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Preface

Construction and related engineering services constitute a major industry which accounts
for a large share of employment in most developed and developing countries. It is usually
characterized by a highly polarized structure, with a relatively small group of large
multinational enterprises (MNEs) at one end and a very large number of quite small national
enterprises at the other. Because of visible and invisible barriers to entry in foreign markets,
the activities of construction firms have been, on the whole, traditionally oriented towards the
domestic market. Several factors however have accounted for considerable overseas expansion
and diversification of construction MNEs in recent years. Globalization, i.e. broadened
geographical inter-linkages of products, markets, firms and production factors, has become a
main feature of the industry. The process of globalization is likely to be strengthened in the near
future following privatization programmes and liberalization measures such as those which
should derive from the Uruguay Round of Multilateral Trade Negotiations.

The three studies in this working paper offer a first look at the main labour and social
implications of the international activites of contractors from the United Kingdom, Italy and the
Republic of Korea. They examine the factors which have accounted for the expansion of
construction MNEs from the three countries and review the business strategies of certain firms.
The focus then moves to the main areas of interest to the ILO: employment promotion; equality
of opportunity and treatment; security of employment; training; conditions of work and life
(including wages, benefits, and safety and health); and industrial relations. Attention is also
given to the arrangements which provide for the transfer of so-called “soft-technologies” and
to the issues related to the use of migrant labour. Relevant information on these issues was
collected through questionnaires and interviews with officials of selected MNEs.

The three studies give a brief account of the range of international players in the industry.
At present, the international market for construction is dominated by firms from the major
industrialized countries. While MNEs from Italy and the United Kingdom have mainly relied
on their specialized technological competence and financial capabilities as their main sources
of competitiveness in overseas markets, Korean contractors have attained a remarkably high
profile on the international scene mainly through their access to an abundant supply of low-cost
unskilled and semi-skilled labour at home and from third countries. The Korean case also
provides a good example of the rapid growth of new international contractors from a small
group of newly industrializing economies.

The studies were commissioned in response to a request by the Building, Civil Engineering
and Public Works Committee of the ILO, which, at its Eleventh Session (April 1987), asked
in Resolution No. 98 that a study be carried out “on the social and labour practices of
multinational enterprises in the building, building materials, civil engineering and public works
sector (including explicitly the important issue of migrant labour)”.
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Introduction

Despite its high degree of fragmentation, the Italian construction industry has experienced
a remarkable international success and Italy ranks among the top countries that export
engineering and construction services worldwide. The purpose of this study is to highlight the
factors which accounted for the international growth of Italian contractors and examine the main
social and labour implications of their operations overseas.

Chapter 1 describes the evolution in the international activities of Italian contractors over
the past two decades and discusses the competitive edge of the Italian construction industry.
Chapter 2 reviews the business strategies pursued in seeking to increase market presence
abroad. Chapter 3 gives a comprehensive account of the social and labour policies and practices
of Italian contractors, in particular as concerns employment, training, industrial relations and
conditions of work and life of Italian and non-Italian workers employed in construction sites
worldwide. The chapter relies mainly on information collected through 12 case-studies for
which questionnaires were sent to the leading Italian civil engineering and heavy engineering
firms involved in work overseas.

List of abbreviations

ANCE Associazione Nazionale Costruttori Edili

ANCPL Associazione Nazionale Cooperative de Produzione e Lavoro T

ANIMP Associazione Nazionale di Impiantistica Industriale

CMC Cooperativa Muratori ‘Cementisti

EC ' European Communities

ENI _ Ente Nazionale Idrocarburi

ENR - Engineering News Record

IRI . Instituto per la Ricostruzione Industriale :

OICE Associazione delle Organizzazioni di Ingegneria e di Consulenza Tecnico-
~ - Economica

SNIA/BPD Societa Nazionale Industria Applicazioni (Viscosa)/Bombrini—ParodijDelﬁno
TPL . Technipetrol B
. UAMI Associazione delle Aziende di Costruzione e Montaggio di Impianti Industriali

1. Overview of changes in global construction
and engineering services

1.1. Historical background

. The origins of the massive presence of Italian contractors overseas can be traced back to
the 1920s. During that decade the prospects of carrying out construction works in Africa (in
connection with the country’s colonial adventures) were so favourable that, in 1929, the Fiat
group founded Impresit. The primary objective of that enterprise was to provide management
services and financial support to contractors operating abroad. However, the real blossoming
of Italian contracting on a world scale took place in the mid-1950s. By that time, the domestic
reconstruction of Italy had been completed and contractors had acquired unique skills and know-

- how, especially in the erection of dams and hydroelectric power stations all over the Alps.
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The year 1956 marked a major breakthrough. The contract for:the: building -of ;the
prestigious Kariba Dam, in what was then British Rhodesia, was awarded to four leading Itahan
.firms — Impresit, Girola, Lodigiani and, Torno. .That was .the beglnmng of a series of

e achlevements in the fields of. hydroelectrlc plants and other- putiog crvrl construction projects.

