techniggsi.

Perception of risk by construction companies

In Table 10A below, perception of risk by construction
companies is illustrated. The Table itself is based on the answers
which construction companies gave to a question which asked them to
say whether they perceived any risks in their decision to tender
for and accept the contracts on which they based their answers to

the questionnaire.

Table 10A

Perception of risk by construction companies

Variable Perceived Did not perceive N Base
risk risk %
Risk
Perception 61 *(64.9) 33 (35.1) 94 100.0
* To be read: 64.9% of the responding companies perceived

risk when they tendered for and accepted
construction contracts.

It is obvious from the results in Table 10A, that most
construction companies perceived risk in their decisions to tender

for and accept construction contracts.
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However, the results also show that thirty five percent
(35.1%) of the responding companies did not perceive risk in their

decisions to tender for and accept construction contracts.

This seems to serve as an indication that perception or
non-perception of risk itself is a function of some factors.
Therefore, the question is no longer whether construction companies
perceive risks in their selling decision making process, but the

factors which affect their perception of risk.
In Chapter Two, we identified some of the major factors which
previous research on perceived risk has found to have considerable

influence on perception of risk by decision makers.

Such factors included contextual and situational variables,

such as
(1) the size of the organisation concerned,
(ii) the amount of money involved; and
(iii) the managerial position of the decision maker or the

respondent.

Therefore, in the present case, it seems reasonable to suspect
that perception of risk by construction companies is likely to be

influenced by the above factors, in addition to:

(iv) the wording of the contract;
(v) the type of contract; and
(vi) how knowledgeable the customer is about his needs.

Therefore, we shall examine the possibility of any
relationship between these variables and perception of risk by

construction companieé - the dependent variables.
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This will be accomplished in the following ways:

(a) where the variables involved could be assumed to be continuous
and have interval properties, then, an analysis of variance is
produced.

(b) However, where these assumptions cannot be made about the
variables concerned, then a cross-tabulation is produced to
examine the relationships between the dependent and

independent variables.

In using an Analysis of Variance (ANOVA) as a tool of
measurement, this researcher is aware of Siegel's(6) contention
that its use may reduce the efficiency of the result by up to ten
percent (10%), thereby, increasing by the same percentage the

chance of coming to wrong conclusions from the data.

However, this researcher does not consider the possibility of
a ten percent (10%) margin of error as too ﬂigh a risk for some of
the findings of the research of this nature. Nor does he share the
implied generalisation that Siegel's comparative ten percent (10%)
margin of error makes other statistical tools of measurement
correspondingly superior to Analysis of Variance (ANOVA) where its

application is also appropriate.

Therefore, in some cases, Analysis of Variance is preferred to
cross-tabulation because, unlike cross-tabulation which would have
required the companies or values of contracts to be reduced to
simply two sizes, analysis of variance allowed the researcher to
preserve the range of sizes of the responding companies, and the

values of contracts.

Thus, the relationships between perceived risk - the dependent

variable, the size of the company, and the value of contracts, are
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examined by an analysis of variance, using the SPSSX Multiple

Classification Analysis (MCA) statistics option.

Table 10B

Relationship between Risk Perception

and Company Size

F Significance
DF value of F
Main Effects 3 3.356 ] 0.022
Company Size 3 3.356 *% 0.022
Explained 3 3.356 ** 0.022
Number of Cases Processed: 94
Multiple Classification Analysis
. . Adjusted for
Independent Variable & N Unadjusted
Independents
Category DEV'N (ETA)
DEV'N (BETR)
Company Size: **
1. Average 39 0.16 0.16
2. Above Average 30 - 0.18 - 0.18
3. Llarge 20 - 0.00 - 0.00
4, Very Large 5 - 0.15 ‘ - 0.15
*x To be read: There is an inverse relationship between

Risk Perception and company size. This
inverse relationship is significant at 95%
level of confidence or better.
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In Table 10B, the result of an analysis to determine the

relationship between the dependent variable - Risk Perception- and

company size is presented.

Table 10C on the other hand, illustrates the result of a
similar analysis to examine the relationship between Risk

Perception and the value of contracts on which responding companies

based their answers.

See Figure 3 for the illustration of Risk Perception Curve of

the responding companies.

Figure 3

Risk Perception Curve of the Responding Companies
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Table 10C

Relationship between Perceived Risk

and the Value of Contract

DF F Significance
value of F

Main Effects 3 2.822 0.043
Contract Value 3 2.822 * % 0.043
Explained 3 2.822 ** 0.043
Number of Cases Processed: 91
Multiple Classification Analysis
Independent Variable & N |Unadjusted | Adjusted for
category: DEV'N(ETA) Independents
Contract Value (£000) DEV'N(BETA)
1. 10 thru 1000 16 0.27 0.27
2. 1001 thru 1500 27 - 0.02 - 0.02
3. 1501 thru 2500 22 - 0.17 - 0.17
4. 2501 thru 40,000 26 - 0.01 - 0.01

** In spite of its significance (95%) further evidence in the
Multiple Classification Analysis suggests that there is no
meaningful relationship between Perceived Risk and the Value
of the Contracts on which respondents based their answers.
Therefore, the relationship between Perceived Risk and the
Value of Contracts will be determined solely on the basis of

the results presented in Table 10E.
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YKTable 10D below presents results of Cross-tabulation to
determine the relationship between the dependent variable -
Perceived Risk - and each of the independent variables shown in the

Table.

Table 10D

Relationship between Risk Perception and each of

the independent variables shown in the Table

// Perceived Risk as a Kendall's Significance | N. of Remarks
function of:- Tau B Cases
Type of contract 0.133 0.090 55 *
Customer's knowledge
of his needs =0.205 0.023 78 *%

Respondent's Managerial
Positions: -

Managing Directors -0.148 0.078 31 *
Directors 0.043 0.338 34 NS.
Commercial/Marketing

Managers 0.110 0.146 10 NS.
Chief Estimators 0.015 0.441 8 NS.
Project/Contract

Managers 0.044 0.333 4 NS.
Executives 0.045 0.333 4 NS.
Operations/Contract

managers 0.108 0.147 2 NS.
Chief Engineer -0.141 0.087 1 *

Contract Clauses:-
Liquidated damages

clause 0.146 0.081 84 *

Provision for

alteration/addition 0.204 0.024 91 *%

Performance Bond 0.084 0.209 49 NS.

Price fluctuation

clause 0.071 0.246 68 NS.

Retention Clause 0.085 0.207 82 NS.

** To be read: The relationship is significant at 95% level of
confidence. .

* To be read: The relationship is significant at 90% level of
confidence.

NS. To be read: There is no significant relationship.
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The results in Table 10B show that the size of the company,
defined in terms of its financial strength or annual sales
turnover, had a considerable influence on its perception of risk in

contract decision making process.

This inverse relationship between Risk Perception by
construction companies and the sizes of the companies was also
found to be highly significant at ninety five percent (95%) level

of confidence.

The result is also consistent with some of the findings of
earlier research in Organisational Buying Behaviour, even though

the present finding is concerned with the "Selling Behaviour" of

construction companies.

However, it must be observed that the relationship between
risk perception and the sizes of the responding companies is not
linear. For example, Figure 3 illustrates the risk perception

curve of the responding companies.

This finding raises some questions about the assumed linear
relationship between perception of risk and the size of
organisation, which earlier research has for so long, and so

readily accepted.

Since this issue will be raised again in the final Chapter,

this researcher's suggestions about it are deferred till then.

As Table 10C demonstrates, the result of the analysis to
determine the relationship between Risk Perception and Contract

Value, has proved inconclusive.
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This arose from the fact that, although the relationship was
significant at ninety five percent (95%) level of confidence, the

values of Multiple Classification Analysis were negative.

This makes any practical interpretation of the result rather

meaningless.

Therefore, we have to rely on the results in Table 10E below
to make some deductions about the relationship between the value of

a contract, and how construction companies perceived it in terms of

risk.
Table 10E
Relationship between Risk Perception and
Contract Value

Contract Value Perceived it Did not perceive | N. of %

(in £000) as risk it as risk cases total
Under 1000 6 (37.5) 10 (62.5) 16 100.0
1000-1500 19 **(67.9) 9 (32.1) 28 100.0
1501-2500 18 *#**(81.8) 4 (18.2) 22 100.0
Over 2500 16 * (64.0) 9 (36.0) 25 100.0
**  To be read: 67.9% of Contract Values from £lm to £1.5m were

perceived as risk by construction companies.

*x* To be read: 81.8% of Contract Values from over £1.5m to

£2.5m were perceived as risk by construction
companies.
* To be read: 64.0% of Contract Values over E£2.5m were
perceived as risk by construction companies.
It is obvious from the Table 10E that the value of contract
had some influence on the perception of risk by construction

companies.
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However, while the results have shown a positive relationship
between perception of risk and the value of contract, that
relationship does not seem to be linear - (moving from 67.9% to
81.8% and then dropping off to 64%, irrespective of the increase in

the Value of Contract) throughout the risk perception curve.
This is illustrated in Figure 4 below.

Figure 4

Risk Perception Curve of Construction Companies in

respect of Contract Value
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Since the available information is inadequate to offer any
further and meaningful explanation about the behaviour of the risk

perception curve, the issue is deferred until the final Chapter of

the study.
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Apart from these two factors - company size, and contract
value, results of Cross-tabulation analysis, presented in Table
10D, show that, fixed price/lump sum contracts, and, especially the
customer's knowledge of his needs, had considerable positive

influence on perception of risk by construction companies.

This relationship was found to be significant at ninety
percent (90%) and ninety five percent (95%) level of confidence

respectively.

The results in the Table also show that, apart from the
Managing Directors who, as chief executives of their companies, had
inverse relationship between their managerial position and
perception of risk, which was significant at ninety percent (90%)
level of confidence, there was no meaningful relationship which
could be attributed to managerial positions of the respondents and

their perception of risk.

Therefore, in general, managerial positions of the respondents
in the construction companies do not seem to have any appreciable
influence on the companies' perception of risk when they tendered

for and accepted construction contracts.

Table 10D also shows that perception of risk by construction
companies depended on how the contracts were worded in terms of the

types of clause included in the contracts.

In this regard, the inclusion of a liguidated damages clause,
and the possibility of contract variations, had considerable
influence on the companies' perception of risk, being significant
at ninety percent (90%), and ninety five percent (95%) level of

confidence or better respectively.
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Thus, while the results in Table 10A have confirmed that
construction companies perceived risk when they tendered for an
accepted construction contracts, the results in Table 10B, 10C and
10D, have shown that, that perception of risk depended on the

factors which have been analysed and discussed above.

Types of Risks Perceived

The previous question which provided the data for Table 10A,
was intended to provide evidence for the support or rejection of

the first part of the first hypothesis.

However, after that has been established, we would like to
know the types of risks which the sample companies perceived in

their contract decision making process.

It is obvious that since most construction contracts tend to
be unique in one way or another, the risks perceived by the
companies in any particular contract will also vary according to

the nature of the contract.

Therefore, to find out what they actually perceived as risk,
the sample companies were asked to state the types of risks they

perceived.

Their answers are presented below in Table 11A which
illustrates some of the risks construction companies perceived.
Some of the answers which have not been included in any of the

groups in Table 11A are presented separately after Table 12.

As it can be seen in Table 11A, the possibility of not being
able to complete the project on time, as well as the likelihood of
not making any profit on the contract, were perceived as risks by

most of the responding companies (67.2% and 60.3%, respectively).
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Table 11A

Types of Risks perceived by Construction Companies

. Perceived it Did not perceive Base
Types of Risks as risk it as risk N %
Completion date 39 **(67,2) 19 (32.8) 58 100.0
Labour Problem 11 (19.0) 47 (81.0) 58 100.0
No profit 35 *(60.3) 23 (39.3) 58 100.0
Weather Conditions| 23 (39.7) 35 (60.3) 58 100.0
**  To be read: 67.2% of the responding companies considered

the possibility of not meeting the 'completion
date' as one of the main risks they perceived
in their contract decision making process.

* To be read: 60.3% of the responding companies perceived
as risk the possibility of making "No Profit"
on the contract.

This is not surprising because, in practice, the two sources
of risks are related. The relationship stems from the fact that
failure on the part of the firm to complete the project on time may
result in such a company paying (liquidated?) damages which may

drastically reduce the company's chances of making any profit on

the project.

The risk implication of this relationship is increased by the
fact that most construction contracts contain a liquidated damages

clause as shown in Tables 11B, 11C, 11D and 1llE.

Table 11B presents results from responding companies, while
Tables 11C, 11D and 11E present results from construction

customers.
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Table 11B

Construction Companies

It was It was not N Base
Types of Clauses included included %
Liquidated damages clause 84 *(90.3) 9 (9.7) 93 100.0
Performance Bond 49 (52.7) |44 (47.3) 93 100.0
Price Fluctuations Clause 68 (73.1) |25 (26.9) 93 100.0
Addition/Alterations Clause 91 (97.8) 2 (2.2) a3 100.0
Retention Clause 82 (88.2) |11 (11.8) 93 100.0
* To be read: 90.3% of contracts on which responding
companies based their answers contained a
liquidated damages clause.
Table 11C
Clauses included in the contracts as given by
Construction Customers
It was It was not N Base
Types of Clauses included included %
Liquidated damages clause 68 *(81.9) | 15 (18.1) 83 100.0
Performance Bond 55 (66.3) | 28 (33.7) 83 100.0
Retention Clause 81 (97.6) 2 (2.4) 83 100.0
Price Fluctuations Clause 49 (59.0) | 34 (41.0) 83 100.0
Addition/Alterations Clause 54 (65.1) { 29 (34.9) 83 100.0
* To be read: 81.9% of contracts on which the responding

customers based their answers contained a
liquidated damages clause.
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Table 11D

Clause Application by Customers

Applied some of Did not apply Base

Variable the clauses any of the N %

clauses
Clause Application 58 * (72.5) 22 (27.5) 80| 100.0Q
* To be read: 72.5% of the responding customers applied some
of the clauses included in the contracts.
Table 11E
Types of Clauses Construction Customers Applied

It was It was not N Base

Types of Clauses included included %
Liquidated damages clause 13 *(22.0){ 46 (78.0) 59 100.0
Retention Clause 49 (79.7) 12 (29.3) 59 100.0
Variation 31 (52.5)] 28 (47.5) 59 100.0
Performance Bond 28 (47.5) 31 (52.5) 59 100.0

* To be read: 22% of the
liquidated

contracts.

The results in Tables 11B

damages clause was included in

most of the contracts.

responding customers applied
damages clause included in their

and 11C, show that a liquidated
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It could also be recalled that the influence of inclusion of a
liquidated damages clause in a contract on company's perception of
risk on that particular contract was found to be significant at

ninety percent (90%) level of confidence.

It could be observed that it is not just the inclusion of the

clause, but the possibility of its application that may constitute
risk to the company.

However, this observation is weakened by the results in
Table 11D, where most of the responding customers (72.5%) indicated

that they applied, or were prepared to apply any of the clauses
included in the contracts.

