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ABSTRACT

The thesis was written against a backdrop of increasing international competition
in the construction consulting sector when, at the same time, there was apparent
growth in the requirements of developing countries for technology transfer. The
opening chapters describe the industry including specific aspects of the British
sector. A theoretical review is given on the eclectic theory, the stages-of-
development approach, strategic theory and professional services literature, as
well as technology transfer material and empirical studies relevant to the sector.
The study itself is based upon a series of personal interviews with a range of
construction firmé. leading to sixteeh casés tkbéinJg cdmpiled, mdétly for consulting
firms but also for client orgénisations. aid agenchies, coﬁt}actors and suppliers.
The interviews were also used to test hypotheses in four main areas of concern,
covering the nature and extent of technology transfer, types of projects and firm,
cooperative arrangements and long term implications. There were a number of
findings: In construction consulting, technology transfer, consisting mainly of
management know-how, is increasingly béing required by overseas clients and aid
agencies. Technology transfer changes the organisational structure of a firm, due to
the greater need for staff at senior levels, with international experience. Newly
internationalised firms, often medium-sized, can sometimes by-pass the stages of
internationalisation by locating directly in client offices on technology transfer
projects; while joint ventures occur, the role of estabiished subsidiary offices is
diminishing. Unlike contractors, construction consultants can sustain competitive
advantage over time via technology transfer projects; clients can be accessed more
effectively at lower cost and market information on new projects can be gleaned
more readily. Wider conclusions were also discussed which had relevance for

international business theory and policy of host governments and firms alike.
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THESIS _AIMS AND INTRODUCTION

"To establish the factors necessary for the successful internationalisation .of the
British international construction consulting sector with particular reference to
technology transfer in developing countries®. This describes the overall aim and
there are a number of objectives (which are explained more fully in each of the
chapter summaries, appearing in the main text).

The thesis was written against a backdrop of increasing international competition
in the construction consulting sector when, at the same time, there was apparent
growth in the requirements of developing countries for technology transfer. The
author's interest is as a practitioner in the field where an increasing number of
comments were being made about the importance of technology transfer in
international competitiveness. The British sector has in many ways been pushed
into internationalisation because of problems in the domestic market and many

companies seem uncertain as to how to deal with technology transfer.

While internation&afl‘i'éation..studi_'es have been undertaken in the wider service
sector, less work appears to have been.carried out in construction services,
although in international contracting, which tends to be a more "visible" side of ,,_,,
construction, some has taken place. Construction consulting by comparison has not
received the same attention. This thesis attempts to redress this imbalance.

The study is based upon a series of personal interviews with a range of construction
firms, mostly in consulting. . Sixteen cases have been .compiled, four of them
encompassing areas relating to consulting, these being client organisations, aid
agencies, contractors and suppliers. Thirty two interviews were conducted to build
up the case studies. These interviews were also used to test hypotheses in four
main areas of concern to consulting firms engaged in technology transfer. These
hypotheses covered the nature and extent of technology transfer, types of projects
and firm, cooperative arrangements and long term implications. Each was built up
from the first five chapters of the thesis. The conclusions which appear in later
chapters have relevance for international business theory and policy of host
governments and firms alike.
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The opening chapter describes the international construction consulting services
industry, its main characteristics, the competition and main players, as well as the
way that internationalisation manifests itself.. Chapter 2 emphasises more specific
aspects of the British sector. A theoretical review is then conducted in the third
chapter; this introduces various early and recent theories which have given rise to
the eclectic paradigm. Some consideration is also given to matching its application
to construction services. The intention in this theoretical chapter'is to approach
the subject from several different angles. The stages-of-development approach is
described and some aspects of strategic theory (including Porter's) are examined.
Professional services theory is incorporated to enable a more focused view of
consulting to be taken. Chapter 4 sets out to discuss the subject of technology
transfer from a general perspective but most of the chapter is taken up with its
application in constructing consulting.

An empirical review in Chapter 5 describes the findings of some recent studies
involving the author in the area of construction consulting. This underlines many
of the practical issues which are investigated-in the main body of the empirical
work of later chapters. - The methodology is discussed in Chapter 6. In Chapter 7
the sixteen case studies are described in detail. Analysis of the findings supporting,
or not supporting, the hypotheses are covered in Chapter 8. A summary Is given at
the end of this chapter on the main findings. The next chapter assesses the
contribution to the literature made by the study. The eclectic theory, the stages-
of-development approach, strategic and professional services theory each receive
some assessment here.. The penultimate chapter provides policy recommendations
for consulting firms and other participants such as contractors and suppliers, host
and home governments as well as aid-agencies.: The final chapter assesses the
contribution of the thesis to selected policy issues, makes suggestions for future
work, evaluates the methodology and discusses briefly how the topic might have
been tackled differently. The Appendix includes some further tables, the
questionnaire used in the study and a selection of relevant publications by the
author in the field of construction consulting.
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CHAPTER 1 THE INTERNATIONAL CONSTRUCTION CONSULTING

SERVICES INDUSTRY

1- .

1.0 SUMMARY OF CHAPTER 1

1.

Consulting engineering services form a significant part of the construction

~ services industry.
Consulting, as part of the services sector, commonly involves considerable

interaction with the client and is staff intensive.

‘Consulting engineering firms are involved in project feasibility, design and

supervision of construction. The two other main parties are the client and
the contractor.

The consulting product is non-standard and intermediate and mobility is
required. Project size and complexity affect entry into the industry of new
firms. Construction is an "investment good" forming up to one tenth of GDP
iIn some middie income countries. Host governments' own sources and

“international aid funding both figure prominently in consulting projects.
- Service sector invisibles have grown in importance in the last two decades.

Most developing countries are still very weak in' consulting services,

- although aid agencies have supported the development of a local capability. -

Internationally no one firm dominates the market, although the USA and UK
share almost half of it, Asia being currently the most popular region.

Agencies, such as the World Bank, have a key role to play throughout the
world.

International consulting business is often initiated and sustained through

- networks of relationships. Consortia groupings and piggy-backing are

useful for smaller firms with limited resources. An overseas agent and
significantly joint ventures with a.local consulting ‘firm, leading to full
subsidiary’ offices abroad, are the further stages:of internationalisation.
Licensing and franchising are most uncommon in consulting but all-in
contracts such as package deals, turnkey, "boot” and management contracts
all provide a variety of organisational approaches for international
consulting firms.

There is a dearth of engineering capability in some less developed countries,
not least in consulting quarters.



9. Those firms who can offer suitable expertise will likely find a steady call on
their services: = several possibilities exist for wider involvement of
consulting firms in technology transfer activity.

1.1 CONSULTING ENGINEERING WITHIN THE CONSTRUCTION INDUSTRY

The Standard Industrial Classification for "Construction” defines the "industry" as

covering all the major activities associated with buildings and civil engineering
such as "erecting and repairing buildings ...constructing and repairing roads and
bridges ..." to "flooring, plastering, ‘plumbing... hiring plant  and scaffolding".(1)

Hillebrandt defined the Construction Industry somewhat wider to cover "all those
parties involved in the construction process including the professions, the
contracting sector (found within the HMSO definition) and, to some extent,the
suppliers of inputs to the needs of construction clients”. (2)

The Institute of Marketing has recognised a further distinction between civil
engineering and building: it has defined the civil engineering Industry as "most of
that part of the construction industry which is concerned with the design,
construction, maintenance or demolition of the “economic infrastructure of the
roads, and other communication facilities, and ‘public - works". 'The Building
Industry has been similarly defined, except that it covered *...all types of building".
Orsaah noted that there was very little to choose between the two industries and
they were better referred to under one heading of "construction industry”. (3)
Here It is the civil engineering side of the industry which receives the greater

emphasis, although building is not thereby excluded.

According to Wells, contractors have usually received the most attention whenever
the construction industry has been studied.(4) Neo (5) and Seymour (6) are two
examples of ‘this. Coverage of Consulting Engineering has been much less by
comparison. Two major reasons for this may be that firstly contractors are more
obvious because they handle that part of the construction process which is most
publicly on view: and secondly that contractors usually publish annual accounts..