Therefore, it seems that, although only twenty two percent
(22%, Table 11E) of the responding customers actually applied the
liquidated damages clause, the inclusion of the clause in a
contract could, at best, serve as an intimidation of the company,
and, at worst, lead to unpleasant financial consequences for the

company concerned. Obviously, this would reduce the company's
profit on the contract.

Hence, the relationship between the inclusion of a liquidated
damages clause in a contract, and the possibility of making no

profit on the contract due to failure to meet the completion date.

Risk Management Strategies employed

It could be recalled that the hypothesis (Hl.) we are

discussing has two parts: the first part deals with the perception

of risk by construction companies, while the second part is

concerned with what the companies do to manage the perceived risks.

So far, what we have analysed and discussed refers to the

first part of the hypothesis. Therefore, in order to provide
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information for the second part of the hypothesis, we requested the
sample companies to state the strategies which they employed to

manage the perceived risks.

The answers which responding companies provided are presented
below in Table 12A, which illustrates the strategies which the

companies employed to manage the perceived risks.

The answers were diverse. However, most of them have been
classified into the groups shown in Table 12A. Some of the
answers which either do not fall into any of the groups in the
Table, or have not been included, are described separately after

Table 12A.

Table 12A

Risk Management Strategies applied by Companies

Risk Management Applied the Did not apply N Base
Strategies strateqgy the strategy %
Careful Planning 42 *(71.2) 17 (28.8) 59 100.0
Provision for risk 21 (33.6) 38 (64.4) 59 100.0
Labour Management 21 (35.6) 38 (64.4) 59 100.0

Sub-Contractor

Selection 12 (20.3) 47 (79.9) 59 100.0

* To be read: 71.2% of the responding companies applied
"Careful Planning” to manage the risks they
perceived.

The results in Table 12A show that 'Careful Planning' was used

by most of the responding companies as a risk management strategy.
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However, some of the companies (35.6%) managed the risk they
perceived by providing for it in the contract price, or the wording

of the contract, and by managing their labour effectively (35.6%).

The finding on "careful planning” as a risk management
strategy is significant in the sense that, it is not only

consistent with the views expressed by Ansoff(s), Hussey(g) and

(10)

Agenti , but also supports the views this researcher expressed

in Chapter Four.

It will be recalled that, in that Chapter, we stressed the
need for construction companies to plan their activities carefully
before embarking on a decision to tender for and accept a

construction contract.

The other answers which were not included in any of the groups

in Table 12A above, are presented below.

It may be recalled that (H1 2) the second part of the first
hypothesis(Hl) suggests that construction companies take
appropriate risk management strategies to manage what they perceive

as risks.

The review in Chapter Four showed that the relatively long
time it takes to produce most construction products, defined as
completed projects, means that, by nature, most construction
contracts have a futuristic factor. This creates uncertainty

which in itself is a source of risk.

The needs of the buyer, for example, may change before the
product is completed. Given that most construction products are
"customised", or made for a particular client for a particular

purpose, the seller - construction firm - may not be able to find a
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Type of Risk Perceived

Risk Management Strategy Companies applied

The possibility of not finding
a "good team"

A number of companies (four) explained that complexity
of most construction projects requires great
coordination and team work between the contractor and
the client or his representative.

However, "as in all businesses, there are good teams
and bad teams". Therefore, the companies endeavour to
assess the possibility of finding "a good team before
applying for tendering opportunity. Then, in event of
the tender being successful, the potential problems are
discussed openly during joint pre-start meeting". ’

The possibility of submitting
too low a bid.

Double check key rates and preliminaries.
(Two companies).

HWeather condition.

This was given by two companies: for marine contracts,
weather condition was given as the main risk.

However, one of the companies simply stated that
“"PRAYER" was its risk management strategy.

For building contracts, the companies stated that they
managed the risk of bad weather condition by
"increasing fabrication of work, as much as possible in
shops rather than on site".

Client's financial instability.

"Arrange direct transfer from client's bank".
(Two companies).

Political and consequently,
economic, and financial;
currency exchange rate.

"Qualify the bid to avoid some of the unknown factors.
Quote fixed exchange rates to eliminate finanacial
risk". (One company).

Erosion of profit margins due
to "fixed price" and "tight
contracts", in an inflationary
environment

"Procure sensitive materials early in the contract, and
pay strict attention to cost control. Programme
accurately and monitor progress carefully and
regularly". (Six companies).

Possibility of not meeting
completion date.

* “"Hork overtime.

* Introduce incentive scheme if level of productivity
is not satisfactory.

Renegotiate delivery date if the client makes changes
in the contract". (Five companies).

* These risk management strategies are obviously part of effective labour

management.

Therefore, they should have been included in "effective

labour management" as risk management strategy, given by some thirty-five
percent (35.6%) of the responding companies in Table 12.

However, they are presented separately because the companies themselves

gave them separately.
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ready buyer in time. Obviously, this would lead to a considerable

loss on the part of the construction firm.

To prevent this from happening, most construction products are
legally sold before they are made. 1In other words, the futuristic
factor makes it necessary to put in writing at the time of
contracting, all the conditions which, not only establish binding
obligations but also form the basis for the performance of the
contract, and resolution of disputes which may arise between the

parties involved in the contract.

In this regard therefore, a written contract and the wording
of that contract, form part of the "appropriate risk management
strategies" which construction companies employ to manage what they

perceive as risks.

To test the validity of this conclusion, we asked the sample
companies to state whether the contracts on which they based their
answers, were verbal contracts, based on mutual trust, or they were
written contracts. Then, they were requested to give reasons why

they preferred to choose or accept a written or verbal contract.

The responding companies' answers are presented in Table 12B
and 12C, which illustrate the form of the contracts on which
companies based their answers, and the reasons for preferring a

written contract, respectively.

Results from the Tables (12B and 12C) show that there is
strong evidence to support the view that construction companies

perceived a written contract as a risk management strategy.

Apart from the fact that all the contracts on which the
responding companies based their answers were written contracts,

most of the responding companies (87%) said they chose a written
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Table 12B

Form of Contract

Variable The Contract N Base
was written %
Written contract 94 *(100.0) 94 100.0
* To be read: 100.0% of the contracts on which responding

companies based their answers were written

contracts.

Table 12C

Reasons for Written Contracts

Written Written not Base
Reasons N
because of because of %
Conflict Resolution 80 *(87.0) 12 (13.0) | 92 100.0
Company Policy 33 (35.9) 59 (64.1) | 92 100.0
Contract Requirements 88 (95.7) 4 (4.3) {92 100.0
* To be read: 87% of responding companies considered a

written contract as a strategy for managing
any dispute which may arise in the contract.

contract because it provided the best means of solving any conflict

that may arise between them and the customers.
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It is also important to note that most of the responding
companies (95.7%) said they had no choice since it was the
requirement of the contract that it must be written.

This seems to suggest that the customer too, considered a

written contract as a means of protecting himself against potential

risks.

But what are the chances that the customer's needs may change

before the project is completed.

Tables 13A, 13B, 13C, 13D and 13E, present the responding
companies' answers to questions which asked them to state whether
there were variations in the contracts before their completion, who
initiated the variations, the reasons for the variations, and the

effects of these variations respectively.

Table 13A

Contract Variations

Variable TheFe Yas There.wa§ N Base
variation no variation $
Variation 80 *(86.0) 13 (14.0) 93 | 100.0
* To be read: 86% of the contracts were changed in

one way or another before they were
completed.
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Table 13B

Variation Initiators

Initiators

Initiated by

The customer 80 *(98.8)
The Company 1 (1.2)
81 (100.0)

* To be Read: 98.8% of the changes
made or initiated by

Table 13C
Reasons for Variations as given by

in the contracts were
customers.

Responding Companies

Reasons for Contract It was It was not N Base
Variations because because %
Faulty design/specification 25 (32.1) 53 (67.9) 78 100.0

To improve product

performance 27 (34.6) 51 (65.4) 78 100.0
To reduce production cost 10 (12.8) 68 (87.2) 78 100.0
Customer's needs changed 58*(74.4) 20 (25.6) 78 100.0
The Coy. could not produce 3 (3.8) 75 (96.2) 78 100.0
Bad physical condition 3 (3.8) 75 (96.2) 78 100.0
* To be read: 74.4% of all the responding companies said

contract variations were due to changes in the
needs of the customer.
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Table 13D
Effect of Variations on Company Performance

Variable Performance Performance N Base
affected not Affected %
Effect on 14 *(17.1) 68 ** (82.9) | 82 | 100.0
Performance
* To be read: The performance of 17.1% of the responding
companies was affected by variations.
* % To be read: The performance of 82.9% of the responding

companies was not affected by variations.

Table 13E
Effect of Variations on Contracts

Contract Contract not Base
Bffects affected affected N %
Production Reschedule 14** (100.0) - - 14 100.0
Late Delivery 9 * (64.3) 5 (35.7)} 14 100.0
Production Cost increases ) (35.7) 9 (64.3) 1] 14 100.0
*x To be read: Work on 14 of the contracts had to be
rescheduled as a result of variations
in the contracts.
* To be read: 9 of the contracts were not completed on time

as a result of variations in the contracts.

Similar questions were also put to construction customers.

Their answers are presented below in Tables 14A, 14B, 14C and 14D,

respectively.
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Table 14A

Contract Variations

Types of There were There were N Base
Variations Variations no Variations %
Additions 50 *(63.3) 29 (36.7) 79 100.0
Alterations 58 **(73.4) 21 (26.6) 79 | 100.0

* To be read: 63.3% of the responding customers said the

variations were due to additions to the initial
contract/specifications.

*k To be read: 73.4% of the respondents cited alterations of
the original contract/specifications, as the
factor causing variations in the initial
contract.

Table 14B
Variation initiators

Initiators Initiated by
The customer 61 *(92.4)
The company 5 (7.6)
66 (100.0)
* To be read: 92.4% of the variations were initiated

by the customers.
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Table 14C
Reasons for Variations in initial contracts

Reasons for variations said 'Yes' said 'No' N B:se
Faulty design/specification 11 (16.9) | 54 (83.1) 65 | 100.0
To improve Product Performance | 20 (30.8) |45 (69.2) 65 { 100.0
To reduce Production Cost 8 (12.3) |57 (87.7) 65 | 100.0
The Coy. could not produce 6 (9.2) |59 (90.8) 65 | 100.0
The customer's needs changed 45 *(69.2) |20 (30.8) 65 | 100.0
Site was unsuitable 5 (7.7) |60 (92.3) 65 | 100.0

* To be read:

Effect of Contract Variations on completion date

69.2% of the

needs of the customers as a factor causing

respondents cited changes in the

variations in the initial contract.

Tabl

e 14D

Completion Completion Date Base
Effect date affected not affected N %
Delayed completion 17 * (26.5) 48 ** (73.5) 65 | 100.0

* To be read:

*k To be read:

26.5% of the contracts were not completed on

time as a result of variations in the

contracts.

73.5% of the contracts were completed on time,

even though there were variations in them.

The evidence provided by the responding companies shows that

there were changes in most of the contracts (86.0%) before they

were completed, and that most of those changes were caused by the

customers.
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Results in Table 13B for example, show that more than ninety
eight percent (98.8%) of all the variations in the contracts were

initiated by the customers.

This is confirmed by customers themselves through the result
presented in Table 14B, where more than ninety two percent (92.4%)

of all the variations were initiated by customers.

In Tables 13C and 14C, the reasons for the variations are
presented. The results in these two Tables show that "changes in
the needs of the customer" were responsible for more than seventy
four percent (74.4%) and sixty nine percent (69.2%) respectively,

of all the variations in the contracts.

Therefore, it seems that, although Table 13D shows that only
fourteen (14) companies were adversely affected by contract
variations, the overall evidence from Tables 13a, 13B, 13C, 14a,
14B and 14C, is enough to justify construction companies'
perception of a written and legally binding contract as a risk

management strategy.

However, the extent to which a written contract can be a risk
management strategy for a construction company may depend also on
the wording of the contract, especially in terms of the types of

clauses included in the contract.

Tables 14E and 14F illustrate the types of clauses which were
included in the wording of the contracts. The data of the Tables
is based on the responding companies and customers' answers to a
question which requested them to state the clauses which were

included in the wording of the contracts on which they based their

answers.
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The results presented in these Tables are the same as those

presented in Tables 11B and 11C respectively.

presented here again for easy reference.

Table 14E

Clauses included in the c¢ontracts as given by

Construction Companies

However, they are

Types of Clauses Included Not included N | Base
Liquidated damages Clause 84 (90.3) 9 (9.7) 93 | 100.0
Performance Bond 49 (52.7) 44 (47.3) 93 | 100.0
Price fluctuation Clause 68 *(73.1) 25 (26.9) 93 | 100.0
Addition/Alteration Clause 91 **(97.8) 2 (2.2) 93 | 100.0
Retention Clause 82 (88.2) 11 (11.8) 93 | 100.0

* To be read: 73.1% of the contracts on which construction

companies based their answers contained price

fluctuation clause.

**  To be read: 97.8% of the contracts on which the responding
companies based their answers contained
conditions under which there could be additions
to, or alterations in the initial

contract/specifications.

The results presented in Table 14E and 14F show that most of

the contracts on which the respondents based their answers,

contained price fluctuation clause and conditions under which there

could be additions to, or alterations in the contracts.

These clauses are intended to protect the construction company

against risks arising from changes in price and/or the needs of the

customer.
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We have seen already that the possibility of variations in
terms of additions to, or alterations in the original contract
before its completion, had a positive influence on companies'

perception of risk on the contract.

Table 14F

Clauses included in the contracts as given by

Construction Customers

Types of Clauses Included Not included| N | Base

Liquidated damages Clause 68 (81.9) 15 (18.1) 83 | 100.0

Performance Bond 55 (66.3) 28 (33.7) 83 | 100.0
Retention Clause 81 (97.6) 2 (2.4) 83 | 100.0
Price fluctuation Clause 49 *(59,0) 34 (41.0) 83| 100.0

Addition/Alteration Clause 54 **(65.1) 29 (34.9) 83| 100.0

* To be read: 59% of the contracts on which customers based
their answers contained price fluctuation
clause.

**  To be read: 65.1% of the contracts on which the responding

customers based their answers contained
conditions under which there could be additions
to, or alterations in the contracts.

How then can the inclusion of a provision under which there
could be additions to, or alterations in the original contract
become both a risk factor, and a risk management strategy for a

construction company?

Firstly, we have seen that most of the contracts (86%, see
Table 13A) are changed in one way or another. These changes or
variations could cause some changes in production schedules,
materials requirement, and other problems. At worst, they could
render the company incapable of executing the contract under the

'new' requirements, though this is not common.
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It is in this sense that construction companies see the
possibility of variations in a contract as a possible source of
risk.

On the other hand, the fact that the wording of a contract
contains conditions under which additions to, or changes in the
contract must be treated, protects the construction company against
changes in contracts which might increase its cost without a

corresponding financial compensation from the customer.

In this regard therefore, inclusion in the contract of
conditions under which any variations must be subject to, forms

part of construction companies' risk management strategy.

Construction companies also regard inclusion of a price
fluctuation clause in contracts as part of their risk management
strategy (see Table 14E). Its inclusion protects the company
against risks arising from changes in prices of items that may
increase the overall cost of production after the contract has been
signed in the sense that the customer may compensate the company

for the changes in the prices.