The particular area covered therefore, in this work, is the Consulting Engineering
side of the Construction Services Sector, which is termed here Construction



Consulting Engineering Services: (often this is shortened to the term Construction
Consulting). The place of Consulting Engineering and its importance are now
described more fully in relation to other parties in the Construction Sector. |

1.2 THE SERVICES SECTOR AND CONSULTING

The services sector has a number of distinct features such as intangibility,
inseparability, non-standardization and product perishability. (/) The more usual
activities covered under services are: "accounting, advertising, banking, business,
professional & technical services, communications, construction & engineering,
health, information, insurance, legal services, entertainment, tourism and
transportation”. (8)

Generally services can be grouped according to the relationship that the service
organisation has with its client or (customer) with particular respect to how much

room there is for customisation or judgement, what the nature of supply and
demand for the service is and how the service is to be delivered. ()

Consulting services contain a major element of intangibility coupled with the need
for high credence qualities on the part of the client. (10) Any professional service
activity (such "as consulting engineering) usually involves a high degree of
interaction with the client as well as a high degree of customisation. (11)  There
are not inconsiderable staffing-priorities required in consulting: leading them to

operate with low amounts of capital and relatively high levels of staff, or labour
(12)(see Table 1-1) (13)

1.3 MAIN PARTIES IN THE CONSTRUCTION CONSULTING SERVICE
SECTOR |

Participants

There are many participants in the construction process. These consist of clients
who place the orders and who are often the end users as well, professional firms
(consisting of consulting engineers, architects & quantity surveyors) and
contractors. The range in size is from small firms up to large companies and these
cover building and civil engineering activities, which themselves incorporate



LABOUR INTENSITY OF SOME BROAD SERVICE GROUPS

LOW LABOUR-INTENSITY SERVICES Coe CAPITAL : LABOUR RATIO
Electric Ulilities, Gas Sanitation Services - - - 14.21
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Source : Schmenner (86) - C -« - "TABLE" 1-1



mechanical, electrical and process elements. {14)  There are also related capital
goods manufacturers and suppliers. However, the main parties involved in a

traditional civil engineering project, with whom the consulting engineer relates
are the client and the contractor, which are each now given greater description.

In the public sector, the client can be - a government department, public
corporation, nationalised industry or a local authority: alternatively in the private
sector it can be a company, such as a large multinational deveioper. a group of
people or just an individual. The decision-makers on projects could bq”eﬁat various
levels within a client's organisation depending on the project. Host country clients
sometimes have sufficient strength within their own in-house engineering

organisation to carry out all or part of the project work themselves. However, on
larger international projects, a consulting engineering firm is often commissioned
to act for the client as the Engineer, which involves accountability for management
and technical direction of the project. The way the parties interrelate in a
conventional civil engineering project and the activities employed are illustrated in
Figure 1-1. (13)

The Consulting Engineer

Throughout the world, consulting engineers are involved in conceptualisation of

projects, preparation work prior to the contract stage, and supervision of
construction. Usually a client will look to the consulting engineer to advise on all

technical aspects of the work, but there is a growing expectation from the client
that other services such as training and finance will be provided as well.

The basis on which international consultants are sélecteé 'caln1 be the firm's general
experience in the field of the assignment, and the adequacy of the particular
proposed work plan and approach in responding to the terms of reference. The
effort and resources required to implement this, as well as the qualifications and
competence of the personnel proposed for the assignment are also major
considerations. Strict adherence to these criteria can often lead to the exclusion of
a local host consulting firm in the host country. (16) In order to match such
requirements, consulting engineers build up their own reputation based on
expertise, integrity, personal service etc. Personal rapport between the firm's



ORGANISATION OF CIVIL ENGINEERING
- CONSTRUCTION INDUSTRY
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(Government .
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principals and the decision ‘makers in the client organisation can have'an important
bearing on the choice that is made. (17)

#olp b
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At the bidding stage, when selection of a firm occurs, there are essentially three
types of bidding system, in which the consulting firm might engage: open, selective
and negotiated. In the "open” system the brief is sent to all consulting firms who
apply and there is no limit-to the numbers of returns. Selective tendering is the
most common and has gradually replaced the negotiated system, although certain
clients still prefer to deal with one firm who acts as their sole adviser, if
necessary in a managing capacity. Selective tendering or bidding, which is
encompassed by fee competition in domestic consulting, is expanded on in Chapter 2.

In the initial stages of a construction project, a proposal report is usually carried
out, often leading on to a more comprehensive feasibility study when a number of
priced alternatives are offered. (See Figure 1-1).. This may then be followed by
the detailed design stage which provides calculations, drawings and documentation,
prior to tendering and the contract award, when construction is undertaken.
Supervision of construction may follow in addition, and this-can involve monitoring
the contractor's work and making recommendations on payment, and sanctioning
claims for extra work. (18) - Technology transfer may also be a further
requirement of clients, and this is shown in Porter's value chain which appears in
Chapter 3.

The Contractor -

At the construction contract stage, prequalification of contractors may be required:
a consultant could be involved here on behalf of the client in vetting of contractors.
(19) On a traditional project, the client has a contract with the main contractor
who is responsible under the contract for all the other subcontractors & suppliers.
The contractor who traditionally concentrates on the construction phase of the work
has the task of acquiring materials, organising labour and carrying out the work.
In certain cases a client may elect to nominate a particular supplier as say in the
supply of some major equipment from a capital goods manufacturer with whom the
client and consulting engineer may have been in consultation throughout the design
stage.



1.4 THE CHARACTERISTICS .OF THE CONSTRUCTION INDUSTRY

Features of the Consulting Product

At this point, it is appropriate to examine salient features of the construction
industry as relevant to consulting. Unlike manufacturing, there are few
opportunities for mass production: while a certain amount of repetition is possible
in some subparts of construction, very little is possible in the actual overall
process itself. Indeed, Wells has argued that there is no such thing as a standard
construction product.(20) Although designs may appear to have similarities, there
is a certain uniqueness about each construction product that is not found in the
manufacturing sector, due to the specific nature of the location. This uniqueness is
particularly so in civil engineering works where geotechnical and land
considerations have a greater influence on the design of the product. The building
side of the industry is less influenced and it is more possible here to achieve
economies of scale through similar repetitive phases of building construction. (21)

There is a certain irreversibility about the actual construction process itself,
seeing that the services of the construction firm can be sold only once in any
project.’ "Once the service is sold, it becomes embodied in the final product which
is custom built for the client".(22) Compared to most consumer products,
construction consulting is expensive and there is a much longer time scale for its
production. In consulting this can amount to a period of many months or years,
longer in fact than the constructional contract period. The consultant's work does
not have to be so continuously tied to the site although the product being produced is
specifically related to it. Usually the detailed design phase is not begun until a
commission (contract or order) has been placed. ‘

Demand in Construction

Construction activity can play a "dynamic role in the process of economic growth
and development".(23) This is due to the products of the sector being "capital” or
"investment"” goods.” These are not consumed for their own sake only, but they
contribute to the "production of other goods and services or means of production®.
The construction process is thus intermediate in that it involves the creation and
transformation of designs and associated services into a final product, such as a



completed bridge, road or hospital etc. (24:25,26)  Approximately one half of all
investments in capital goods are in the products of the construction sector in both
rich and poor countries”. (27) According to Seymour, the contracting product that
is offered relies upon "human rather than physical capital... which comes down to

technical and managerial competence and also experience" (28) and this is even
more so in consulting. )

LAy

In any country, when the economy has suffered even slight setbacks, it has led to
private sector clients postponing investment plans for new facilities. Governments
similarly have regulated demand by cutting back on project work in the public
sector. (29) For instance, any nation's government ministries can ‘easily control
the amount of funds released for new motorways or they can boost or restrict the
school building programme. Some of these activities are related to national

preference or, in the case of airports, the demand for air passenger flights which is
a function of individual prosperity.

Demand for construction services can also be linked to growth in population. In the
latter part of the 20th century the population of the world is expected to expand
from- 5 to 6.5 billion with nine tenths of this occurring in developing
. countries.(30) Such changes are likely to lead to increased demand in construction
in the nineties although where this occurs in the very poorest countries, as the

next section shows, there may still be severe constraints on future construction
growth.

. « e
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Construction work can be regulated by the Government's own management of the
economy indirectly as, for instance, in raising interest rates, or directly via
various public sector organisations who act as clients. Because of the length of
some projects it is'sometimes undesirable to restrict funding already committed so
that instant regulation of expenditure on construction is not quite so easily achieved
as would first seem to be the case. Nonetheless demand is cyclical and construction
firms have to look around for ways to balance their project portfolios to assure
their own supply of work. One way that consulting firms even out their workloads
is by pursuing overseas work, such as aid projects. Chapter 5 discusses some of
the merits of this activity.



Mobility of Consulting

Neo has also pointed out in contracting that the construction process, and not the
physical product, is the mobile element.(31) As has been shown, for the most
part, consulting firms cannot generate demand and they must therefore move some
of their service to the geographical area where demand is located. In consulting
engineering this means that a visible presence, in the form of an office, is needed to
obtain project work and this must be close to the client although the actual design
process may or may not be conducted there. Leaving the client's wishes aside,
design has:to be carried out in conjunction with visits:to the eventual construction
site particularly in the early formative stages. There must therefore be a
significant attachment to the geographical location of the project, which is linked in
turn to the form of internationalisation, which is discussed in greater detail later
on in the chapter.- -

Demand for the individual firm is usually based on the dual factors of the firm's
project expertise and the local availability and experience in that environment.
The supply-of firms is also linked to -two further factors of note: the size of the
project and its complexity. Since financial and technical capability are related to
firm size, this-can restrict the number of firms able to apply.

Entry into the Industry

For consulting engineers entry for new firms is usually achieved by -individuals
setting up on their own on the basis of reputations gained on particular projects.
The size of projects that can be undertaken is restricted by the resources available
to a firm. Firms can enter the industry if they can muster sufficient expertise and
know-how: for some they are able to acquire expertise by buying It in. A smaller
firm normally would graduate up the scale of competence by successfully taking on
larger and larger projects. Unlike contracting, even small firms in consulting can
be entrusted with quite large projects although it is still just as necessary o
convince the client that the relevant skills are within the firm and there must be a
complementary financial capability to fund the business until bills arepaid.-

Prior to selection by a client, it is necessary for a consulting firm to prequalify in
the first instance: a firm may seek to differentiate its product and service -from



those of competitor firms by various types of organisational ‘arrangements," which
are discussed later on in the chapter.” Once firms bid in competition, price becomes
more of a determining factor since the terms upon which they bid are specified by

the client. However many clients are far from certain as to exactly what they. -

require and there are opportunities to offer a differentiated service which is not
necessarily price dependent. Chapter 5 expands upon some factors other than price
that contribute to success or failure in the bidding situation for construction
service firms.:

Gross Domestic ‘Product and Construction Growth

In construction, according to the country selected, value added as a proportion of
gross domestic product (GDP) can average at anything between 3 and 8%.
Employment in construction has usually occupied a similar share (32) (see Table
1-2). (33) | building materials from other sectors of the economy are also
included, this figure can rise to 10 %. In less developed countries value-added is
often below 5 % of GDP but here the manufacturing sector is frequently weak and
agriculture occupies a larger proportion of the overall economy. (34)

Using two decades of figures from 1960 - 1982, Samad conducted an analysis of
national accounts, as found in World Bank sources of information. These indicated
that the low income countries are unable to spend much at all on construction: in
fact they fall behind in their spending even though they have the most to achieve.
On the other hand, others of the low income countries and most of the middle income
countries appear to spend much more as a proportion of their overall budgets on
construction. This is most certainly due to their great need of infrastructure
improvements and also their policy of placing a high priority on the construction
budget. Government ministers operating such budgets actually wield considerable
powers of influence within the country. As countries become richer however,
many of them revert to a situation of allocating less as a proportion of GNP to
construction objectives. (39,36,37)

In examining the growth rates of construction, Wells (38) also found that this was
greatest in the middle income countries (up to $ US 2000 per capita). In the two
lowest economic category groups (Gp 1 and 2), the construction growth rate was
always more than the growth rate of GDP and was ahead of manufacturing except
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THE AVERAGE CONTRIBUTION OF CONSTRUCTION GDP, GCF &

EMPLOYMENT IN COUNTRIES GROUPED ACCORDING TO INCOME"

"

VARIABLE

(under US $

per capita)

Value added in
Construction as % of

GDP
Capital tormation in
Construction as % of

GDP
Employment in
Construction as % of
Construction as a % of
GRCF

GROUP 1

350

3.6 (23)

8.9 (13)

3.1 (9)

56 (13)

- GROUP 2

350-700

5.2 (21)

10.6 (10)

3.4 (14)

53 (10)

" GROUP3

700-2000

5.4 (31)

13.6 (27)

6.6 (22)

55.4 (26)

" . GROUP4
7 52000

7.3 (27)

13.5 (23)

8.1 (26)

57.5 (23)

Note: Figures in brackets represent the number of countries included in each

group.
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Source : Wells (86)
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AVERAGE GROWTH RATES OF CONSTRUCTION IN COUNTRIES GROUPED -
ACCORDING TO INCOME .

VARIABLE

(under..US $
per capita)

Rate of growth of
construction
output (% p.a.)

Rate of growth of
GDP

Rate of growth of
manufacturing

Observations
(No. of)

GROUP 1
350

5.9

3.5

5.5

(12)

GROUP 2 GROUP 3
-380-700 700-2000

5.2 8.6 -
4.4 5.9
6.4 7.7

(14) (24)

Note: Growth rates are for the twenty year period 1960 - 1979

Source : Wells (86)
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GROUP 4

>2000

3.6

5.0

6.4

(19)

TABLE 1-3



in the very poorest of countries (see Table 1-3). (39) In industrial and high
income countries, the trend was reversed and the rate of growth in construction

was below that of GDP and also of manufacturing. (40)

¥

For "all” developnng countries, the average annual percentage change in GDP has
averaged at around 6 % from 1965 to 1980 with a lower flgure of about 4 %
thereafter. (41) Patterns of construction growth also show that construction has
not been as buoyant in the eighties as in the seventies. It can generally be concluded
that construction is in the vanguard of developing countries’ economic growth and
government prioritise their construction budgets accordingly. Groups such as
consulting engineers are directly affected by these priorities, particularly if their
work Is predominantly in developing countries, (as Chapter 2 suggests for British
consulting firms).

Cash and Credit Arrangements

Most international projects are organised on a cash basis or a credit basis. Cash
projects allow payment of money to the construction organisation from the client or
aid agency whereas credit projects involve a need to arrange the finance. (42)
Throughout the world, credit arrangements vary according to the project under
consideration. In Asia, as for example, Indonesia has issued a decree calling for
funding of loan periods, up to 25 years, with 7 years grace at 3.5 % interest. This
has been in response to Japanese organisations' offers of 30 year loan periods with
10 years of grace and 2.7 % interest. (43)

Aid Funding

Consulting engineers derive a considerable portion of their overseas work from
cash projects due to their preference for limited involvement in arrangement of
finance. Often this occurs via aid funding which is outwith a host country’s own
sources of income. Aid from the major developed OECD countries is monitored by
their Development Aid Committee (DAC). The total flows of financial resources and
net development assistance (ODA) from DAC countries to developing countries and
multilateral agencies, has fluctuated considerably in the last twenty years.