This explains why "fixed price" contracts had more positive
influence than those with price fluctuation clauses, on perception

of risk by construction companies.

It seems therefore, that the analyses of the various results
have shown that construction companies used appropriately, not just
a written contract, but also the wording of the contract as a risk

management strategy against perceived risks.

Conclusion
The analyses of the results show that the ding companies

perceived risk in their contract decision making process.




366

However, the perception of risk was found to be considerably

influenced by a number of factors, such as

the size of the company, measured by annual sales turnover;
the value of, and the nature of the contract,
the customer's knowledge of his needs, and

the wording of the contract.

The nature of the risks construction companies perceived
varied widely. The result was that the appropriate strategies

which they adopted to manage the perceived risks also varied.

These findings have supported the hypothesis H}, which was

that_construction companies perceive risks when they tender for and
accept construction contract. Accordingly, they take appropriate

risk management—strategies—to.manage.the.pereceived risks,..
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Section Two

Introduction

The main objective of this section is to analyse the relevant
results from the survey in order to be able to draw some

conclusions about the following hypotheses:-

H2. That a traditional marketing approach is not effective in
the competitive bidding sector of the construction
industry.

Hl' That in most construction companies, the marketing

department is not regarded as an important part of the

"Selling Decision Centre" of the company.

Hypothesis H2. will be examined in the context of the extent
to which construction companies applied marketing methods to
achieve particular objectives, and how effective or successful they
were in achieving the desired objectives.

In hypothesis H ., what is examined is the extent to which

271
the Marketing Department is involved in the final decision to
prepare and submit bids for the contracts on which the respondents

based their answers.

Effects of marketing approach by construction companies

Tables 15A and 15B illustrate marketing effort by responding
companies to "precipitate" the buyer's decision concerning award of
contracts, and the factors they used to influence customers’

decisions, respectively.

Table 15C on the other hand, shows whether construction

companies made any effort at all to that end.
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The data of these Tables (152, 15B and 15C) is based on the

responding companies' answers to the following questions

respectively.

08 (a)

had not approached them?

this achieved?

Do you think your company influenced the customer to

award the contract earlier than he would have done if you

If your answer to the above question is 'YES', how was

If your answer to Q8(a) above is 'NO', did your company

make any attempt to convince the customer to award the

contract earlier than he had wanted?

Table 15A

Marketing effort to precipitate contract award

. Marketing Marketing Base
variable effort made effort not made N %
Marketing effort 8 (8.8) 83 *(91.2) 91 100.0

* To be read:

91.2% of customers'
contracts were not 'precipitated' by the
responding companies' marketing effort.

decisions to award

Table 15B
Factors which companies used to influence customer decision
Nature of factors used Used Not Used N Ba:e
Economic advantage 5 (62.5) 3 (37.5) 8 100.0
Coy. had know-how 5 (62.5) 3 (37.5) 8 100.0
Time-gap consideration 4 (50.0) 4 (50.0) 8 100.0
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Table 15C
Effort to convince customer
. Base
Variable Made Effort Made no Effort N %
20 (23.5) 65 * (76.5) 85 100.0
* To be read: 76.5% of the responding companies did not

make any marketing effort to influence
customer's decision.

In order to obtain a balanced view, construction customers
were also asked to state whether they were persuaded by any
construction companies to award the contracts to them, and if so,
whether their final decision to award the contracts were influenced

in any way by persuasive marketing techniques of any construction

companies.

Specifically, they were asked the following questions:
Before tenders were invited, did any company persuade you,

in any way, to award the contract to it?

Did any approach from a company before the award of the

contract have any positive impact on your final decision?

The results from the above questions are presented in Tables

16A and 16B respectively.

The results presented in the Tables show that there is very
little evidence to suggest that effective marketing effort was
applied by construction companies to precipitate purchase of

construction contracts.

As the results in Tables 16A and 16B show, even where some

marketing effort was made, it had no impact at all on the
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customers, in terms of when they wanted or decided to award the

contracts on which answers were based.

Table 16A
Persuasion of customers by construction companies
Variable Persuaded Not Persuaded N Base
Persuaded customers 1 (1.2) 83 * (98.8) 84 100.0
* To be read: 98.8% of the responding customers were not

persuaded in any way by any construction
company, to award the contract to it, before
tenders were invited.

Table 16B
Marketing impact on customer's decision

Variable Had no impact N Base

Seller's marketing
impact 82 * (100.0) 82 100.0

* To be read: 100.0% of the responding customers said any
marketing effort by construction companies
had no impact at all on their decision to
award contracts.

However, this seems to contrast sharply with what construction
companies themselves said they did. For example, see the evidence

presented in Tables 15A, 15B, as well as 15C.

This apparent difference may be explained in terms of the
nature of the contract, and the tendency of construction customers
to tell the official version of behaviour of parties involved in a

contract, rather than what may have actually happened.

This tendency is based on fear of being accused of corruption

or partiality or both.
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The results of application of marketing techniques by
construction companies, and the degree of application itself, to
influence customer's purchasing decision, are obviously, not
encouraging. But then, is the situation the same in terms of
companies applying marketing methods to influence the results of

bids after they have been submitted?

Tables 17A and 17B illustrate bid follow-up effort by

responding companies, and the nature of the marketing effort

applied, respectively.

The data of the Tables is based on the responding companies'

answers to the following questions.

After the bid had been submitted, did your company make any

other effort to influence the result of the bid in its favour?
If 'YES' please explain briefly the nature of the effort.

Table 17A

Bid follow-up marketing effort to influence result

Follow-up No follow-up Don't N Base

Variable effort made effort made know %

Bid follow-up 25 * (26.6) 66 ** (70.2) 3 (3.2)| 94 100.0

* % To be read: 70.2% of the responding companies did not make
any follow-up marketing effort after the bids

had been submitted.

* To be read: 26.6% of the responding cpmpanies made some
follow-up marketing effort to influence the

results of bids.

The results presented in Table 17A show that most construction

companies (70.2%) did not apply marketing methods to influence the

outcome of their bids.
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The results in Table 17B, on the other hand, show that,
although telephone calls were used, most of the responding
companies (26) used personal visits as their marketing effort to

influence the results of their bids.

However, the significance of these contacts is lessened by the
fact that most of them may have taken place during the negotiation

part of the contract, since the result in Table 17B is based mostly

on 'two-stage' contracts.

Table 17B

The nature of the marketing effort used

Effort Used Did not use N Ba:e
Personal visits 26 * (96.3) 1 (3.7) 27 100.0
Telephone Calls 17 * (63.0) 10 (37.0) 27 100.0

* To be read: 26 and 17 companies used personal visits and

telephone calls respectively as their bid
follow-up marketing effort to influence the
results of bids they had submitted.

(However, it must be noted that both these results and the
26.6% in Table 17A, are based on contracts that were won
through both competitive bidding, and negotiation.)

Therefore, in general, most construction companies did not
apply marketing methods to influence the buying decisions of

customers after the bids had been submitted.

Concluding remark
The analysis of the results has shown that most construction

companies made very little or no marketing effort to influence

customer's decisions before tenders were invited for contracts.
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The results have also shown that even where some form of
marketing approach was made, before or after the bids had been

submitted, they had no impact at all on the final decision of the

customers.

These findings have provided some support for the hypothesis

H2., namely, that a traditional marketing approach is not effective
in the competitive sector of the construction industry.
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How construction companies regarded their marketing departments

Hypothesis H is concerned primarily with the nature

2°1°
and degree of involvement of a construction company's Marketing

Department in a construction contract.

The (apparent?) lack of adequate and effective application of
Marketing Methods to influence the customer's decision may be due,
not only to the nature of the construction industry, but also to
how construction companies and customers themselves regarded and

defined@ the role of their Marketing Departments.

Table 18A illustrates how construction companies got their
information about contracts for which they tendered. Tables 18B
and 18C on the other hand, illustrate how construction companies
and customers regarded their marketing departments in terms of the
composition of the "Selling Decision Centre", and the "Buying

Decision Centre" respectively.

The data of Table 18B is based on construction companies'
answers to a question which required them to rank-order, in terms
of importance, the people who helped determine the bid price of the

contracts on which the respondents based their answers.

Table 18C on the other hand, is based on the answers which
construction customers gave to a question which asked them to
rank-order, in terms of importance, the extent to which people, in
various managerial positions in the customer organisation, helped
in the evaluation and selection of bids for the contracts on which

customers based their answers.

In each case, the respondents were given a seven-point scale
(1-7) on which to rank-order the persons, whose managerial

positions were also provided.
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Table 182

How construction companies learn about contracts

Sources Through
Market Research Unit 16 . ,(17.4)
Sales force 40 (43.5)
Customer's advertisement 9 (9.8)
Direct contact by customer 27 (29.3)
92  (100.0)
* To be read: 60.9% of the responding companies' information
about contracts came through the Marketing
Department.
Table 18B

Construction companies' contract 'Selling Decision Centre'

Persons (Depts.) Most Important{ Important | Less Important | Least Important| N Base
(1) (2-3) (4) (5-7) %
Qs/Estimator 56 (64.4) 30 (34.5) 1 (1.1) - - 87 | 100.0
The Civil Engineer 2 (7.1) 20 (71.5)] 6 (21.4) - - 28 | 100.0
The General Manager 6 (13.6) 37 (84.1) 1 (2.3) - - 44 | 100.0
The Executive Director} 31 (38.7) 46 (57.6) 2 (2.5) 1 (1.2) | 80 | 100.0
The Marketing Manager | - - 15* (62.5) 4 (16.7) 5 (20.8) | 24 1100.0
The Accountant - - 2 (15.4)| 3 (23.0) 8 (61.6) | 13 | 100.0

* To be read: Only 15 of the responding companies considered
the Marketing Manager as "important" in their
'Selling Decision Centre".
It may be observed that the number of companies that responded
to the question which provided the results in Table 18B as the

question related to the various managerial positions, varied
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widely. Therefore, it seems reasonable to offer an explanation for

the variation.

The total number of companies that answered the question as it

related to each of the managerial positions is given in the 'N'

column of the Table.

87 to 13 companies.

As the Table shows, this varies widely from

One possible explanation for the variation is that, it

reflects how the responding companies perceived the relevance and

the importance of the various managerial positions in terms of the

companies' selling decision making process.

Thus, while eighty-seven (87) and eighty (80) of the companies

answered the question as it related to the Qs/Estimator, and the

Executive Director, respectively, only thirteen (13) and twenty

four (24) companies bothered to answer the question as it related

to the Accountant, and the Marketing Manager respectively.

Table 18C

Construction Customers' Contract Buying Decision Centre

Persons (Depts.) Most Important| Important |Less Important | Least Important N Base
(1) (2-3) () (5-7) %
The Chief Executive 4 (14.3) 18 (64.3)( 6 (21.4) - - 28 }100.0
0s/Estimator 57  (71.2) 23 (28.7)| - - - - 80 |100.0
The Architect 23 (32.4) 46 (64.8) 2 (2.8) - - 71 }1100.0
The Consultant 1 (6.7) 12 (79.9)| 1 (6.7) 1 (6.7) | 15 |100.0
The Accountant (6.7) 13 (76.4)| - - 3 (17.7) | 17 {100.0
The Marketing Manager - 5 *(50.0){ 2 (20.0) 3 (30.0) { 10 {100.0

Only 5 of the responding customers considered
the Marketing Manager as 'important' in their
"Buying Decision Centre".

* To be read:
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The explanation which was given for the variation in the
number of responding companies ('N') in Table 18B, is also
applicable here.

The 'N' column in the Table (18C) shows the number of
customers that answered the question as it related to each of the

managerial positions included in the question.

As can be seen from the Table, this varies widely because not

all of them answered the question as it related to the managerial
positions included in the question.

Thus, while eighty (80) and seventy one (71) customers
answered the question as it related to the Qs/Estimator, and the
Architect, respectively, only ten (10) and fifteen (15) customers
answered the question as it related to the Marketing Manager, and

the customer's consultant respectively.

This seems to suggest that some of the managerial positions
included in the question were either irrelevant to the customers'
situations, or the persons in those positions were not important in

the organisations' buying decision making, or both.

The results presented in Table 182 have shown that most of the

company's information about contracts (60.9%) came through the
Marketing Department.

Another important aspect of the result is that it shows that a
reasonable amount of information (29.3%) about contracts, came to

companies through direct contact by the customer.

This points toward the need for construction companies to
endeavour to get their names on the customer's list of

pre-qualified companies.
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The results in both Tables 18B and 18C on the other hand, show
that, unlike the Estimator, the Executive Director, or the
Architect, the Marketing Manager, representing the Marketing
Department, was generally not considered as a very important

contributor in the final decisions concerning the submission or

acceptance of bids.

This contrasts sharply with the results in Table 18A where the

contribution of the Marketing Department is obviously dominant.

Therefore, it seems that, although there may be some
exceptions, the function of Marketing Departments in construction
companies seems to be limited to searching the market to find where
new contracts were available so that the company could tender or

prepare to tender for them if it so desired.

Thus, it seems that, beyond this, most Marketing Departments
in both the construction companies and customer organisations, were
not involved extensively in the subsequent decisions which may lead

to the winning/awarding of contracts in the competitive bidding

sector of the construction industry.

Concluding Remark

The analyses of the results have shown that, the Marketing
Department in a construction company was actively involved in the

search for information about new contracts for which the company

could tender.

However, the results have also shown that, the Marketing
Department was not involved in the final contract decisions to be

regarded as an important part of the “Selling Decision Centre" of

the construction company.

These findings have provided support for the hypothesis H2'1'
which was that in most construction companies, the Marketing
Department was not regarded as an important part of the 'Selling

Decision Centre' of the company.
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Section Three

Introduction
The main objective of this section is to analyse the relevant

results from the survey in order to be able to draw some valid
conclusions about a hypothesis which is concerned with the
perception and management of risks by construction companies along

the critical phases through which a contract decision process

evolves.

The hypothesis is stated as:-

H3. That in contract decision making, an analysis of relevant
*focal points' is essential for effective management of

risks in the contract.

It may be recalled that, in the review in Chapter Five, it was
demonstrated that the process which eventually leads to the

winning/awarding of a contract is primarily a selling/buying

decision making process.

As such, most construction contracts evolve through

selling/buying decision phases, some of which constitute what may

be defined as 'focal points'.

However, the focal points themselves are fraught with risks of

varying degrees or types.

It may also be recalled that in Section Two of the review in
Chapter Five, the tendering or bidding phase, and in Chapter Six,
the commitment or contract execution phase, were identified as the

critical or focal points in a contract decision making process.
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Consequently, the following hypotheses have also been

formulated:-

H3.1. that the bidding phase offers the firm the
opportunity to apply its marketing/risk management
strategies.

H3.2. that 'management risk' constitutes the main risk in

the contract execution phase.

Unlike most (if not all) writers on competitive bidding who
see the bidding phase primarily in terms of profit or loss, this
researcher perceives the profit (or loss) in terms of effectiveness
(or ineffectiveness) of the marketing/risk management strategies

which the firm may apply.