Countries have given widely different percentages of their GNP (see Figure 1-2).
(44) In 1988, this varied from 1.12% to 0.2%, which is in contrast to the
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AID AS PERCENTAGE OF GNP 1988

NORWAY 1.12

NETHERLANDS
DENMARK
SWEDEN
FRANCE
FINLAND

CANADA

AUSTRALIA
BELGIUM
GERMANY
ITALY

DAC Total
JAPAN

SWITZERLAND

UK
NEW ZEALAND

AUSTRIA

IRELAND

0.2

USA 0.2

0 0.2 0.4 0.6 0.8 1 1.2

Source : ODA (89) % OF GNP FIGURE 1-2
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position a decade earlier when- the- variations were much more in line for all
countries.  The official development assistance for the main industrial DAC
countries is indicated in Table 1-4, (49), amounting to some £27 million in
1988. Aid is usually allocated on a multilateral or bilateral basis.

Multilateral aid tends to be channelled by donor countries through aid agencies with
no specific limitations on how the aid will be spent. Bilateral aid, on the other
hand, is given with set conditions usually requiring that some of the funding will be

spent to procure needed resources from the donor country. In the construction
services sector, this has direct benefit for each of the parties described. |

I!E 1

The Services Sector and Invisible Earnings

In recent years, the services sector in both developing and developed countries’
alike has begun to attract a growing share of direct investment. In the seventies,
this rose by about 5 % in both sets of countries. ' The manufacturing sector also
grew by this amount in developing countries although this was not reflected in
developed quarters. Exports from developed countries have climbed at the expense
of ‘developing countries over the last three decades. As far as consulting’is

concerned it is more meaningful however to examine the area of invisible earnings.
(46)

A small number of countries dominate the world's invisible earnings. It is to be
noted that just eight countries found their way into the world's top five invisible
earners between 1972 and 1986. Of these the USA, UK, France and West Germany
were prominent in every year, with the USA and UK being in first and second place
on every occasion. In volume terms, the USA has taken a fifth of all invisible
exports and’Britain has taken one sixth. World invisible trade stayed remarkably
constant at about a quarter to a fifth of all trade for the years 1972-86. (47)

oo

P -y

1.5 CONSULTING SERVICES IN DEVELOPING COUNTRIES

The Limited Extent of Local Consulting Services

Sapir indicated there was a lack of a centralised body of data on consulting services
but he did seek to redress this balance by highlighting some differences between

14



WORLD AID FLOWS - OFFICIAL DEVELOPMENT ASSISTANCE

.- "
”””””

e R 1984 - 1986 1988
DAC COUNTRIES €M . %OFGNP EM %OFGNP €M %OFGNP
AUSTRALIA ~+ "~ 581" - 0.45 513 0.47 612 0.46
AUSTRIA- =~ =135 - = '0.28 135 0.21 170 0.24
BELGIUM -~ :334 .- 0.58° - 373 0.48 332 0.39
CANADA 1216 0.50° ° 1156 0.48 1314 0.50
DENMARK -~ © . 336 - ' 0.85 474  0.89 518 0.89
FINLAND - 133 0.35 213 0.45 = 342 0.59
FRANCE . 28835 0.77 ~ 3482 0.70 3907 0.73
GERMANY ~ . 2082 -:0.45 - 2613 0.43 2639 . 0.39
IRELAND 26 ©  0.22 42 -0.28 32 0.20
ITALY 848 0.28 1639 0.40 1691 0.37
JAPAN -~ -« 3232 ~ +0.34 3842 - 0.29 5128 0.32
NETHERLANDS 949 1.02 1187 1.01 1252 0.98
NEW ZEALAND 41 - 0.25 51 0.30 58 0.27
NORWAY 404 - 1.03° 544  1.17 555 1.12
SWEDEN - 554 © 0.80" 743 0.85 861 0.87
SWITZERLAND =~ * - 214 0.30 288  0.30 345 0.32
UK - 1070 "~ 0.33 1185 0.31 1485 0.32
USA 6518 "0.24 ' - 6523 0.23 - 5489  0.20
DACTOTAL *21508 - -0.36 25004 0.35 26730 0.35
ARABCOUNTRIES * - 3266° - - 1.54:. - 3071. -1.83 - 1312 - -na
CMEA COUNTRIES 2546 n.a - 3164 - n.a n.a n.a
OTHERNONDAC ~ 473 - na -~ . 513" na - 385 n.a
TABLE 1-4

Source : ODA (89)
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developed and developing countries, using information from the World Bank on the
local - and foreign inputs to projects. During the period 1971-80, project
disbursements amounted to $30 billion of which just under half was allocated to

equipment suppliers, a third to construction, 13 % to miscellaneous goods &
services and 7 % to consulting. (48)

While the developing country local sector possessed certain comparative advantages
in the "construction" phase with slightly more than half of the market, the position
of consulting services and equipment suppliers was relatively weak, representing
only around 15 % of the market. Although there were increases in the share of
local suppliers to construction over the period, there was no comparable increase
in consulting. He observed that at the early stages of a country's development,
activity tended to be "concentrated in construction and civil engineering as well as
in preinvestment services in general®. As industrialisation progressed the scope of
consulting widened to include a greater number of industrial projects. (49)

Development of a Local Capabllity in Consulting Services

By the eighties, Dickerson expressed the policy of the World Bank as "supporting
the development of local capability and the promotion of the intellectual and
practical development of a country's human resources". One evidence of this was
that "25 % of the Bank's disbursement for consulting services went to local
consultants”. This supported the figures of Sapir and suggested there had been some
significant increases even in the early eighties (from 15 -to 25 %). Despite this
trend, the Bank was reluctant to oversupport "local firms who had not yet acquired
the necessary skills and experience”. (50)

Taking as an example one particular country (Indonesia), a review was made of
government contracts there and for medium to large projects in 1983 it was found
that, in terms of manmonths, just over half of all engineering work was done by
foreign consulting companies, but in-terms of money the foreign companies share
was almost three quarters of the value of the engineering work. Where local
consultants are used, most of the good consultants were overloaded with work: and
much of the capability that was left was split up between a variety of small firms

who on their own lacked the capability to carry out-even a medium sized project.
(51)
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According to Abbott the development of a local construction sector in the host
country has been more difficult to achieve for consulting than for contracting, since
they have to face the same kind of constraints and many more, "such as lack of work
continuity and consequent cash-flow problems, a lack of commercial knowledge,
irregular selection procedures, inadequate rates of pay and payment delays as well
as the tendency for the government to use in-house technical departments rather
than private sector firms". Obtaining track record and experience also seems 1o
take far longer than the equivalent in the contracting sector. None of this has been

helped by the fact that government clients have often paid lip-service to the

‘improvement of local industry, and yet have persisted in directing demand to
international firms. (52)

Faced with such a situation it is not surprising that many developing ‘country
clients have been calling for technology transfer arrangements to be incorporated
into their projects. Before this topic Is discussed further it is necessary first to

identify the competition ‘and some of the major players in the international
consulting sector.

1.6 COMPETITION, PLAYERS ' AND RELATED -INTERNATIONAL
ORGANISATIONS - . . o

The Climate of Competition

The process of seeking out and bidding for international projects is onerous for the
consulting sector and is one of the major differences between domestic and

‘international projects. Although firms will have many projects running at
different stages at any one time, consultants must maintain a balanced cash flow ana
be able to finance a small number of projects out of working capital. Levels of
work -in the international market are high and this attracts a greater number of
international competitors. As a result, many clients find themselves in a strong
position of being able to call for onerous bonding conditions: these add to many of
the other risks that consultants face such as currency fluctuations and late payment
as well as working in a highly competitive environment.

‘According to Seymour, competition in international construction does not take place
in a true oligopoly, because "none of the firms have a large enough share of the
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market to make a significant contribution to total market output: oligopolistic
influence is limited by client powers and barriers to entry may not be efficient".
(53) In internatlonal consultmg, although there are many large international
firms, no one of them has any sugnmcant share of the market. The international

industry is mainly represented by upwards of 200 firms, some of which are now
described.” *

Major Players in International Consulting

In terms of the tob <00 consulting design firms in the world in 1989, as récorded
by size of foreign earnings per firm, there were some ten firms only with over
$100 million in 1988, twenty firms with over $ 50 million and a hundred with
over $ 10 million (see Figure 1-3). (54) As regards the world's top firms, it is
not very meaningful to highlight any single firm in the world because none of them
thoroughly dominate the market. For instance, only five of the top ten firms in
1983 were still in that position in 1988 (see Table 1-5). (54,55)

Talzing" the top 50 or so firms, listed in the same table, it is apparent that between
1983 and 1988 the USA was the country with the largest representation. Canada,
West Germany, UK and the Netherlands all mcreased the number of their firms,
while USA and France reduced: Japan, Sweden, leand Belgium, Norway, ltaly and
Switzerland held their own. For some countries (i.e. the Netherlands), there has
been a tendency to have only the very largest of firms competing in the world
market, whereas Eéuntriés such as the UK have a greater number of firms scattered
down the spectrum: (the British consulting éebtor receives wider discussion in the
next chapter).

A L

In the main continents of the developing world, of all foreign commissions obtained
in 1982, the Middle East accounted for two fifths, Africa and Asia a quarter each
and Latin America a tenth. However by 1988, Asia moved into the ascendancy (two
fifths) with the Middle East dropping back to being much the same as Africa (a
quarter) (see Figure 1-4). (55,56) ”

As regards the attractiveness of the world's regions, by value of foreign fee
earnings, Asia ($1150 m) was the most popular market in 1988, followed by
Africa ($824 m), the Middle East ($ 809 m) and then Latin America ($ 322 m)
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WORLD'S TOP CONSULTING FIRMS IN 1983 & 1988 (* marks British
Firms) ' )

1983

1988
1 Louis Berger (US) Lavelin (Canada)
2 Holmes & Narver (US) CRSS (USA)
3° Internationl Engineering (US) Louis Berger (US)
4 Lavelin (Canada) NEDECO (Netherlands)
5 Dar Al-Handasah (Lebanon) Holmes & Narver (US)
6 NEDECO (Netherlands) Nethconsult (Netherlands)
7 Ove Arup (UK) Jaakko Poyry Oy (Finland)
8 Planning Research (US) Tractebel (Belgium)
9 Tractionel (Belgium) Simons Intl (Canada)
10 Norconsult (Norway) Nippon Koei Co (Japan)
11 Scott Wilson (SWK) (UK) Dar Al-Handasah (Egypt)
12 CRS Srirrine Inc. (US) - Fugro-McClelland (Neth)
13 SNC Group (Canada) Energoprojekt (Yugoslavia)
14 Sir William Halcrow (UK) Mott McDonald (UK)
15 Sofresid (France) Lahmayer (W Germany)
16 Nippon Koei Co (Japan) - Pacific Consultants (Japan)
17 Daniel, Mann (US) Electrowatt Eng (Switz)
18 Naco (Netherlands) SNC Group (Canada)
19 Warley Engrg. (US) - Ove Arup (UK) "
20 BCEON (France) BCEON (France)
21 Jaakko Poyry (Finland) DHV (Netherlands)
22 Motor Columbus (Switzerland) Maunsell (UK)
23 Pacific Consultants (Japan) Hill International (US)
24 Sir Alexander Gibb Golder Assoc.(Canada)
25 SOGREAH - SOGELERG (France) Ewbank Preece (UK)
26 King-Wilkinson (US) Rail India TES (India)
27 Ewbank Preece (UK) Sargent & Lundy (US)
28 Monenco (Canada) SOGELERG (France)
29 Maunsell (UK) Harza Engineering (US)
30 Electrowatt (Switzerland) Bonificia SpA (ltaly)
31 SWECO (Sweden) Monenco (Canada)
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32
33
34
35

36
37
38
39
40
4 1
42
43
44

45
4 6
47

48

49

50

o1
52
53
54
55

Source :

Gibbs & Hill (US)
Binnie & Ptns (UK) ’
Harza Engineering (US) ’

Fichtener Consultmg (W Germany)

Lahmeyer (W Germany)
W S Atkins (UK)
Skidmore (US) =~ 7 oy

Nucleare ltaliana (ltaly). .

Merz & McLellan (UK)
SERETE (France)
Gilbert/Commonwealth (US)
Mott Hay & Anderson (UK)

~ SORFETU (France)

A Epstein(Us) =~ 7 e
Kampsax (Denmark) . ..
Acres Consulting (Canada)
Khatib & Alami (Lebanon)

De Leuw, Cather (US)

~'Litwin S A (France)

Weidleplan (W Germany) -~ "~ *

McClelland Engineers (US) = . *

The Kuljian Corp (US)
Doxiadis Assoc (Greece) ’
Hidroservice (Brazil)

ENR (84) (89) -
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Frederic R Harris (US)
Acer Consultants (UK)

Scott Wilson (SWK) (UK)
Suter & Suter (Switzerland)

Euroconsult (Netherlands)
De Leuw Cather (US)

‘Binnie & Ptns (UK)
- Norconsult (Norway)

SWECO (Sweden)
ICF-Kaiser (US)
Lester B Knight (US)

‘Dames & Moore (US)

Carl Bro Group (Denmark)

Sir William Halcrow (UK)
Parsons Brinckerhoff (US)

Cowiconsults (Denmark)

Dorsch Consult (W

Germany)

Sandwell Swan (Canada)
Weidleplan (W Germany)
Sir Alexander Gibb (UK)

W S Atkins (UK)

GOPA Consnts (W Germany)
WLPU Consultants (UK)
Ralph M Parsons (US)

TABLE 1-5



TOP INTERNATIONAL CONSULTING FIRMS GEOGRAPHICAL
DISTRIBUTION OF DEVELOPING COUNTRY AREAS BY YEAR
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(see Table 1-6). (57,58,59) - The shift in the popularity from the Middie East to
Asia is further illustrated by the number of offices of the top 200 firms in the
world in two of the larger countries: Saudi Arabia recorded a drop from 129

offices in 1983 to 82 offices five years later, while Indonesia by contrast rose
from 85 to 111 offices in the same period.

Developing Country Consulting Services

As has already been observed, developing countries remain very weak in the area of
consulting services. (60) Of all work undertaken overseas, less than 5 % can be
put down to developing country firms, these being represented by such nations as
Egypt, Brazil, India and Taiwan. (61) It would be true to say therefore that, even
in the eighties, the industrialised countries’ position has remained relatively
unchallenged for. consulting services, particularly in those areas which are most
technology-intensive.

Funding Sources Overseas

ri" ':‘E. y L; }'E
-
P

In view of the relatively underdeveloped nature of local financial institutions in
many host countries, relationships with the international financial agencies are a
valuable asset to consulting engineers and are therefore pursued by them. This is

all the more important because such agencies directly influence the commissions -
placed for construction consultancy services and they assist in the selection of

technical consultancy firms in conjunction with host governments. (62)

International Ald and Related Organisations

There are a wide number of international agencies. The major ones are the World
Bank, (including IBRD, IDA and IFC) and the United Nations (including WHO, UNIDO
etc.). Other aid bodies or banks are mostly regionally located such as Asian and
African Development Banks: alternatively some like the Kuwaiti and Saudi banks
are country based.
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Information on these projects can pass to consulting engineers: through such
channels as the nations' commercial attaches or more likely from the banks and
agencies themselves via their regular publications summaries and bulletins. The

earlier stages of project information are also available from aid or bank sources

direct. Consultants interested in aid projects are able to register centrally on
DACON (Data on Consultants) without -having to fill in-the 'same information
repeatedly for different agencies. The European Development Fund (EDF) allocates
money to certain African, Caribbean and Pacific (ACP) countries and to some others
in Asia & Latin America. - Registration is necessary at some headquarters, such as
the EDF, whereupon official information is circulated.: Most agencies expect to be

approached by interested parties as and when project: work is backed by these
agencies. (63,64)