Therefore, the analysis of results relating to this hypothesis

(H3.1.) will seek to establish the importance of the bidding phase
as indicated by the number of contracts obtained/awarded through
competitive bidding, and the strategies which construction

companies employed during the phase to manage risks.

In hypothesis H . the main issue is the management of

3°2
diverse factors involved, which inevitably, leads to management of

many sources of risks.

Therefore, this hypothesis will be examined in terms of the
critical factors involved in execution of contracts, and the firm's

ability to manage them.

Conclusions reached on H3.1. and H3.2. will then form the
basis on which conclusion about H3. will be drawn.
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Tables 192 and 19B below illustrate how contracts were

obtained and awarded by construction companies and customers

respectively.

The data of the Tables is based on construction companies and

customers' answers to questions which requested them to state how

the contracts on which they based their answers, were

obtained/awarded respectively.

Table 19A

How contracts were obtained

Negotiation only

Methods Said 'YES®
Open competitive tender 14**% (14.9)
Selective competitive tender 38 (40.4)
Open competitive tender and negotiation 8 *%_ (8.5)
Selective competitive tender and negotiation 29 (30.9)

5 (5.3)

94 (100.0)

** To be read:

* To be read:

55.3% of all the contracts on which the
responding companies based their answers were
obtained through competitive bidding only, out
of which 40.4% came through selective
competitive bidding.

39.4% of the contracts on which the responding
companies based their answers were obtained
through competitive bidding and negotiation.
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Table 19B

How contracts were awarded

Methods Said 'YES'
Open competitive tender 6 (7.4)
Selective competitive tender 65 *>> (80.3)
Open competitive tender and negotiation 1 (1.2)
Selective competitive tender and negotiation 8 (9.9)
Negotiation only 1 (1.2)

81 (100.0)

* To be read: 87.7% of all the contracts on which the
responding customers based their answers were
awarded through competitive bidding, out of
which 80.3% were awarded through selective

competitive bidding.

The results show that most of the contracts were
obtained/awarded through competitive bidding. They also show,
particularly in the case of customers, (Table 19B) the dominant
role which selective competitive bidding has assumed in the
competitive sector of the industry since the Banwell Report of
1964.

The importance of the bidding phase is also demonstrated by
Tables 20A and 20B below. The Tables are based on results from

guestions which asked construction companies and customers to state
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the stage in the contract decision process, at which they were
officially involved, and at which they would prefer to involve

contractors respectively.

The reasons for the respondents' answers are presented in

Table 20C.

Table 20A

When companies became officially involved in contracts

Stages Were involved

From start 11 (11.7)
During design/specification 19 (20.2)
After design/specification 15 (16.0)
When tenders were invited 47 *(50.0)
Others 2 (2.1)
94 (100.0)

* To be read: 50% of the responding companies became

officially involved in the contracts only when
tenders for them were invited.

Table 20B

When customers would prefer to involve contractors

Stages Would involve
Right from start 1 (1.3)
When tenders are invited 71 *(91.0)
During design/specification 6 (7.7)
78 (100.0)
* To be read: 91% of the responding customers would prefer to

involve contractors in contracts only when
tenders for such contracts are invited.
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Table 20C

Factors which determine when to involve contractors

Factors or Reasons Said 'YES' Said 'NO' N Base
%
Standing orders 24 *(32.9) 49 (67.1) 73 100.0
Delay Avoidance 7 (9.5) 67 (90.5) 74 | 100.0
Cost reduction 15 (20.3) 59 (79.7) 74 100.0
Design own work 48 **(64.9) 26 (35.1) 74 100.0
*% To be read: 64.9% of the responding customers would not

involve contractors earlier than the tendering
phase because they designed their own work or
projects.

* To be read: 32.9% of the responding customers had to follow
the guidelines of their Standing Orders which
ensured that all contracts of certain values
must be let through competitive bidding.

It is obvious from the Tables that, although there are
apparent differences, both results show the critical position of

the bidding phase.

The factors responsible for the result in Table 20B were given
mostly as explanations for involving the contractor at the

tendering phase.

Apart from the fact that most public customers, particularly
Local Councils, said they were guided by Standing Orders (32.9%), a
majority of customers (64.9%) also said they designed their own
work, and this reduced the need to involve the contractor earlier

than the tendering phase.

The results presented in the preceding five Tables show, not

only the importance of the bidding phase, but also the fact that
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the firm's chances of winning any competitive contract rests

squarely with this phase.

In this regard, the following analysis will be concerned with
the strategies which construction companies applied to secure the

contracts on which their answers were based.

(7)

Some writers on Organisational Buying Behaviour have

suggested that identification of the Decision Making Unit (D.M.U.)
in the buyer organisation may be essential to enable the seller

organisation make a successful or effective sales approach.

To this end, construction companies were asked to state
whether they identified who were likely to assess their bids before
they submitted them; if so, who identified the assessors; and

whether the background of the assessors was taken into account in

preparing bids.

Tables 21A, 21B and 21C illustrate the responding companies'

answers on these issues.

Table 21A

Identification of bid assessors

Variable Identified Did not identify N Base
Assessors *

Identification 54 (57.4) 40 (42.6) 94 100.0
* To be read: 57.4% of the responding companies identified

who were likely to assess their bids before
they submitted them.
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Table 21B

How assessor (s) was/were identified

Source Through
Market Research Unit 3 .0 (5.8)
Sales force 24 ( (46.2)
Discussion with customer 22 (42.2)
Information from others 3 (5.8)

52 (100.0)

* To be read:

52% of the assessors of bids for the
contracts on which companies based their

answers, were identified by the companies'

Marketing Departments.

Table 21C

Accounting for the assessor(s) in the bids

Variable Accounted for Not accounted for N { Base
%
Considering
assessor (s) in bids 32 *(39.5) 49 (60.5) 811 100.0

* To be read:

39.5% of the responding companies took account
of assessor's background when they were

preparing bids for the contracts on which
answers were based.

The results show that, through the Marketing Department (52%),

most responding companies (57.4%) identified the possible assessors

of their bids before they were submitted.
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However, only thirty nine percent (39.5%) of the responding
companies took account of the assessors' background when they were

preparing their bids for contracts.

It may be recalled that, in the review in Chapter Two, we
identified the search for, and utilisation of information, as one
of the main strategies which decision makers use to manage

perceived risks.

Tables 22A, 22B and 22C below illustrate information search by
construction companies, why they undertook the search for

information, and what they did with the information respectively.

The data of the Tables is based on the answers which the
responding companies gave to questions which asked them whether
they undertook their own investigation on the contracts before
submitting their bids, why they undertook the investigation, and

what they did with the resulting information, respectively.

Table 22A

Information Search

. Undertook own Did not undertake Base
Variable . . X . . . N
investigation own investigation %
Own
*
Investigation 82 (88.2) 11 (11.8) 93 | 100.0
* To be read: 88.2% of the responding companies undertook

their own investigation on the contracts before
submitting their bids on such contracts.

The results show that most construction companies searched for
and utilised information as a risk management strategy. For
example, the result in Table 22A shows that most of the responding
companies (88.2%) undertook their own investigation on the

contracts for which they intended to submit bids.
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Consequently, most of the bids (78.6%) submitted were based on
both the tender documents supplied by the customers, and the

results of the companies' own investigations.

Table 22B

Reasons for own investigation

Reasons . Said 'YES' Said 'NO’ N Ba:e
For low bid 12 (15.2) 67 (84.8) 79 100.0
Information verification 53**(67.1) 26 (32.9) 79 100.0
Customer's need 21 *(26.6) 58 (83.4) 79 100.0
More information 17 (21.5) 62 (78.5) 79 100.0
*% To be read: 67.1% of the responding companies undertook

their own investigation on the contracts to
verify the accuracy of the available
information.

* To be read: 26.6% of the responding companies undertook
their own investigation on the contracts to
find out whether the available information on
the contract was accurate and/or adequate to
enable the company satisfy the needs of the
customer.

Table 22c
wWhat the bids were based on

Variable Said 'YES'
Tender documents only 16 (19.0)
Tender documents and own investigation 66 *(78.6)
Own investigation only 2 (2.4)
84 (100.0)
* To be read: 78.6% of the responding companies based their

bids on both the tender documents supplied by
the customer, and the result of their
investigation.
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To find out whether there was any relationship between
companies' perception of risk on contracts and the undertaking of
their own investigations on such contracts, a (2 x 2)
Cross-tabulation procedure was used. In other words, risk

perception was cross-tabulated by companies' own investigations.

Statistics 1, 6 and 11 in the SPSSX CROSS-TABS command
procedure were selected. The choice of statistics was justified on
the ground that it would enable a more clear picture to emerge
about the relationship between risk perception and companies' own

investigation.

For example, while statistics 1 enabled the computer to
produce the value of Chi-square, the degree of freedom (DF) and the
level of significance, statistics 6 and 11 enabled the computer to
calculate both Kendall and Pearson's correlation coefficients, as

well as their levels of significance.

The results are presented in Table 22D. However, in
presenting as well as using the results, Kendall's correlation
coefficient is preferred. The justification for this preference

was given in the introduction to this chapter.

Table 22D

Relationship between companies' own investigation on

contracts and their perception of risk on such contracts

Statistics DF Value Significance
Chi-square 1 3.367 0.066
Kendall's Tau B 0.225 * 0.015

* To be read: The relationship between companies' perception

of risk on contracts, and the undertaking of
their own investigation on such contracts is
significant at 95% level of confidence or
better.
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However, what does the value 0.225 indicate? A perfect
positive correlation gives a correlation coefficient of +1, while a
perfect negative correlation yields a correlation coefficient of

-1.

It is obvious that a correlation coefficient of 0.225 is
relatively very small. Therefore, what the value 0.225 seems to
indicate is that, although the relationship between companies’
perception of risk on contracts, and the undertaking of their own
investigation on such contracts is significant, the correlation
between the two variables is not as strong as the level of

significance would suggest.

The results in Table 22C show that most of the bids submitted
were based on both the tender documents supplied by the customers,
and the results of the companies' own investigation on the

contracts.

To find out whether there was any relationship between the
success of a bid and what the bid was based on, a cross-tabulation
procedure, similar to that used to calculate the statistics in

Table 22D was used. The result is presented in Table 22E.

In spite of the significant relationship between the two
variables, the value 0.167 needs an explanation. As we have
already explained the result in Table 22D above, a perfect
correlation gives a correlation coefficient of +1 or -1. 2
correlation coefficient of 0.167 is obviously very small and far

less than 1.

Therefore what the value 0.167 indicates is that, although
there is a significant relationship between the two variables, the

correlation between them is not strong.
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Table 22E

Relationship between the success of a bid and the basing

of that bid on both the tender documents and the result

of the company's own investigation

Statistics Value Significance
Kendall's Tau B 0.167 * 0,047
* To be read: The relationship between the success of a

bid and the basing of that bid on both the
information supplied by the customer and the
result of the company's own investigation, is
significant at 95% level of confidence.

As Table 22E shows, there was a significant positive
relationship between the success of a bid and the nature of the

information on which the bid was based.

The investigations which the companies undertook were
primarily concerned with verification of accuracy or adequacy of

available information (67.1%).

This suggests that most construction companies did not just
use available information to prepare and submit their tenders, but
that they took steps to ensure that the information at their

disposal was not misleading.

Obviously, the companies themselves must have perceived their

action as a risk management strategy. For instance, Table 22D,



391

which is based on the result of a cross-tabulation of company's
risk perception, by company's own investigation on contracts, shows
that there is a positive relationship between the perception of
risk by construction companies on contracts, and their search for

information on such contracts.

This relationship was also found to be highly significant at

95% level of confidence or better.

In view of the above evidence, it seems reasonable to conclude

that:

(a) there is a positive relationship between the success of a bid
and the nature of the information on which the bid is baseqd,

and

(b) there is a positive relationship between the perception of
risk on particular contracts by construction companies, and
their search for information on such contracts to manage

perceived risks.

In Chapter Five, considerable emphasis was placed on the bid
price of a contract. It was suggested that not only did company's
profit on a contract depend, to a large extent on the bid price,

but also the winning of the contract itself.

Elaborating on this contention, we identified a number of

risks associated with submitting a 'wrong' bid price.

One such risk was the risk of "winning and losing", which
could arise from how the bid price itself is determined by

construction companies.

Table 23A illustrates the various criteria which construction

companies used to determine their bid prices.
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The Table itself is based on construction companies' answers

to a question which asked them to state the basis on which they

arrived at their bid prices.

Table 23A

Determination of Bid Price

Bases Said 'YES'
Minimum acceptable profit 58 **(62.4)
Competitors' likely bid Price 16 (17.2)
Price to cover perceived risks 19 *(20.4)
93 (100.0)
*k To be read: 62.4% of responding companies determined

their bid prices on the basis of minimum
acceptable profit.

* To be read: 20.4% of the responding companies based their
bid prices on what they thought was high enough
to cover perceived risks.

The result in the Table shows that a majority of the

responding companies (62.4%) based their bid prices on 'Minimum

Acceptable Profit'.

At the same time (not shown in the Table) a reasonable number
of companies indicated that most of the contracts they completed

were "tight contracts", implying that there was very little room to

manoeuvre for large profits.

In view of the present economic situation, the result seems to
suggest that construction companies based their bids on the price

that "satisfices" rather than "maximises" profit.
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This seems to support the discussion in Chapter Five that,
although the primary objective of most construction companies
submitting bids is to win contracts, they do not normally abandon

their profit objective.

It seems also necessary to comment on the result especially as
it affects perception of, and provision for risk: only about
twenty percent (20.4%) of the responding companies indicated that

they determined their bid prices on the basis of covering potential

risks.

However, it seems most unlikely that the firm would consider a
bid price as including a minimum acceptable profit margin if that
price did not take into account any of the potential risks which

may erode any profit on the project.

Therefore, it would seem that, for this reason alone, a price
which provides "minimum acceptable profit", and a price which
"covers perceived risks", may be basically the same, though the

former provides more evidence or indication of what the firm is

really aiming at.

In Chapter Five, one of the risks we identified and associated
with the risks of submitting a wrong bid price, was the risk of not

winning the contract.

This means that, in a competitive contract, price would, in
most cases, constitute the determining factor for winning or not

winning the contract.

In Tables 23B and 23C below, factors which determined the

winning/awarding of contracts are presented in order of their

importance.
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The data of the Tables is based on construction companies and

customers' answers to the following questions respectively.

"Rate the extent to which you believe the following factors

influenced the winning of the contract by your company"”.

"Rate how important you considered the following factors

when you were awarding the contract”.

In each case, the respondents were given a seven-point scale

(1-7) on which to rate the factors which were also given.

The results presented in Tables 23B and 23C show that most
construction companies (84.0%) and customers (86.8%) considered
'Low Price' as the most influential/important factor in their
winning/awarding of contracts respectively.

Other factors such as:

the reputation of the company,
its prior business relationships with customer,
its ability to complete the project on time, and

the financial position of the company,

were also considered as very important by both construction

companies and customers.

However, it may be observed that the ordering of the factors,
in terms of their importance, is slightly different in the results
from customers (Table 23C). For example, while the responding
companies considered their financial standing as the fifth most
influential factor, the customers considered it as the second most

important factor.
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The Hidden Factors

It is important to point out that, in spite of the performance
of the factors as shown in Tables 23B and 23C, price alone assumes
the role of a determining factor especially where pre-qualification

of companies is defined as a separate exercise.

In such a case, the influence of most of the other factors

becomes hidden.

One possible explanation for this is that the other factors
may have been considered already during the pre-qualification

exercise.
This removes or reduces the possibility of basing the final
decision on subjective factors which may be open to different

interpretations.

Statistical Significance of the Relationships

Further evidence of the relationships between the
winning/awarding of contracts, and the factors in Tables 23B and

23C, is presented in Tables 23D and 23E, respectively.

The Tables (23D and 23E) are based on the results of
(non-parametric) correlation analysis procedure to determine the
statistical significance of the relationships between the
winning/awarding of contracts, and the factors in Tables 23B and

23C respectively.

Because of the way the questions which provided the data for
Tables 23B and 23C, were designed and the answers from them fed
into the computer initially, it became necessary to 'recompute'
them in order to enable the computer execute the SPSSX 'NONPAR
CORR' command efficiently.
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Option 6 was chosen so that both Kendall and Spearman's

Correlation Coefficients were produced. However, only Kendall's

coefficients are presented in the Tables. The reason for this

being the same as the justification for using Kendall's

Coefficients, which was given in the Introduction to this Chapter.

Table 23D

Kendall's Correlation Coefficients for the winning of

contracts, with each of the independent variables

Independent Variables Value of Significance No. of
Coefficient Cases
Low price - 0.264 **%(0,002 88
Company Reputation 0.280 **%0,001 88
Prior Business Relationship 0.171 ** 0.025 88
Early completion date 0.060 0.247 88
Company financial standing 0.104 0.116 88
Company informal contacts 0.106 0.111 88
Company proximity 0.043 0.312 88
Company trade union record - 0.008 0.463 88
Company nationality 0.009 0.459 88
Company advertisements 0.094 0.162 88

* &k

* %k

To be read:

To be read:

There is an inverse relationship between the
bid price and the winning of contract, and that
relationship is significant at 99% level of
confidence.

There is a positive relationship between the
reputation of a company and the winning of
contract, and that relationship is significant
at 99% level of confidence.

There is a positive relationship between
company's prior business relationship with the
customer, and the winning of contract, and that
relationship is significant at 95% level of
confidence or better.
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Table 23E

Kendall's Correlation Coefficients for the awarding of

contract, with each of the independent variables

Independent Variables Value of Significance No. of
Coefficient Cases
Low price - 0.181 ** (0,044 79
Company financial standing 0.112 0.113 79
Company Reputation 0.257 *%k 0,005 79
Early completion date 0.198 ** 0,022 79
Prior Business Relationship 0.116 0.117 79
Consultant's recommendation 0.125 0.110 79
Company proximity 0.236 0.009 79
Company trade union record 0.017 0.431 79
Company nationality 0.198 0.028 79
Company informal contacts 0.060 0.281 79

**  To be read: There is an inverse relationship between the

bid and the awarding of contract, and that
relationship is significant at 95% level of
confidence.

There is a positive relationship between the
awarding of contract and company's ability to
complete the contract early or on date, and
that relationship is significant at 95% level
of confidence, or better.

*xx To be read: There is a positive relationship between
company's reputation and the awarding of
contract, and that relationship is significant
at 99% level of confidence.

From the results in Table 23D, it can be seen that there is a
strong inverse relationship between the bid price and the winning

of the contract. This relationship was also found to be highly

significant at 99% level of confidence.
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This means that, the lower the bid price for a contract, the
higher the chances of that company winning the contract on the

basis of the bid price.

The results also show that there is a strong positive
relationship between the reputation of a company, and its winning
of a contract. This relationship was also found to be significant

at 99% level of confidence.

This suggests that, all things being equal, the higher the
reputation of a company, the better its chances of winning

contracts.

Another factor which was also found to have a positive
relationship with the winning of a contract, was the company's
prior business relationship with the customer. This relationship

was also found to be significant at 95% level of confidence.

This means that the more prior business relationships a
company has with customers, the more its chances of winning

contracts from them.

Two of these findings, which relate or are based on the
information supplied by construction companies, were also
supported, or buttressed by the results in Table 23E, which is

based on the data supplied by construction customers.

As the Table (23E) shows, there is an inverse relationship
between the bid price and the awarding of a contract on the basis
of that price. This relationship was also found to be significant

at 95% level of confidence.
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This means that the lower the bid price, the higher the
chances that the customer would award the contract to the company

which has submitted the bid price.

The results also show a strong positive relationship between
the reputation of a company and the awarding of contracts to it.
This relationship was found to be highly significant at 99% level

of confidence.

In other words, the higher the reputation of a company, the
better the chances that, all things being equal, the customer would

award the contract to it.

From these results, it is obvious that both construction
companies and customers considered the bid price, and the
reputation of the company as having considerable influence on the

winning/awarding of contracts.

However, the results appear to be less unanimous on the other
factors. For example, while the results in Table 23D which is
based on the information supplied by construction companies, show
that there is a significant relationship between the winning of
a contract and the company's prior business relationship with the
customer, Table 23E which is based on the data supplied by
construction customers, shows a significant relationship between
the awarding of a contract to a company, and its ability to

complete the project early or on date.

In general however, most of the findings are consistent with
the results presented in Tables 23B and 23C, as well as the views

expressed in Chapter Five.
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However, some of the findings seem to have less practical
relevance in the British construction industry. For instance,
Table 23E shows that there is a significant positive relationship
between the awarding of a contract to a company, and the

nationality of that company.

However, it must be noted that, while the British customer
would, under normal circumstance, prefer to award a contract to a
British company, the E.E.C. regulations have made it illegal for
any customer to discriminate 'openly' against any company from the

member countries, on the basis of its nationality.

It can also be seen that there is a significant positive
relationship between the awarding of a contract to a company, and

that company's proximity to the project to be executed.

However, in view of the evidence provided in Table 23C, it
would seem that the significance of the relationship is probably
based on the company's accessibility in terms of inclusion of its

name on the customer's list of pre-qualified companies.

The financial position of the company, which was so prominent
in Table 23C, was found to have no significant relationship with

the awarding of a contract.

This may be explained by the fact that most customers (see
Table 11C) require a Performance Bond from construction companies,
and this excludes from the contract any company whose financial

position is not satisfactory.

Thus, although the financial standing of a company is

important, this is catered for through the requirement for a
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performance bond, and therefore it does not constitute a

significant factor in the final decision on contract award.

It seems therefore, that in the final analysis, price alone

becomes the determining factor, and the influence of the other

factors becomes "hidden".

Negotiation Sub-phase
As results in Tables 19A and 19B have shown, some of the

construction contracts involve both competitive bidding and

negotiation.

In such cases, it is reasonable to expect that companies that

prepared themselves for subsequent negotiations would most probably

be more effective during such negotiations.

To find out what construction companies did in such
situations, we asked them whether they made any preparation for

subsequent negotiations, and the factors they emphasised during

their preparation for negotiation.

For the purpose of rating the factors, some of which were

given, the respondents were provided with a seven point scale

(1-7).

The results from the questions are presented in Tables 24A and

24B respectively.
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Table 24A

Preparation for Subsequent Negotiation

Not N Base

Variable Prepared Prepared %

Preparation for negotiations 76 *(88.4) 10 (11.6)| 86 100.0

* To be read: 88.4% of the responding companies were prepared
for negotiations that might follow the bid.

The results in Table 24A show that, most of the responding
companies (88.4%) prepared for subsequent negotiations after they

had submitted their bids,
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Table 24B on the other hand, shows that, in preparing for
negotiations, most of the responding companies (54.8%) concentrated

on identifying the strengths and weaknesses of their competitors.

Some of the companies also concentrated on identifying their
opposite negotiators, as well as the strengths and weaknesses of

the customer.

Tables 24C and 24D below illustrate the number of negotiators

who had the same background and the effect of the "sameness" on

negotiations respectively.

Table 25A shows the relationship between the success of
negotiation and the ‘'sameness' of background of negotiators. The

Table is based on the result of a cross-tabulation of negotiation

success and negotiators' same background.

Tables 25B and 25C on the other hand, show the results of a
non-parametric correlation analysis to establish the degree of
relationship between negotiation success and company's negotiation

skill.

The Tables (25B and 25C) are based on the results of the two
questions which provided the data for Tables 23B and 23C

respectively.

The result on the variable - Negotiation Skill - was not

included in Tables 23B and 23C because it was inappropriate. Hence

its use here.

Table 25B is based on the data supplied by the responding
companies., Table 25C on the other hand, is based on the

information supplied by the responding customers.
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Table 24C

Negotiators' training or educational background

. The Not the Don't Base
Variable Same Same Know N %
Negotiators' 41 *(51.3) 9 (11.2) 30 (37.5) 80 }100.0

*

*

To be read:

51.3% of the negotiators in the responding
companies had the same training background as
their opposite numbers in the buyer
organisations.

Table 24D

Effect of Negotiators' background on Negotiations

Effect Said 'YES'
Made negotiation easier 36 * (55.4)
Prolonged negotiation 1 (1.5)
No apparent effect 28 (43.1)

65 (100.0)

To be read:

55.4% of the negotiations between the
responding companies and customexr organisations
were made easier because the negotiators had
the same training or educational background.
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Table 25A

Results of a cross-tabulation of negotiation success

by negotiators' same background

Statistics Value Significance DF
4
Chi-Square 44,886 0.000
Kendall's Tau B 0.713 * 0.000

* To be read:

There is a positive relationship between the
success of negotiation and the sameness of

negotiators' training or educational
background, and that relationship is

significant at 99% level of confidence or

better.

Table 25B

Kendall's Correlation Coefficient for Negotiation

Success, with Company's Negotiation Skill

Independent Kendall's s e N. of
Significance

Variable Coefficient Cases

Coy. Negotiation

Skill 0.375 * 0.001 42

*

To be read:

There is a positive relationship between the
success of a negotiation and company's
negotiation skill, and that relationship is
significant at 99% level of confidence or

better.
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Table 25C

Kendall's Correlation Coefficient for Negotiation Success,

with Company's negotiation skill

Independent Kendall's Siqnificance No. of
Variable Coefficient g Cases

Coy. Negotiation
Skill 0.300 * 0.002 10

* To be read: There is a positive relationship between
negotiation success and the company's
negotiation skill, and that relationship is
significant at 99% level of confidence.

The results in Table 24C show that most of the negotiators

(51.3%) in the responding companies had the same background as

their opposite numbers in the customer organisations.

As Table 24D shows, this made most of the negotiations (55.4%)
easier, though in some cases (43.1%) there was no apparent effect

on the negotiations.

The result in Table 25A shows that there was a strong positive
relationship between the success of negotiation and 'sameness' of
the training and/or educational background of the negotiators.

The relationship was also found to be significant at 99% level of

confidence.

In Tables 25B and 25C, the results show a strong positive
relationship between the success of negotiation and the negotiating
skill of the company. The relationship was also found to be

significant at 99% level of confidence.
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Concluding Remark
From the evidence provided by the analyses of the results

presented in this Section, there is no doubt that the bidding phase
is one of the most critical phases in the company's contract

selling decision making process.

Most of the contracts on which the respondents based their

answers, were obtained/awarded through competitive bidding in

general, and through selective competitive bidding in particular.

As such, the behaviour of most of the responding companies
seemed to indicate that they recognised that their chance of

winning any competitive contract depended very much on the

bidding/negotiation phase.

The results also show that, most construction companies
searched for, and utilised information as part of their
marketing/risk management strategy against the risks they perceived

during the tendering/negotiation phase.

In terms of the bid price, the results show that the strategy
which most of the responding companies employed was to submit a bid
price that would ‘'satisfice' rather than 'maximise' their profit,

since a profit maximising price would most likely reduce their

chances of winning the contracts.

On the whole therefore, the results show that the
tendering/negotiation phase provided the construction company with
the opportunity to apply its marketing/risk management strategy
through an effective bidding/negotiating strategy to create

comparative advantage for the firm.

In this regard, the findings have provided some support for

the hypothesis H3.1. which was that, the bidding phase offered the
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firm the opportunity to apply its marketing/risk management

strategy in its contract selling decision making.

Contract Execution Phase

In the review in Chapters Five and Six, we demonstrated that a
contract decision process evolves through phases, each of which is

fraught with risks of varying degrees.

Tables 26A and 26B below illustrate how construction companies
perceived the contract decision phases in terms of risks involved

in each phase.

The Tables are based on the answers which the responding
companies gave to two questions which asked them to indicate which
of the contract decision phases they perceived as "most risky", and

the reasons for their choice, respectively.

Table 26A

Companies' Perception of Contract Decision Phases

in terms of risk

Contract Decision Stages Percelv?d as
most risky
Pre-tendering stage 5 (5.4)
Design/Specification Stage 5 (5.4)
Tendering Stage 17 (18.3)
Negotiation Stage 7 (7.5)
Contract Execution Stage 59 * (63.4)
93 [(100%)

* To be read: 63.4% of the responding companies perceived

contract execution phase as the most risky of
the decision phases.
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Table 26B

Reasons for Perceiving a stage as most risky

Reasons Said 'YES' Said 'NO' N Base

%
Weather Condition 30 (43.5) 39 (56.5) 69 | 100.0
Site management problem 33 *(47.8) 36 (52.2) 69 | 100.0
Sub-contractor performance 31 (44.9) 38 (55.1) 69 | 100.0

Test of Coy's ability

to estimate 19 (27.9) 49 (72.1) 68 | 100.0
Variation 38**(55.9) 30 (44.1) 68 | 100.0

*% To be read: 55.9% of the responding companies considered

the contract execution phase as most risky
because of the possibility of Contract
Variations during the phase.

* To be read: 47.8% of the responding companies perceived
e.contract execution phase as most risky because
of unforeseen site management problems which
may arise during the phase.

The results in Table 26A show that most responding companies

(63.4%) perceived the contract execution phase as being the most

risky phase in a contract decision process.

In Chapter Six, we maintained that the commitment or contract
execution phase involves many factors some of which are totally

beyond the control of the construction company.

It seems that the responding companies took the same view.
At the tendering phase, the risk they faced was that of submitting

a 'wrong bid' as defined in Chapter Five.

However, during the execution phase, the risks were increased
because of the number of factors involved. Since the firms could

not predict precisely the behaviour of all the factors involved,
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most construction companies perceived the execution phase as being

the most risky stage in a decision making process concerning a

construction contract.

This explanation of the results in Table 26A is buttressed by
the results in Table 26B. Most of the reasons given were in

respect of contract execution stage.

Apart from the other reasons, most of the responding companies
(55.9%) explained that the possibility of ‘variations' in the
initial contract made the contract execution stage most risky. (It
may be recalled that the relationship between risk perception and
the possibility of contract variations was found to be significant

at 95% level of confidence, or better. Table 10D.)

Thus, although only fourteen companies (14) were affected by
variations in the initial contracts, (Table 13D) the damage which
variations could cause (see Table 13E) is serious enough to attract

the attention of most of the responding companies.