&J
= 7 ‘% e

In addition to regional areas' own funding agencies, one of the major funding sources
of ‘construction projects is the World Bank. ‘Up to'40 % of the World Bank's

projects was spent on construction in the early eighties. (65:66) While this
might seem a‘generous prospect, Dickerson has pointed out that even the most
successful developed country consultant would normally secure only 10 - 15 % of
their work' from World Bank financed projects. This means that many other
sources have to be investigated by the -individual consulting firm, although the
domestic market may provide around half of all their work. (67) - The total lending
of the World Bank in 1985 was $14,500 million: " its aid budget was far greater
than that, say, of the Asian Development Bank: - in the sector of transportation

alone, for example, figures -were $ 1800 million and $ 220 million respectively.
(68,69)

Aid from the World Bank has been distributed to a wide variety of geographical
areas. The kinds of sectors which have been supported are: "agriculture & rural
development, energy, .industry,- other activities ~such ~as heaith,
telecommunications, transportation and water- supply & -sewerage. Of these
agricultural development, energy and water have all been consistently supported
over the seventies and eighties.: (70}

One organisation which brings influence to bear upon the international aid agencies
is FIDIC ' (Federation Internationale des Ingenieurs-Conseils).  This is an
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international association which helps its consulting members to be in touch with
worldwide developments and it is also a useful source of information on the
international consulting sector. In the five year period up to 1984, between a

third and a half of FIDIC's membership came from developing countries.
(71,72,73)

Having discussed the major players and related organisations in international
consulting, it is appropriate to examine the manner in which these firms have
internationalised their business through various stages and organisational routes.
In the construction consulting services sector, it is important to remember that
parts of the service may need to be provided at the point where it can be delivered
to the client most effectively. Since there is a need to supply some of the consulting
service in the market, this has a bearing on the nature and forms of
internationalisation that pervade the industry.

1.7 INTERNATIONALISATION IN THE CONSULTING SECTOR
Overview of Internationalisation

Firms begin to engage in international work by first developing their contacts
through informal networks of relationships with other parties in the industry.
Consulting firms who are not able or willing to work abroad on their own are likely

to join together in consortia or link up in semi-permanent associations. Piggy-
backing may be an alternative with larger organisations who already have
experience of overseas projects.

Alternatively a firm may elect to conduct overseas work on its own or establish
links in the host country through an overseas agent in the first instance. It may
then see fit to develop a partnership in a joint venture with a local consultant. This
could be an ad-hoc arrangement for the occasion or a more formal sharing of equity
over the medium term. Alternatively a firm would endeavour to establish its own
wholly owned subsidiary if the circumstances in the host country were favourable.
This progression is indicated in Figure 1-5.

Foreign direct investment (FDI) would be deemed to occur when a firm had a
separate productive design operation in the host country, from which it could also
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carry out marketing and information scanning. In such a situation the firm would
be investing in the productive phase of the consulting process overseas rather than
in its own home offices and this would involve a full subsidiary office. There are
various other forms of organisational arrangements, in which consulting firms are
active when carrying out international projects. Licensing and franchising are
touched upon but they are not to be found very often in consulting. Package deals,
turnkey, build-own-operate-transfer ("boot") and management contracts are all
used invariably in response to a client's perceived requirements in this respect.

However, joint ventures are a more common route for consulting firms to adopt. In
the discussion which follows each of these options is described.

Networks'

Many consulting firms from different parts of the construction sector have come to
cooperate and interrelate with each other in networks in order to conduct their
business at home and overseas. This contact network embraces the clients,
subconsultants, contractors, suppliers and equipment producers who were
discussed earlier in the chapter. Each of these can provide a certain amount of
information on projects. Such contact between the parties can occur effectively at
both a company and a personal level.

The network arrangement works on the basis that'each firm is dependent on
resources controlled by other firms, access being gained to them through their
position in the network. Each firm would expect to interact with other parties and
any. common orientation would manifest itself in a "common language regarding
technical matters, contracting rules, and standardisation of processes,”products and
routines”. (74)

In order to get into new markets, a firm has to build relationships which are new to
itself and its counterparts. Initiatives have to be taken by both the client and the
firm itself with old relationships being set aside in order for new ones to flourish.
Sometimes a firm becomes involved in a network because the client has taken the
initiative first. (75)

Most consultancies are reluctant to turn away work in case it might give a
competitor a chance to enter a close-knit and sometimeg longstanding relationship.
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Marketing in the formal sense is probably displaced by this kind of buyer-seller
relationship between client and consultant. (76) This concept helps to explain why
formal marketing departments do not always manifest themselves in various kinds
of consulting firms.

Firms cooperate with each other in order to develop their position in the network
or'to work their way into it. Sometimes informal cooperation only is sought
because a firm might not wish to take on too much competition. (77) Alternatively

it might prefer to be a runner-up or it might be happy to be relatively invisible.
Firms with-strong positions are more likely to seek formal cooperation. (78)
Johanson & Sharma noted that as consultants from different firms work together on

a project they get to know each other's capabilities: trust develops and the
relationship between firms keeps "developing and gradually becoming stable”. (79)

While networks offer firms the opportunity to cooperate with each other, at both
the early and later stages of internationalisation, sometimes smaller firms, due to
certain problems they have, find it convenient to form themselves into a consortia
in the first instance. -

Piggy-backing and ' Sub-contracting

Piggy-backing seems to be another good solution for the small firm. Here firms
join together voluntarily and the relationship is "closer than arms length but short
of a formal joint venture or merger®. (80) However large firms are sometimes
"reluctant to deal with small entities who are quite likely to generate large
nuisances and little return®. Smaller firms may have to form into groups prior to
seeking piggy-backing agreements: in doing so there are advantages in grouping by
a family of product disciplines or geographical areas. (81) This implies that small
firms may not be able to work on their own, in the first instance, even to benefit
from piggy-backing.  Piggy-backing also implies that subconsulting or
subcontracting will occur as work is passed on to other firms in the industry.

Consortia

Gathering market information on developing countries is not necessarily very
expensive but for the single small firm on its own it can be.. General data about
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country  markets or information on various standards and regulations might be
conveniently shared between groups of firms. The translation of English including

technical English is an example of "a formidable headache for a small firm". (82)

For small consultancy firms with up to 50 employees, the costs of bidding on
projects can be prohibitive, seeing they can only at best expect to win "one or two
assignments for every 10 tenders®. Small technical consultancy firms are unable
to spend the huge sums of money involved on international bids. Distance from the

market, lack of financial resources and the long time span needed to develop

contacts and become well known all conspire to make working overseas more
difficult.- (83) -

£
!- ‘H_.g‘. -

As a result some firms might seek to adopt a "consortium" approach. Several firms
band together into groups and then take on overseas projects. The marketing and
technical resources  of the participating -firms are pooled, independent offices are
set up and:the costs shared.: One beneficial effect is that more countries can be
covered this way. To be successful a consortium needs to be made up of firms that
can provide complementary specialisms. - One of these firms may need also to be
dominant so that it can provide a clear authoritative lead to the others. (84) Even
for dominant firms, the term consortia can also be used to describe an
organisational arrangement where several leading firms band together to handle the
extreme demands of a massive project.

Semi-Permanent Associations

Another version of the consortium is to form semi-permanent associations. In such
arrangements "no constituent unit has the veto power and no firm can stop the
others from participating in an assignment in the country". (83) Sometimes these
liaisons extend to sharing a joint overseas office with a particular brief to be in
touch with the financial institutions or aid agencies: an example of this is a shared
person in Washington to contact the World Bank. (86)

Licensing, Franchising and Countertrading

Licensing, co-production agreements and franchising are not be be found much at
all in the overall construction project process itself, although they do manifest
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themselves in subparts of the industry in the guise of various kinds of construction
techniques. These may be operated by suppliers who are likely to be involved in the
manufacturing of plant and equipment. It can be observed here that there is a much
higher proportion of physical rather than human capital.