Another factor which deserves comment is "test of the
company's ability to estimate correctly". This was given as an
explanatory variable for perceiving both the tendering and contract

execution stages as being most risky.

However, in the case of the tendering stage, the company's
ability to estimate was associated with the company's chances of

submitting the right bid price.

In the case of the contract execution phase on the other hand,
the firm's ability to estimate was associated with whether the bid
price was justified by the practical problems which the company

faced during the execution stage.
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In general, those who chose 'test of company's ability to
estimate' as a factor affecting their perception of risk in either
of the two stages, gave a strong indication that the estimates upon
which the bid was based, were justified only when they were borne

out by the reality in the contract execution phase.

That reality is how successfully the contract has been

executed for the benefit of both the company and the customer.

Table 27A below illustrates how successfully the contracts on

which answers were based, were completed. Table 27B on the other

hand, illustrates, in order of importance, the factors which

construction companies considered were critical for the successful

execution of the contracts.

The data of Table 27A is based on the responding companies'

answers to a question which requested them to rate on a seven-point

scale (1-7) how successful the execution of the contracts was.

Table 27B on the other hand, is based on the answers which the

responding companies gave to a question that asked them to rate how

critical the factors were in the execution of the contracts. The

respondents were also given a seven-point scale (1-7) on which to

rate the factors which were also given.

Table 27A

Contract Execution Success

Very Fairly Un- Very Base
Successful N
Variable Successful Successful | Successful | Unsuccessful %
(1-2) (3) (4) (5) (6~7)
Contract
Execution 58 *(62.4%)| 22 *(23.7) 9 (9.6) 3 (3.2) 1 (1.1) 93| 100.(0
* To be read: 86.1% of the contracts on which the responding

companies based their answers, were
successfully executed.
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As can be seen from the result in Table 27A, most of the
contracts (86.1%) were successfully executed. This success is

explained by the results in Table 27B.

In Table 27B, the results show that most of the responding
companies considered effective management of site workforce (65.2%)
and materials (66.3%) as being most critical for a successful

execution of their contracts.

This may be attributed to a number of possible explanations.
One such explanation has been given already for the results in

Table 11A.

Completion of a construction project on date is a function of,
among other things, the productivity of the workforce perse.
However, this in itself is affected by availability of the required
materials, with obvious cost implications, and how both the

workforce and the materials are managed.

The know-how of the companies was regarded by a majority of
the responding companies (58.1%) as the third most critical factor

in the successful completion of contracts.

The variable - technical know-how - seems to have performed
below expectation since the risk implications of lack of it are
dbvious. It is possible that the respondents misunderstood

"technical know-how".
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However, the result itself seems to support the view expressed
in Chapter Four that, the firm should analyse itself as well as the

market in order to know in which sector its know-how would be most

effective.

The explanation for regarding know-how as the third most
critical factor in successful completion of contract may also be

given in terms of the

(i) company performance risk which is associated with Performance

Bond; and

(ii) Product Performance Risk which is associated with Retention

Clause.

It would seem that, 'know-how' was a risk management mechanism

against the above risks.

In about half of the contracts (50.5%) the relationship
between the company and the customer was most critical for their

successful completion.

This means that, although the customer and the construction
company were technically two opposing parties to a contract, they

had to work together as a team in order to make the contract a

success.

This explains why some companies considered the "possibility
of not finding a good team" as a risk. (See the results presented

after Table 12a)

It is also worth observing that the price of contract was
considered most critical for its successful completion by only

thirty-six percent (36.6%) of the responding companies.
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This does not necessarily contradict the discussion in Chapter
Five about the risk implications of submitting a wrong bid price,

particularly as it concerned the risk of "winning and losing".

What it means is that, while a right bid price, based on
accurate estimates, would no doubt, provide adequate financial
contribution to the successful execution of the contract, the
overall effect of the financial contribution depends very much on

the first five factors in the Table.

This also explains why, although the bidding phase was
considered the most important, it was not considered by

construction companies as the "most risky" phase in the contract

decision process.

Concluding Remarks

The analysis of the results presented, show that, because of
the nature of the factors involved, the contract execution phase
was regarded by most responding companies, as the most risky of the

phases through which a contract decision evolves.

However, most of the contracts on which the respondents based

their answers, were successfully completed.

This successful execution of contracts seemed to have
depended, to a large extent, on how effectively and/or efficiently

the factors involved were managed by the companies.

Therefore, these findings have provided some support for the

hypothesis H . which was that management risk constituted the

372
main risk in the contract execution phase of a construction

contract decision process.
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Chapter Nine

Summary and Implications of the findings

Introduction

The main objective of this Chapter is to present a summary of the

findings of the research.

The research itself was prompted by the observation that previous
research on perceived risk had been concerned mainly with buyers, as
opposed to sellers, on an implicit assumption that only buyers perceive

risk in their decision making process.

Therefore, the aim of the research was to challenge that implicit
assumption and seek to demonstrate that perception and management of
risk is not an exclusive preserve of buyers alone, but that it is a
common phenomenon which affects sellers as well in their selling

decision making process.

The construction industry was selected for study. A programme of
research was designed in such a way that, while the main emphasis still
remained the construction companies, it would also allow some limited
comparisons to be made between the views of the seller organisations and
those of the buyers on a limited number of issues, especially where such

comparisons were considered likely to reinforce or buttress particular

points of view.

The research enquiry was designed not only to evaluate a number of
related and broadly based hypotheses, but also to solicit some
exploratory information which would be used to draw some conclusions

about some issues that were not covered directly by the hypotheses.
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How the Chapter is organised

The Chapter itself is divided into two sections:-
Section One presents the summary of the findings,

Section Two on the other hand, is concerned with the implications
of the findings. In particular, it is concerned with how the findings

relate to the hypotheses, which are also stated.

A brief conclusion is drawn at the end of the discussion of the
findings, after which some of the points which may be raised against the

study are presented and explained.

The limitations of the study and recommendations for further

research in this area forms the final part of the Chapter.
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Section One

Summary of the findings

The summary of the main findings is presented below. It is based

on a careful analysis of the results from the research enquiry.

Perception and Management of risks
Most construction companies (64.9%) perceived risk when they

tendered for and accepted construction contracts.

However, this was found to depend on the following factors:-

(1) The size of the company, measured by its financial strength or

capacity. In other words, given a particular contract of a
reasonably high value, large construction companies are more

likely to perceive less risk than relatively small (average)

companies on the same contract.

(ii) The value of the contract. The larger the amount of money

involved in a construction contract, the more construction
companies perceive risk in tendering for and accepting the

contract; though this does not necessarily mean that the

relationship is linear in all cases.

(iii) The wording of the contract in terms of the types of clauses

included in the contract, especially the liquidated damages

clause, and the type of contract.

In general, contracts of reasonably high values and with
duration of more than a year, tend to be mixtures of various

types of contract. However, contracts, which to a large

extent, were based on 'Fixed Price' appeared to be perceived
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by most construction companies as being more risky than

contracts that contained Price Fluctuating Clauses.

(iv) How knowledgeable the customer was about his needs: the more
knowledgeable the customer was about his needs, the less
construction companies perceived risk in tendering for and

accepting contracts from him.

This particular finding (iv) is closely related to the

following findings:-

Firstly, most construction contracts (92.4%) were changed in
one way or the other, by the customer before such contracts

were completed.

Secondly, in most cases (69.2%), the changes or variations

were due to changes in the needs of the customers.

This suggests that the inverse relationship between risk
perception by construction companies and the extent to which
the customer knew about his needs, was due to the fact that
the more knowledgeable the customer was about his needs, the
more likely he was to provide adequate and accurate
information about his needs, and the less the chances of
contract variations due to changes in the needs of the

customer.

The position of the respondent in his company was found to have no

significant influence on his perception of risk.

However, an exception was found in the case of Managing Directors
whose perception of risk was found to be significant and inversely

related to their managerial position.
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Types of Risk

Although the nature of perceived risk may depend on the specific
nature of the contract, it was found that, in general, the construction

companies perceived the following types of risks:
(a) Most construction companies (55.9%) perceived as risk the
possibility of major changes in the contract by the customer after

it had been entered into.

(b) The completion date of contracts which contained a liquidated

damages clause.

(c) The possibility of making no profit on the contracts due to the

following reasons:-

(i) 'Fixed Price', or 'tight contract' in an inflationary

environment; and

(ii) Submission of too low a bid due to over-anxiety to win the

contract, or wrong estimates, or both.

{(d) The possibility of not finding a buyer who would make a good team,

or be prepared to develop a good working relationship.
(e) The weather conditions.

How the risks were managed

The following two 'non-specific' risk management strategies were

employed by construction companies to manage the perceived risks.

(a) By ensuring that all the conditions that made up the contracts
were written (100.0%).

(b) By careful planning before and during the execution of the

contracts (71.2%).
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Apart from the above two 'non-specific' risk management strategies,

specific risks were managed in the following specific ways:

(c) The risk of completion date was managed through effective labour

management defined to include the following strategies:-

(i) Working overtime, rather than increasing the number of

workforce, where this could be implemented successfully; and

(ii) Introduction of incentive schemes to improve productivity.

(d) Renegotiating the delivery date whenever the client or customer

made changes in the contract that may affect the initially agreed

delivery date.

(e) The risk of the possibility of making no profit on the contract was

managed in the following ways:

(i) By procuring sensitive materials early in the contract,

and paying strict attention to cost control.

(ii) By double-checking key rates and preliminaries before

submitting the bid, and

(iii) By programming accurately and monitoring the progress

carefully and regularly.

(f) The risk of the possibility of not finding a buyer who would make

a good team, was managed in the following ways:-

(i) Companies endeavoured to find out whether the buyer would

make a good team before they tendered for contracts; and
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(1i) 1In event of their tender being successful, they discussed

potential problems openly with the buyer during the joint

pre-start meeting.
(g) The risk of adverse weather conditions was managed by:-~

(1) Providing for it in the bid, or in the wording of the

contract or both, and

(ii) Increasing fabrication of work, as much as possible, in
the shops rather than on sites. This particular strategy

applied most in cases of the building construction contracts.

Use of traditional marketing methods and

the role of the Marketing Department.

Analysis of the results on the use of traditional marketing
methods, such as advertising, personal selling, and so on, by
construction companies, and the contribution of the marketing department

in the company's final decision on bid, has produced the following

findings:-

(a) Traditional marketing methods were not applied for the purpose of

influencing the customer's buying decision.

Even where some were applied, they appeared to have very little
or no influence on the final decision of the construction

customer.,

(b) Most of the construction company's information about contracts

came through the marketing department (60.9%).

(c) However, the Marketing Department was, generally, not considered
as a very important contributor in the final decision concerning

the submission or acceptance of the bids.
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The Quantity Surveyor/Estimator (64.4%) and the Executive Director
{38.7%), constituted the core of the "Selling Decision Centre" of
the construction firm, in terms of preparation and submission of

bids for contracts.

The tendering phase and the bidding strategies

The analysis of the results produced the following findings on the

bidding phase and the strategies adopted by construction companies

during this critical phase in the buying/selling decision making

process.

(a)

(b)

(c)

(4)

(e)

(£)

(9)

Most construction contracts (87.6%) were obtained through
competitive bidding in general, and through selective competitive

bidding in particular.

Most construction companies became 'officially' involved with the

contracts when tenders for them were invited.

Most construction companies (57.4%) identified or had some ideas

about who would assess their bids when they were submitted.

In most cases (52.0%), the Marketing Department was responsible

for identifying the assessors of the bids.

However, even when the assessors had been identified, less than

half of the bids 39.5%) took the assessors into consideration.

There was a positive relationship between the winning of contract
and the bid that took the assessors into consideration, especially
in a two-stage competitive contract.

Most construction companies (88.2%), undertook their own

investigation on the contracts before they submitted bids for them.
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This was especially the case when the companies perceived risk in

their decision to tender for, and accept the contracts.

In such cases, they undertook their own investigation for the

following reasons:-

(i) To verify the accuracy or validity of the information

supplied by the customer (67.1%).

(ii) To find out whether the available information would lead to
the production of a product that would satisfy the needs of
the customer (26.6%).

(iii) To obtain more information which was considered necessary or

useful for the success of the contract (21.5%).

Construction companies that undertook their own investigation on
contracts before submitting their bids, based such bids on both the
tender documents supplied by the customer, and the results of their

own investigation (78.6%).

The success of a bid was found to be significant and positively
related to the nature of the information on which the bid was

based.

Most construction companies (62.4%) based their bid prices on
minimum acceptable profit, and the prices that would cover the

perceived risks (20.4%).

In single-stage competitive bidding contracts, the bid price

constituted the determining factor (93.6%).

In such cases, the influence of most of the other factors becomes

hidden.
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In two or multi-stage competitive contracts, the bid price and the
negotiating skill of the construction company formed the most

important factors which determined the final outcome of the bid.

Negotiation Strategies

(a)

(b)

(c)

()

(e)

Most construction companies (88.4%), that tendered for contracts
that involved negotiation prepared in advance, in one way or

another for negotiation.

This was particularly the case where the chances of the bid being

successful were reasonably high.

Negotiating with the customer was easier when the negotiators had

the same training or educational background.

Because of this a good number of companies (50.7%) emphasised the
need to identify the negotiator(s) in the buyer organisation, as a

part of their negotiating strategies.

In negotiating, most construction companies placed a lot of
emphasis on identifying the strengths and weaknesses of the
customer. This was especially the case where the company was

negotiating alone with the customer.

However, where other competitors were involved, most construction
companies (68.5%) tended to place more emphasis on identifying the
strengths and weaknesses of the competitors in order to determine

their negotiating strategy.

Some companies indicated also that in negotiating, they emphasised
their capability or technical know-how, and endeavoured to persuade

or convince the customer that his needs would be satisfied.
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In general, success in negotiation was found to be highly

significant and positively related to the company's negotiating skill.

Contract Execution Phase

Results from the research enquiry have also produced the following

findings on the contract execution phase.

(a) Most construction companies (63.4%) considered the contract
execution phase as the most risky of all the phases through which a

construction contract process evolves.

This was because, unlike the tendering phase during which the risk
was mainly that of submitting a wrong bid price, the contract
execution phase involved many sources of risk because of the

increased number of factors involved.

(b) Most of the contracts (86.1%) were executed successfully. However,

that success was found to depend largely on the following factors:-

(i) How effectively the construction company could manage its

materials (66.3%), and human (65.2%) resources.

(ii) The technical know-how of the company (58.1%).

(iii) The relationships both between the company and the customer

(50.5%), and within the company itself (41.9%).

(iv) The price of the contract (36.6%), and the weather

conditions (32.6%).

Prompt payment by the customer for work done was only cited by

thirty one percent (31.2%) as a factor.

The implications of the above findings and how they relate to the

hypotheses will be given in the next Section.
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Section Two

Implications of the findings

This study has examined three main hypotheses:-

The first hypothesis Hl" stated that seller organisations, represented
by construction companies, perceive risk in their contract selling
decision making process. As a result, they take appropriate risk
management strategies to manage the perceived risks.

The second hypothesis H_., suggested that, although the marketing

2
concept is relevant in the construction industry, the nature of the

industry makes it difficult for traditional marketing methods to be

effective in the competitive bidding sector of the industry.

The third hypothesis H3., suggested a more broadly based approach
to risk management in a construction contract. It suggested that risks
in construction contracts are spread along the phases through which the

construction contract decision evolves.

Therefore, a careful analysis of these phases would place the
seller organisation in a better position to develop more effective risk

management strategies to manage the perceived risks.

It is obvious from the findings that, while the first hypothesis
required, for the most part, results from relatively simple answers of
the yes/no type, for its support or rejection, the requirements of the

second, and especially the third hypotheses, were different.

The second hypothesis required for its support or rejection, not
only a careful consideration of the extent to which construction
companies applied marketing methods, and how successful they were in

achieving the desired objectives, but also how construction companies
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regarded the Marketing Department in terms of it overall contribution to

their contract selling decision making process.

The third hypothesis on the other hand, required for its support or
rejection, a careful consideration of the findings on the different

critical phases through which a construction contract decision evolves.

The findings on perception and management of risk by construction
companies have provided support for the first hypothesis. They show
that construction companies perceived risk in their contract decision

making process. As a result, they took appropriate measures to manage

the perceived risks.

However, the findings on the types of risks and the strategies
which construction companies used to manage them, reflect not only the
diversity of the contracts on which the results were based, but also the

differences in the perception of risks by the construction companies.

This would suggest that, although most construction companies
perceive risk in their contract decision making process, it would be
difficult to generalise about the type of risk a given construction

company would perceive on a given construction contract.

Therefore, any statement of a general nature on this particular

point would have to be qualified.

The second hypothesis also has been given some support by the
findings on the application of traditional marketing methods to

influence a customer's decision in a competitive bidding contract.

The findings demonstrate that most traditional marketing methods
were neither applied with positive results for the securing of standard

construction contracts, nor was the Marketing Department considered as a
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very important part of the "Selling Decision Centre" of the construction

companies, in terms of preparation and submission of bids for contracts.

This suggests that, although the marketing concept is relevant in
the construction industry, the practice of marketing in the industry, as
well as the role of the Marketing Department, at present, are limited to

salesforce/market research activities.

In this regard, it seems that, unless the norms, rules and
regulations, as well as the traditions which govern the conduct of
decision making process on construction contracts are removed, or at
least, modified, the risk management function of the marketing concept,
and indeed the practice of marketing itself, cannot be exploited fully

by both the sellers and the buyers in the competitive bidding sector of

the industry.

However, it seems that the validity of this particular conclusion
is largely a matter of how 'Marketing' is defined. If the corporate
marketing approach which was suggested in Chapter Three was to apply,
then it would become obvious that most of what the companies did -
search for information, preparation and submission of bids, executing

and delivering the completed products on time - had marketing

implications.

In this particular context, one could say that marketing is already
actively present in the industry but in a different form, though the

companies themselves may not necessarily perceive their actions in this

way.

In respect of the third hypothesis, the findings have also provided
some support. Generally, they show that most of the responding
companies searched for, and utilised information as part of their risk
management strategies against the risks they perceived in the critical

phases of competitive contract decisions.
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The findings also show that the behaviour of the responding
companies seems to indicate that they were not only aware of the fact
that- their chances of winning any competitive contract depended very
much on the bidding and/or negotiation phase, but also that the phase
offered them the opportunity to apply their marketing/risk management

strategies to create comparative advantage for themselves in order to

make a sale,

Most of the companies created such comparative advantage by
ensuring that their bidding strategies concentrated more on

"satisficing” rather than on maximisation of profit.

In view of the present economic situation, this finding does not
only suggest that the bidding strategies of most of the responding
companies took into consideration the market situation in the industry
but is also consistent with Grinyer and Whittaker's findings that most

winning bids normally "leave money on the table“(l).

Regarding the contract execution phase, the findings show that the
success in the execution of contracts depended to a large extent, on
efficient and effective management of the company's human and material

resources, as well as its technical know-how.

This implies that a company's lack of management skills to handle
the required resources at its disposal could constitute, not only a
major risk for the company in the execution of contract, but also an

impediment to the customer's post-purchase satisfaction.

The relationship both within the company itself, and between the
company and the customer contributed greatly to the successful execution

of contracts. This particular finding has a number of implications:-
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First, it implies that the use of "internal marketing" and a
suitable structure which allows easy access to information and good
interaction among the workforce and management, is likely to have some
positive influence on the performance of the workforce, and thus, on’the

success of contracts.

Secondly, it demonstrates the importance of buyer-seller

interaction in the industrial market in general, and in the construction

industry in particular.

Finally, it implies that, although the construction company and the
customer are technically opposing parties to a contract, they have to

work together as a team for the success of the contract.

Generally, the findings seem to suggest that the responding
companies themselves regarded management of perceived risk in their
contract decision making, as a continuous process along the phases

through which a competitive contract decision evolves.

As a result, the behaviour of most of the responding companies
seems to suggest that they considered carefully the relevant critical

phases in the contract decision making process and the risks involved.

This is consistent with the third hypothesis which suggested that
companies should analyse the phases through which a contract decision

process evolves.

This would not only enable the company to identify the inherent
risks in the phases, but also place it in a better position to develop
appropriate and effective risk management strategies to manage the

perceived risks.
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Conclusion
It is important to recall that the main objective of this research

was to establish how construction companies interpret or perceive their

contract selling decision making process, in terms of perception and

management of risks.

In spite of the exploratory nature of the study, three main
hypotheses were formulated, and most of the discussions in the

literature review section were based on them.

The hypotheses were examined through a structured mail

questionnaire, and the survey data analysed through the use of a

computer.

The analysis of the findings shows that all the hypotheses have
been supported, though in the case of the third hypothesis, this is less
obvious without a careful examination of the findings on the critical

phases through which a competitive bidding contract decision process

evolves.
Critique
Two main criticisms may be made against this study. The first
As it was

criticism relates to the conceptualisation of the research.
demonstrated in Chapter Five, a standard construction contract evolves

through phases, each of which has its own risks of varying degrees.

Therefore, the study may be criticised on the grounds that by
attempting to cover all the contract decision making phases, the study
has not been able to concentrate on one particular contract decision

phase in order to cover it in greater detail.

The second criticism is concerned with the projects included in the

study. It is generally agreed that different types of construction

contracts present different problems.
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Therefore, by lumping all types of contracts together, the peculiar
problems which may be associated with certain types of contracts, have
little chance of being identified. As such, some of the conclusions of

the study, on this particular issue, are basically "non-specific".

However, it may be recalled that, in Chapter Seven, the
justification for conceptualising the research in its present form, was
provided. Therefore, the reply to the first criticism is provided in

that Chapter.

As regards the second criticism, the unique nature of most

construction contracts was recognised in Chapter Four.

However, it is also generally accepted that the unique elements of
most construction contracts are generally less than the factors which
are common to most contracts, especially in the building and civil

engineering areas.

Moris(z) for example, has observed that, although the typical form
of work in a construction contract is basically concerned with "doing
new things” the industrial forms through which the project is handled
are often very old established indeed, including traditional customs and

practices at all levels, in addition to formal procedures.

Moreover, the research was concerned with perception and management
of risk. In the discussion of the findings in the first part of Chapter
Eight, the differences in the types of risks and the strategies for
managing them, were explained, not only in terms of the differences in
the perception of risk by the companies, buf also in terms of the

diversity of the projects on which the research was based.

These explanations may not necessarily invalidate the above

criticisms. However, they show that the researcher himself was aware of

these points which may be raised against the study.
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Limitations of the study and recommendations

for further research

As was explained in Chapter Seven, both economic and time

constraints obviously imposed some limitations on this study.

However, some of the findings of this research have also raised a
number of questions to which the present research is not in a position

to provide satisfactory answers.

Most of the respondents - the customers as well as the companies,
indicated that they considered the bid price as a determining factor in

the awarding/winning of competitive contracts.

However, the relationship between the awarding/winning of contracts
and company's reputation was found to be stronger than that between

price and the awarding/winning of contracts.

Since the present research is not in a position to provide a
definitive statement on this particular issue, further research may be
useful to establish whether both the customers and the companies have
been under-rating the influence of the seller's reputation on the final

outcome of bids submitted for competitive contracts.

The findings on the positive relationship between company's
nationality and the awarding of a contract seems contrary to E.E.C.
regulations concerning discrimination against any company, on the basis

of its nationality.

Further research may be useful to establish whether construction
customers do in fact discriminate against companies of other

nationalities in their decisions to award contracts.

Generally, it was found that marketing was not consciously applied

as a risk management strategy by most of the responding companies.
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In view of the potential role which marketing can play in the
success of most modern business organisations, there is need for further
research to find out how the present attitude which both the sellers and
the buyers have toward marketing can be changed in order to make

marketing more acceptable and effective in the industry.

The findings on the size of the company and the amount of money
involved, which earlier research has shown to have considerable
influence on risk perception by decision makers, seem to suggest that
the relationship between risk perception and each of these two

variables, is not linear in all cases.

In other words, the value of the contract did not necessarily

increase or decrease a company's perception of risk on that contract.

Since the present research was not in a position to establish the
factors which may be responsible for the non-linear perception function,
further research in this area should include both organisational and

individual factors so that the cause(s) may be identified.
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Professor Michael J. Baker TD BA BSc (Econ) DBA

STUDENT RESEARCH PROJECTS*
Department of Marketing

University
Stenhouse Building, 173 Cathedral Street, Glasgow G4 ORQ
of Strathclyde Tel: 041-552 4400
June 1983.
Dear Sir,

I am a doctoral student in the Department of Marketing at Strathclyde
University, Glasgow. I am undertaking a research on Perception and
Management of risks in the Construction Industry.

Your company has been selected to assist in the research by way of
answering a few questions. Your address was obtained from KOMPASS, United

Kingdom 1982, and Key British Enterprises, 1982.

I would, therefore, be grateful if you could answer the enclosed
Questionnaire, or direct it to the appropriate person(s) in your company who
can answer the questions, and then return the Questionnaire as soon as possible,

in the stamped, addressed envelope provided.

Your response will be treated with strict confidence and the information
provided therein will be used only for the research purpose. Neither you
nor your company will be identified.

It is hoped that the findings of this research will be available in the
Strathclyde University Library for consultation by any of the companies
that may have participated in the research.

I must, however, point out that the success of this research depends
very much on your co-operation. I therefore hope that you will give me your
full co~operation, and I sincerely express my thanks for that in anticipation.

Yours faithfully,

‘/Waw&'

Sylvester Orsaah.

fudent research projects are an integral part of the undergraduate and post graduate curricula of the department.
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Has your company completed a contract worth at least £750,000 during 19827

Yes

No

Don't know

If your company completed more than one contract (of at least £750,000)
in 1982, choose only ONE of the contracts on which all your answers to
+ this Questionnaire will be based.

If you can, please state:

(a) The actual value of the contract

or

(b) The estimated value of the contract

SECTION A

The main objective of the questions in this section is to find out the
effort your company may have made concerning the contract before the
bidding stage.

Q.1 How was the contract obtained? (Please tick one only).

Through open competitive tender only

Through open competitive tender
followed by negotiation

Through selective competitive tender only

Through selective competitive tender
followed by negotiation

Through negotiation only

Q.2/... /over ...
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Q.2 What type of contract was it?
Fixed price/lump sum contract

Cost reimbursement contract

L0

Others (please specify)

§.3(a) How did your company come to know about the contract?
(Tick one only)

Through the company's market research unit

Through the company's sales force

Through advertising by the customer himself

Through direct contact by the customer himself

Q0.3(b) If direct contact, to whom was the first approach made in your firm?
(Please write in)

Q.4/... /over ...
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Q.4 At what stage of the contract did your company become involved?
(tick one only).

Right from the beginning before the product
was designed/specified.

When the product was being designed/specified

After the customer had designed/specified
the product

When tenders for the contract were invited

Q.5 Who was the customer?

Public customer:

(a) Central Government

(b) Local Authority

Commercial Organisation

Non-Commercial Organisation

Private Customer

Q.6 Before your company became involved, would you say that
the customer knew exactly what he wanted?
(tick one only).

He knew what he wanted

He did not know what he wanted

He had some ideas about what he wanted

Q.7/... /over ...
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Q.7 How detailed was the tender request?
Very detailed including drawings
Detailed specification without drawings

Not very detailed

Dy

Q.8(a) Do you think yaur company influenced the customer to
award the contract earlier than he would have done if
you had not approached them?

Yes

L0

No

0.8(b) If your answer to the above question is 'Yes', how was
this achieved?

(Tick all which apply)

By convincing the customer that it was economically
advantageous to him to award the contract earlier.

By convincing the customer that the company had the
technology he was looking for.

RN

By convincing the customer that since the product would

take some time to deliver, he should award the contract I
earlier so as to meet his recognised needs.

Others (Please specify)

Q.8(c) If your answer to Q.8(a) above is 'No', did your company
make any attempt to convince the customer to award the contract
earlier than he had wanted?

Yes

No ___J

Q.9/...

/over ...
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.9 What proportion of your contracts came from each of the following
methods?

(Please write in % for each method). Percentage (%)

Through open competitive tender only ...,
Through open competitive tender followed by negotiation = ......
Through selective competitive tender only  .....

Through selective competitive tender followed by negotiation ......

Through negotiation only

Q.10 What proportion of your bids are normally successful?

Less than 20%

21 - 50%

51 - 80%

More than 80%

/over ..
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SECTION B

Preparation and Submission of Bid

The questions in this section seek to find out about the preparation and the
submission of the bid by your company.

Please answer the questions, unless otherwise stated, by ticking the appropriate box.

@.11(a) Did your company carry out its own investigation on the contract before
submitting a bid?

Yes

No

2.11(b) If 'Yes', was the bid based on the result of the investigation or on
the information contained in the tender documents?
(Please tick one only).

It was based only on the information contained
in the tender documents.

It was based both on the result of the investigation
and the information contained in the tender documents.

It was based only on the result of the investigation.

0.11(c) In undertaking the investigation what did your
company hope to find out?

To identify those aspects of the product that could
be eliminated from the design/specification of the
product, so as to submit a low bid.

To verify the accuracy of some or all of the
information supplied by the customer.

To find out whether the information which the
customer provided would lead to the production
of a product that would satisfy his actual needs.

Others (Please specify)

Q.10/.. /over ...
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Q.12(a) Before the bid was submitted to the customer, did your
company identify who was/were likely to assess the bid

in the customer firm?

Yes

No

Q.12(b) If your answer to the above question is 'Yes', who
identified the assessor(s)?

The company's Marketing Research Unit

The company's sales force

The assessor(s) was/were identified through a
discussion with the customer or his representative.

Others (please specify)

Q.12(e) 1In preparing the bid, did your company take into account
the background of the assessor(s) who had been :identified?

Yes

No

Q.12(d) In what ways? (Please write in).

Q13/... /over ...
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Q.13(a) On what basis did your company arrive at the bid price?
(Please tick one only)

A price -

which would yield a minimum acceptable profit
margin

which was likely to be the bid price of

other competitors ::]

which the company thought was high enough to
cover potential risks.