Countertrading, where an exchange of goods occurs instead of payment, are also
rarely found if at all in consulting, although in contracting, land or raw materials
may, at times, be exchanged for services. One reason that consulting firms are not

involved in licensing is that the expertise to carry out design and feasibility is very
much tied up with the personal and professional qualities of the senior staff that the
firm employs. If this service were to be licensed, it would be very difficult to
assure a client that an adequate service was always fully available. Secondly, to
assign this work to others might be likely to lead to the firm being sued at a later
date for errors occurring when a project was brought to fruition at the subsequent
stages of construction and operation. The consequential effects of this, in financial
terms, would be more far reaching that the fee that the consulting firm had
charged, since this fee is usually only a proportion (around 5 %) of the overall
project cost. Franchising can occur in certain parts of the construction process,
(for instance in particular types of concreting, using novel methods) but here
again, like licensing, franchising does not impinge on the overall consulting

operation.

Package Deals

Consultants usually have established themselves with particular reputations in
certain areas of expertise but: many consultants have come to offer a much wider
range than they have originally been known for. (87) For instance some consulting
engineering firms have taken onto their staff economists, biologists,
electrical/mechanical people, architects and allied disciplines which enable them to
give a comprehensive service because "many clients particularly .like to have an
in-house capability for all skills that are required” (88)

In the last two decades, it has become more and more common to witness package
deals or all-in contracts taking place in the construction sector. Here consulting
engineers cooperate with contractors to provide a united offering to the client. The
firm providing the overall lead sometimes puts up a part of the front-end cost with
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one organisation providing feasibility and design services and another effecting
construction. While consultants and contractors appear to carry out very different
roles, Abbott has noted that the distinction' between them can become blurred in
these circumstances.: (89}

Francis, in tracking various recent trends, has pointed out that "frequently there
are opportunities to negotiate project business on a package deal basis involving
finance, design, construction: and commissioning® as well as training involving

technology transfer. (30) Where a package bid is mounted there is no guarantee
that any of the bids will be accepted and the firm acting in the lead may be asked to
bid later on the basis of another's submitted design. This can seem a very wasteful
process in view of the difficulty of organising any kind of copyright. Package deals
can be seen actually to be increasing costs to the client in the long run. However,
there are advantages in appointing one project manager who deals with the client on
behalf of the consulting engineer/contractor combined, although some concern has
been expressed from the client side at the added costs, bureaucracy and
communication difficulties. Altogether, these arrangements tend to be associated
most with" large multi-disciplinary projects or those specialist projects usually
found in the oil or chemical industries.

Turnkey Contracts

A further nomenclature used to describe a kind of all-in contract is the turnkey
contract. There is a slight difference here in that the client has to do the very
minimum, in fact only turn the key when the project is ready for handing over.
The firm undertaking a turn-key contract would carry out the "full range of
technical and managerial operations needed to establish an enterprise”... and then
would "turn over the management of the enterprise in full operating conditions to
the local owners as soon as they are prepared to assume responsibility”.
Construction of the facility, such as a factory or a dam, would be undertaken by the
firm with training and transfer of technology sometimes being provided for people
in the local recipient firm, (91) |

“-"\%y
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Management ' Contracts
Management contracts provide another variation for contract organisation (92);
these may be defined as "arrangements under which operational control of an

enterprise ... is vested by contract in a separate enterprise which performs the
necessary management function for a fee". (93) At various times, the consulting
firm may provide a management service for certain parts of the total process, one

common example being the provision of. senior managers to oversee the site
supervision stage. - =~ - . . - .

An alternative version of the management: contract for the consulting firm is the
provision of full project management services for a client. This often occurs where
the client does not have enough in-house strength to manage a project by itself. The
consulting firm in such a case would not necessarily be involved in the detailed
design but would oversee the work of other firms on behalf of the client at all stages
of a project. - : RN e
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"Boot"” ~-Projects - L S I R
These projects are an -acronym for Build-Own-Operate-Transfer. - Here the
incoming firm offers to share in the equity with the client and agrees to design and
build the project as in a package deal and then operate it. (94) This is particularly
suitable when a new power or water system is being introduced which needs a
steady process of adoption in the local community. Because of the requirement for
equity involvement, the -"boot" approach has not been as popular with consulting
firms as it has with some of the very larger international contractors.

Joint - Ventures S R

It has already been shown that considerable investment on infrastructure has been
going on for some years in-many developing countries. Even given some of the
problems experienced by some local consulting firms, many host government
countries have tried to encourage the formation of joint ventures so that they could
be less dependent on foreign firms. In response Western firms have been prepared
to accept local consultancy firms as partners mainly to ‘gain access to local decision
makers. Increased competition had also led to a greater emphasis on lower prices,
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leading to local staff sourcing for some of the'more routine tasks. (89) Cooperation
has taken place occasionally at the feasibility stage but more often at the detailed
design phase, once it has reached the stage of clear definition. This means that when
and if a local firm can be relied upon to fulfil this function, a measure of work can
be done locally.

From a construction contracting viewpoint, Cantwell & Dunning have noted that less
developed countries with-a small population, a low GNP per capita and an

unexpansive land area are unlikely to attract more than a short term commitment
from incoming firms. They observed that a local branch affiliate (or subsidiary)
would not necessarily be established because the firm could operate satisfactorily
through -contractual arrangements in the local situation and still maintain the
managerial control it needed for the time it was involved on a project. (96)

The process of linking-up with local entities in slightly larger countries when
incoming consultants arrive in a country seems to be a fully acceptable way of
conducting business. However when there are large numbers of international firms
competing, the quality of the local firms with whom each incoming firm agrees 10
collaborate can be far from uniform (37); some are local firms in their own right
and others are more "opportunistic agents, or front-men”, who can bring influence
to bear in the right places of government. (98)

In the Philippines, the government has required the "utilisation of local consultants
up to the maximum permissible mix, for transfer of technology purposes”; most of
the time this has led to ad-hoc joint ventures. (39) It would be true to say that

many clients in different countries have misgivings over joint ventures and prefer
to deal with a single entity: "they can then lay the door of blame at one identifiable
party” which becomes less complicated from an administrative and legal viewpoint.
(100) In this sense the all-in contract has much more in its favour.

In other parts of Asia, Sharma notes that various different policies regarding joint
ventures have been followed. (101,102) According to Eldridge it is becoming less
common in the world generally for a consulting engineer to establish a (full)
subsidiary in a developing country, although many of them still seek to maintain a
substantial number of offices worldwide. Ofteﬁ local firms are already established
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to some extent and the vehicle they seek for "the transfer of know-how may be via a
joint venture in one form or another. (103)

While the incoming firm sometimes adopts joint ventures because they feel they
will be more favourably placed with clients, more often they are entered into in
response to the client's own insistence, (i.e. as a second best alternative). (104)
Dickerson considered that by the mid eigbties in most developing countries the days
of mandatory joint ventures were over and that "few foreign firms would operate in
a developing country without a voluntary association with a local firm". Such a

voluntary joint venture brought with it "the motivation to put time and effort into
developing a practical business relationship and trust to make it work". (103)

Although the World Bank has encouraged joint ventures between developed and
developing consulting firms, they have been very much against “forced marriages”.
(106) " In the Bank's view, the firm acting in the lead "should be able to do the job
virtually by itself, and should possess not only managerial ability but most of the
technical ability". (107) Token leadership at the top of a joint venture purely for
idealistic or nationalistic aims is unlikely to yield more than patchy resuits.

In discussing global strategy Porter has noted the role of "coalitions” in this
process. By this ‘he meant "a whole variety of arrangements that include joint
ventures and many other kinds of inter-firm relationships". (108) Choosing and
managing coalitions has been considered by Porter to be among the more interesting
questions’”of“inte‘rﬂnétional strategy from the mid-eighties onwards. (109)
Although there are many reports of disaster indicating that success is not easily
attained yet they continue to proliferate. He also considered that "there is a great
need for research into coalitions at the level of both the academic community and
the corporate world" in view of the fact that they are "increasingly being forced on
firms by new competitive circumstances”. (110) In Chapter 7, this aspect of joint
‘venture coalitions Is addressed in so far as they impinge on consulting firms
involvement on technology transfer projects internationally. - Before doing so
however it is necessary to move closer to the main theme by examining some of the
objectives for technology transfer which developing countries have set themselves
in the recent past.
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1.8 TECHNOLOGY TRANSFER

Some Long-term Objectives for Less Developed Countries (LDCs)

In 1975 the United Nations Industrial Development Organisation (UNIDO) set as a
goal "that 25 % of the world's industrial production should emanate from Less
Developed Countries (LDCs) by the year 2000" . (111)  The bargaining power of
these countries was to be increased along with the transfer of technology to them.