Q.13(b) Was the bid price purpaosely made low so as to win
the contract?

Yes

No

Q.13(c) If 'Yes', was this in the hope of being able to
renegotiate a higher price later?

Yes

No

Don't know

Q.13(d) If your answer to the above question (Q.13c) is 'Yes',
was this objective achieved?

Yes

No

Don't know

Q.14/... /over ...
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Q.15(a)

0.15(b)

Q.16/...
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Which of the following people helped determine
the bid price?
(Please rank order in terms of importance)

The Quantity Surveyor/Estimator

The Civil Engineer

The General Manager

The Executive Director

The Marketing Manager

The Accountant

After the bid had been submitted, did your company
make any other effort to influence the result of

"the bid in its favour?

Yes

No

Don't know

If 'Yes', please explain briefly the nature of
the effort.

/OVeT ...
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Q.16 Rate the extent to which you believe the following factors influenced
the winning of the contract by your company.
(circle the number that most closely corresponds with your view).

Most in- Least in-
fluential fluential
Low price 1 2 3 4 5 6 7
Prior business relationship
with the customer 1 2 3 4 5 6 7
Company's good financial
standing 1 2 3 4 5 6 7
Company's reputation 1 2 3 4 5 6 7
Company's record with Trade
Unions 1 2 3 4 5 6 7
Company's proximity to the
customer 1 2 3 4 5 6 7
The skill of the negotiating
team 1 2 3 4 5 6 7
Informal contacts with the
customer 1 2 3 4 5 6 7
Early completion date 1 2 3 4 5 6 7
Nationality of the company 1 2 3 4 5 6 7
Company's advertisement 1 2 3 4 5 6 7

/over ...
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SECTION C

Anticipation and Preparation for the Result of the Bid

The main objective of the questions in this section is to find out whether the
company expected a particular result from its bid: and how prepared the company

was for any subsequent negotiation with the customer.

Please answer the questions, unless otherwise stated, by ticking the appropriate

box.

Q.17(a) What probability did you attach to the likelihood of your bid
being successful?

Less than 20%

21 - 50%

51 - 80%

Better than 80%

Q.17(b) Was your company prepared for the negotiation that might follow
the bid?

Yes

No

Q.17(c) If 'Yes', please rate the following points in terms of your
company's emphasis during preparation for the negotiation.

(Circle the number which most closely corresponds with your view).

Most im- Least im-

Finding out the customer's portant portant
strengths and weaknesses which
are relevant to the negotiation 1 2 3 4 5 7
Identifying the likely competitors
and assessing their strengths and
weaknesses in order to determine
their likely line of negotiating

7

with the customer 1 2 3 4 5

Making/...

/over ...
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Most im- Least im-
portant portant
continued Making an effort to identify with
whom the company would be
negotiating 1 2 3 4 5 6 7
Others (Please write in and rate) 1 2 3 4 5 6 7

Q.18(a)

2.18(b)

Did your company's negotiator have the same training or
educational background as his opposite number?

Yes
No

Don't know

What effect do you think this had on the negotiation?
(Tick one only)

It made negotiation easier because they understood
each other.

It made negotiation difficult because they did not
understand each other.

It prolonged the negotiation because they insisted
on too many minute details which should have been
left to be worked out later.

It made negotiation impossible.

No apparent effect

Others(Please write in)

/over ...
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§.19(a) Did you perceive any risk in your decision to tender for
and accept this contract?

Yes

No

Q.19(b) If 'Yes' to Q.19(a) above, what type of risk did you perceive?
(Please write in)

Q.19(c) What did you do to eliminate or reduce the risk?
(Please write in)

/over ...
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SECTION D

Contracting and Execution of the Contract

The questions in this section seek to find out from you two main things:

1. The extent to which the wording of the contract legally protected
both the customer and your company from certain types of risks;

2, The problems which your company may have encountered during the
execution of the contract.

Please answer the questions, unless otherwise stated, by ticking the appropriate
box.

Q.20(a) Was the contract between your company and the customer a verbal
contract based on mutual trust, or was it a written contract?

(Please tick one only)

It was a verbal contract based on a mutual trust

It was a written contract

0.20(b) What in your view was/were the main reason(s) for your company preferring
to choose or accept a written or verbal contract?
(Please write in)

Q.20(c) Which of the following clauses or conditions were included in
the wording of the contract? (Tick all which apply).

Liquidated damages clause

Performance bond

Conditions for price adjustment

Conditions/provisions for alterations or additions

Retentions clause
Q.2¢4/... /over ...
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Q.21(a) Was the existing know-how in the company sufficient to
execute the contract, or did the company have to find the
know-how after the contract had been won?

(Please tick all which apply)

[

The existing knaow-how in the company was sufficient

The company had to find the know-how after the
contract had been won

Q.21(b) If the know-how had to be found after the contract had
been won, was this -

Only additional know-how

Extensive know-how and skills which the
company did not have

Q.22(a) Did your company experience any stoppage of work
during the time of construction?

Yes

No

Q.22(b) If your answer to Question 22(a) is 'Yes', please rank order

the following factors in terms of their contribution to the
stoppage.

Poor labour relations

Bad weather conditions

Shortage of required materials

Cash flow prablems l

Others (Please write in and rank-order)

Q.22(c)/...

/over ...
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Q.22(c) If poor labour relations was the main cause, was it the
site labour or office staff?

It was site labour

It was office staff

Q.22(d) If cash flow problem was the main cause, was it due to -

'delayed payment' by the customer

the fault of the company's financing sources

Q.23(a) Before your company completed the construction of the product,
were there any alterations or additions in the original
specifications of the product?

Yes

No

Don't know

Q.23(b) If there was any alteration or addition, was it the customer
that initiated it or was it your company?

It was the customer

It was the company

Q.23(c) If there was any alteration or addition, why was this necessary?
(Tick all which apply)

The initial design/specification was faulty

It was to improve performance

It was to reduce production costs

It was because the customer's needs changed

It was because the company could not produce the
product on the original design/specification

Others (Please specify)

Q.23(d)/... /OVer ...
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Q.23(d) Did this adversely affect the company's performance on the
contract?

Yes

No

Don't know |

Q.23(e) If 'Yes', could you please state briefly in what way it
affected the company?

0.24 Please rate how critical the following factors were in the

execution of the contract. most Least
critical critical

Materials management 1 2 3 4 5 6 7
The relationship between the
customer and the company 1 2 3 4 5 6 7
The relationships within the
company itself 1 2 3 4 5 6 7
Site labour management 1 2 3 4 5 6 7
Technological know-how of the
company 1 2 3 4 5 6 7
The contract price 1 2 3 4 5 6 7
The financial position of the
company 1 2 3 4 5 6 7
Prompt payment by the customer
for work done 1 2 3 4 5 6 7
Weather conditions 1 2 3 4 5 6 7
Others (please write in and rate) 1 2 3 4 5 6 7

Q.25/... ' /over ...
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Q.25 How successful would you rate this contract in terms of your
expectations? (Please circle one number only).

Very Very
successful unsuccessful
1 2 3 4 5 6 7

Q.26(a) Looking over the contract, which of the following stages would
you say your company perceived as being the most risky?
(Tick one only)

Pre-tendering stage

Design/Specification stage

Tendering stage

Negotiation stage

Contracting and execution of contract stage

Others (please specify)

Q.26(b) Please state briefly the reasons for your choice in Question 26(a).

Thank you very much for your co-operation.

Name «vivveene tecrecasneenaas Cerecsenessseastsssenonean .
Position in the company .....eieieerieceenrasncconaceens
Name of the company ....ccieeieiieeneescecnnsonoccccnnns

D= o = R T R R
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Professor Michael J. Baker TD BA BSc (Econ) DBA

STUDENT RESEARCH PROJECTS*
Departmer]t of Marketing

University
Stenh Building, 173 Cathedral Street, Glasgow G4 ORQ
of Strathclyde Stenhouso Builling, 173 Cathedral Steet, Glasgow

June 1983,

‘Dear Sir,

I am a doctoral student in the Department of Marketing at Strathclyde
University, Glasgow. I am undertaking research on Perception and
Management of risks in the Construction Industry.

Your organisation has been selected to assist in the research by way
of answering a few questions.

I would, therefore, be grateful if you could answer the enclosed
Questionnaire, or direct it to the appropriate person(s) in your organisation
who can answer the questions, and then return the Questionnaire as soon as
possible, in the stamped addressed envelope provided.

Your response will be treated with strict confidence and the information
provided therein will be used only for the research purpose. Neither you
nor your organisation will be identified.

It is hoped that the findings of this research will be available in the
Strathclyde University Library for consultation by any of the organisations
that may have participated in the research.

I must, however, point out that the success of this research depends
very much on your co-operation. I therefore hope that you will give me
your full co-operation, and I sincerely express by thanks for that in
anticipation.,

Yours faithfully,

Jonafs”

Sylvester Orsaah,

*Student research projects are an integral part of the undergraduate and post graduate curricula of the department.
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If you have not awarded any construction contracts in recent years,
please go straight to Q.3.

If you have awarded more than one contract in recent years, choose only
ONE of the contracts on which all your answers to this Questionnaire
will be based.

If it is possible, please state:

(a) the value Of the CONETACE  tevrietenreneeeeeeeeanessesacscannnns
or
(b) the estimated value of the CONETACE veeeeeeerenreneoesonccences
SECTION A

The questions in this section seek information:
(a) which is general in nature; and

(b) which may have had some influence on you or your organisation
before tenders were invited.

0.1 How was the contract awarded?
(Please tick one only)

Through open competitive tender only

Through open competitive tender followed by
negotiation

Through selective competitive tender only

Through selective competitive tender followed
by negotiation

Through negotiation only

Q.Z/f.. /over .
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Q.2(a) What type of contract was it?
Fixed price/Lump sum contract
Cost reimbursement contract

Others (please specify)

---------------------------------- ¢e s s 0 s s s et 0t
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Q.2(b) Why did you choose this particular type of contract?
(Please write in)

-------------------------------------------

.....................................................

Q.3(a) Which of the following types of contract do you normally choose?

(please tick one only)
Fixed price/Lump sum contract
Cost reimbursement contract

Others (please specify)

-----------------------------------------------------

Q.3(b)/...

/over ...
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Q.3(b) Please give reason(s) for your choice in Q.3(a) above

Q.4 Before tenders were invited, did you know exactly what you wanted?

(tick one only)

I did not know what I wanted

I knew exactly what I wanted

I had some ideas about what I wanted

Others (please specify)

# 6 ® % 0000000 E0P00ROLLEL0sCEPIREPESCEIReRteoesaNoERNAsesceesa

..................................

(Q.5(a) Before tenders were invited, did any company persuade you, in any way,
to award the contract to it?

Yes

No

G.5(b) If 'Yes' to Q.5(a) above, in what way? (please write in)

-------------------------------------------------------
-------------------------------------------------------

-------------------------------------------------------

......................................

-------------------------------------------------------

Q.5(c)/...

/over ...
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Q.5(c) Did any approach from a company before the award of the contract
have any positive impact on your final decision?

Yes

No

Q.6(a) Did you perceive any risk in your decision to award the contract?

Yes ::]

No

Q.6(b) If 'Yes' to Q.6(a) abave, what type of risk did you perceive?
(please write in)

Q.6(c) What did you do to eliminate or reduce the risk?
(please write in)

/over ...
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SECTION B

The questions in this section seek to find out how you or your organisation
evaluated and selected the winning bid.

Q.7

Q.8

To what extent did the following people help in the evaluation and

selection of the bids?

(Please rank-order them in terms of their

contribution; i.e. rank the most important influence '1' and so on).

The Chief Executive

The Quantity Surveyor/Estimator

The Architect
Your Consultant

The Accountant

The Marketing Manager

Others (please specify)

-

-----------------------------------

Rate how important you considered the following factors when you
were awarding the contract. (Circle the number that most closely
corresponds with your view).

Low Price

Your prior business relationship

with the company

Most im- Le
portant p

1 2 3 4 5 6

Good financial standing of the company 1 2 3 4 5 6

Good reputation of the company 1 2 3 4 5 6

The skill of the company's negotiating

team

Nationality of the company

Eérly completion date

Consultant's recommendation 1 2 3 4 5 6

The company’'s proximity to the site

of the contract

The company's record with trade unions 1 2 3 4 5 6

The company's informal contacts withyou 1 2 3 4 5 6

ast im-
ortant

7

/over ...
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SECTION C

The questions in this section seek to find out about some aspects of:
(a) the wording of the contract; and

(b) event(s) which may have taken place during the execution
of the contract.

Q.9 Which of the following clauses or conditions did you include in
the wording of the contract? (Tick all which apply)

Liquidated damages clause

Performance bond

Retentions clause

Contract price adjustment clause

Condition for alterations

None of the above

Q.10(a) Did you have to apply any of the clauses (in Q.9 above) to
protect your interest?

Yes

No

Q.10(b) If 'Yes' to Q.10(a) above, which one(s)?
(please write in)

ooooooooooooooooooooooooooooooooooooooooooooooooooooo

Q.11(a) Before the contract was completed, was there any addition/alteration
in the original specification/design?

Yes: Addition Alteration

No

Don't know

Q.11(b)/... /over ...
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Q.11(b) If 'Yes' to Q.11(a) above, who initiated it?

It was the Construction Company

It was I (the customer) who initiated it

Q.11(c) Why was the addition/alteration necessary?
(tick all which apply)

The initial design/specification was faulty

It was to improve product performance

It was to improve production cost

It was because the company could not produce the
product on the original design/specification

It was because my (the customer's) needs changed

Others (please specify)

© 9 ® © 5 0 00 05 00 0060 0L 0000 0LOLLE0LCLLsGLLGLCLIOLEOSIDRLLEEEEOLNLTS

Q.11(d) Did this adversely affect the completion date?

Yes

No

Q.12(a) Was there any stoppage during the construction of the product?

Yes

No

Q.12(b)/... /over ...
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Q.12(c)
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If 'Yes' to Q.12(a) above, what led to this stoppage?
(please write in)

-----------------------------------------------------

--------------------------------------------------

------------------------------------------------------

Did this adversely affect:

Contract price
Delivery date
Neither of the above

Don't know

]

/over ...
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SECTION D

Q.13 How would you rate the performance of the contractor?
(circle the number which most closely corresponds with your view)

Very Very
satisfactory unsatisfactory
1 2 3 4 5 6 7

Q.14(a) Based on your own experience of this particular contract, which
of the following do you prefer? (tick one only)

Involving the construction company right from the
beginning before the product is designed/specified

Involving the construction company through tenders
only after the product has been designed/specified

Involving the construction company during the
design/specification of the product

Others (please specify)

----------------------------------------------------------

Q.14(b) Please state the reason(s) for your choice in Q.14(a).

..........................................................
..........................................................
..........................................................
..........................................................
----------------------------------------------------------
..........................................................
..........................................................
----------------------------------------------------------

oooooooooooooooooooooooooooooooooooooooooooooooooooooooooo

e e e e e e s ———————————— —————————— —— ———— —————— ——— ——— — . o T — ———— " —— ——— o —————— T — — — 1=

Name:

...............................................................
........................................
.........................................
...........................
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