Many of the objectives of the Third World were identified and some of these
appeared in a Commonwealth Report on technological development, where Mordell
explained further some of the drive for technology transfer. (112) He laid stress
on the large number of engineers who were continually required in the developing
world just to keep up with the expectations of development and population growth.
Part of the problem has been compounded by the high numbers of engineers leaving
engineering altogether at or before mid-career level.

Throughout these years, most developing countries have pursued active policies of
industrialisation while legislation was being introduced in a number of countries
for control the direction of foreign capital and technology. (113) However there
were barriers to this such as lack of risk capital, lack of entrepreneurial talent
and lack of technological know-how. Also there were problems of overpopulation
and surplus labour, which could all contribute to an undermining of the best laid

economic plans. (114) At the same time some of UNIDO's objectives were being
frustrated by distribution problems in the host country due to lack of
infrastructure, energy deficiencies and balance of payment & debt service
problems. (115)

At the end of the seventies, Wallender foresaw further moves in the eighties which
would require "local participation with foreign enterprises, greater diffusion of
foreign technology and increased internal self-help capability for science and
technology”. International firms who could bring themselves to understand how to
relate their technology to the perceived needs of host governments would achieve
not inconsiderable success and continuity for their operations. Such firms would go
in for thorough "technology audits” which would ensure that their own technology
was being adequately communicated to clients in a relevant fashion. (116)
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To the incoming international firm, developing countries have displayed a number
of attractive characteristics: some of the benefits sought from incoming investors

are shown in Table 1-7. (117) Sometimes governments have sought to unbundie
the technology package being offered to them in an effort to remove inappropriate
or too costly elements and also to allow them to compare one competitor's package
offer with another. (118)  Stoever questioned how much a developing country
could change its policies on technology transfer without driving investing firms

away. (119) A developing country had to get the balance right: on the one hand it
could try to extract too much from the investing firm who might then go elsewhere
or it could offer too much in the way of incentives and find it had paid too high a
price for the exchange. For the consulting firm too, it is just as necessary to strike
a correct balance in the way they conduct themselves in new forms of their
business such as technology transfer, examined in later Chapters 7 and 8.

4

1.9 IMPLICATIONS FOR CONSTRUCTION CONSULTING

As has been shown, most consulting firms begin by seeking information on an
overseas project by trying to contact the client or financial sponsor. The first
priority is to obtain a commission for a project: this may lead to the establishment

of a presence abroad in the country concerned. A further alternative may be to
obtain a subconsultancy from another firm. Networks of relationships around the

world are important and it is useful for a consulting firm to develop as many
contacts as possible. Firms may consider consortia with others and joint venture
arrangements with local firms in the host country.

The term exporting can be seen as the taking of the consulting service overseas
which then leads to work being brought back to the home office to be despatched, or
exported, in the form of a design. After a while it has usually been easier to
maintain this process by opening up a subsidiary office in the region or country
since work becomes more assured this way. When this happens there can be a
partial move towards a fully established subsidiary, or foreign direct investment
(FD!) but the actual physical design may still be done in the home office so there
can remain a mixture of exporting and FDI. This has relevance for the economic
theory literature discussed in Chapter 3.

34



BENEFITS SOUGHT BY DEVELOPING COUNTRIES FROM FOREIGN
INVESTORS

Technology transfer and technological training (a very important motivator for
seeking foreign investment);

The upgrading of technology in investments already in place:
An increase in the local productive capacity and industrial base:

Industrial diversification:

Increased local value added, i.e., more inputs locally produced:
Opportunities for local suppliers and contractors: .

Local ownership (full or part) of invested facilities:
Investment in remote or primitive geographic regions:
Increased employment:

The training and advancement of host citizens:

Facilities to establish industries or produce products which the local economy is
not yet able to provide (often to substitute for imports);

Exports and foreign exchange eafhings:

Government revenues.

Source : Stoever (85) TABLE 1-7
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While the predominant mechanism seems to be to open locally established
subsidiaries, the costs of these operations may push some firms, particularly those

not large in size, to use their associations with others in the network to share
facilities in an effort to cut down their high front-end costs.

On overseas projects, joint ventures can be used for a number of reasons, already
discussed, (such as to reduce risk, gain better access to the client etc.). Of
particular interest to clients is the actual transfer of knowledge to local firms or
indigenous personnel in client organisations. Here there may be active
encouragement from the aid bodies in the first place who can see this as part of
their overseas policy of development.

Different types of firm will want to see their activity overseas emerging in
different ways. For instance, there are growing developments for firms who can
carry out projects which assume that funds will be made available by the lead firm.
Consulting engineers in these situations are driven to either cooperate with
contractors (who have more of a financial base) or to begin to arrange finance
themselves thereby taking on more equity risk. Because of the need for cooperation
outwith the sector, the activities of other sides of the construction industry cannot
be ignored (i.e. contractors and the other professional groups already referred to

earlier). They are included therefore in the empirical evidence presented in
Chapter 5 and two of the case studies in Chapter 7 also cover this part of the
construction services sector. Sometimes clients want a type of management
contract where key personnel are provided for a short period to design and organise
a project for them or they require a full turnkey project which involves seeing to
the whole operation. The extent that consulting firms have taken on such complete
exposure has not been very great, although they do however become involved with

the turnkey contractors in carrying substantial proportions of the work.

Technology transfer for British consulting firms has been a partial requirement on
construction projects for some years. This seems to take place in a consulting
firm's overseas branch or subsidiary office, in the home country or elsewhere.
Firms have different policies and seem to derive varied benefits from their
involvement with such. Throughout the stages of internationalisation, therefore
various inputs for technology transfer appear to be sought from consulting firms,
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as has already been partly indicated. In the knowledge that the construction sector
is weak in many developing countries, and even more so for the local consulting
sector, this suggests several possibilities for wider involvement of consulting
firms in technology transfer activity. This theme is developed further in Chapters

4 and 7.
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CHAPTER 2 THE BRITISH INTERNATIONAL CONSTRUCTION

CONSULTING SERVICES SECTOR

2.0 SUMMARY OF CHAPTER 2

1.

Professional organisations in the British construction sector are organised
differently from those in other countries. The international interests of the
UK consulting sector are represented by the BCB and ACE.

Proven strength in the domestic market is often a prerequisite for

subsequent success overseas. Construction in the UK has seen a more
buoyant period from 1986 onwards.

Invisible earnings for professional firms in the British sector have been
well represented by consulting engineering; in the mid eighties, this
amounted to over £500 million.

British consulting firms took 14 % of the total developing world market,
the main regions being Asia, Middle East and Africa. The top 100 British
consulting firms derived half their business from overseas projects;
eleven of these were in the top 50 world consulting firms in 1987 but, for
British contractors, only five firms were represented in an equivalent
listing.

British aid is allocated to international agencies, who expect to be
approached by interested firms. Britain continues to spend around 0.32 %
of GNP on aid through official development assistance. The proportion of
bilateral to multilateral aid is about half that of other European
competitors. ATP has been introduced in response to competitors' terms for
soft loan funding. Bilateral aid is mainly distributed through the ODA, who
cooperate with a variety of countries taking into account their own
governments' priority development plans.

Many projects in the seventies were funded by OPEC oil money. Around the
same time, in-house public sector design organisations expanded at home
and domestic demand dropped, leading many firms to take on overseas
projects. Internal changes con<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>