1 Impregllo a.joint venture 1nvolv1ng the first three flrms mentroned was: also created and it has

,become the leading firm in, large-scale | crvrl .engineering works TN o

Overseas activities were confined malnly to the civil sector (with the, exceptron of work in

... .power generation) until the f1rst oil crisis of 1973. Italy had by then become a.major industrial
., power, exporting. know~how in an ever—wrdemng range of technologles in the fields of heavy
.. engineering and the constructlon of industrial plants (typrcally with turnkey contracts) By the
early 1980s the burldmg of factorres and related infrastructure (e.g. power generat;ol velectrrcal
..and telecommumcatlons) had become the domlnant actrvlty in forergn markets .

. ~The role of the Italian constructron 1ndustry, overseas became 80 1mportant that m 1984 the
. Amerlcan .magazine Engmeerzng News Record ranked 1t thrrd in, the world 1n\,terrns of the
. number of contracts concluded for work abroad That put. Italy after_th United, States and Japan
but well ahead of other European countries. That -remarkable, per: ormance‘, wh;ch was
maintained until the end of the 1980s, may be attrlbuted more to the aggressiveness of Italian
firms which often exported at a loss, direct from the Penrnsula than toa ‘lanned mrltratlve to

promote the internationalization of Italian construction. -

1 PIRPINY I - 'y wega ey s N
PEed rreaneen ol i (R RN YRS TE PR gk

1.2. The present. S|tuatron G e g

What is the presetit position of Italiaf firis fiithé global market for civil engineeting and
heavy construction? CONFINDUSTRIA, the-General Confederation,ofyIndustry (Italy), in its
annual study, showed that Italian exports in construction had done, reasonably well in 1991 and
was facing the ongoing world crisis from a solrd base in some of the most promment forergn
markets. According to that survey, in 1991, 110 firms and gr s of firms had secdted more
than US$17 billion worth of new contracts. THat frgure 'had rénidinied relatively uncﬂa‘nged in
the four years surveyed by CONFINDUSTRIA: Civil engineering accounted for approXimately
.one-quarter.of all those contracts,; while:heayy. engrneermg accounted.for the rest.: i)

" As far as the type of work is concerned, building and specral works dominated with more
~.than 28 per.cent of all crvrl engrneermg contracts m 1991 Between 1988 and. 1991 that figure
“exceeded 34 per cent. ‘Ports and railways and underground hnes accounted for 21.5° per cent and
almost 20 per cent respectively. With regard to heavy engrneermg, stéel mills accounted for
2: friote thidfi’ 19 Per centiof total exports in 199 1iand nearly 28 pet-centrover the period'1988-91.
Petroleum and petrochemical facilities made up almost 17 per cent of exports and pipelines
accounted for over.16 per cent in that, year, . t

If terms of the geographlcal ‘distribution of new / contracts won by Itahan 1rms 35 per cent
of the total (by value) was in the Middle: East, 23 pet cent: i Africa; 21 pet cent “ift Europe,
about 12 per cent in Asia and the Far East, less than 5 per cent in South and Central America
and more than 4 per cent in North America.  ;4:~ R I i s N N

The position of Italy vis-a-vis other countries that export engrneermg and construction
servrces WorIdWlde sl1pped from thrrd to frfth place preceded by the Umted States France the

accounted for only '8.-3;per cent’ of the‘v‘US$152--brlhon exported by the'225 top
S ‘flr’ "‘had a"share of ll *1 per cent The results of the

g Italran‘ frrms’
contractors“ ‘In *1990 '“the

pos1t10n ‘héld by Italy in1990 Fénained unchanged in 1991

-2l sUAR interesting féature of thé-Tralian construction industey revealed by §tirveys ¢onducted
by both CONFINDUSTRIA and the ENR is its high degree of fragmentation. This is

=~
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particularly evident in the field of civil engineering. It makes for substantial flexibility, which
enables Italian firms to win foreign contracts in times of great uncertainty, when it pays to
respond quickly to changes in the global market. However, the lack of concentration of firms
could pose serious obstacles to a policy of permanent internationalization that requires capital
to acquire foreign firms in order to shift from the export of construction and engineering
services to the establishment of a commercial presence in foreign markets. This potential
weakness of the Italian construction industry in the face of intense competition among highly
internationalized groups of enterprises is well illustrated by the results of the latest survey
conducted by the magazine Costruire. In its special November issue “Classifiche di Costruire
19927 it showed that in 1991 the top 50 Italian civil engineering firms accounted for only 9.5
per cent of the domestic market as opposed to 9.7 per cent in 1990. This lack of concentration
is not evident in any other Western European country.

As a result of this weakness, there is likely to be a sudden opening-up of the domestic
market to international competition, especially in view of the need for private financing of
public infrastructural development projects which could only be assumed by groups that are
financially very strong. However, notwithstanding the EC regulations on public procurement
introduced since the first directive of 1971, the Italian market has not really been open to
foreign competition, mainly because of administrative barriers and various covert obstacles. This
might change radically in the immediate future. It is quite conceivable that the major European
construction groups, which have so far adopted a “wait and see” policy, could decide to take
over certain ailing firms in the Peninsula, thereby taking advantage of the opportunities offered

+ by the emergent privatization of services and related infrastructure.

1.3. Characteristics of Italian construction and
engineering services in international
contracting activities '

In order to appreciate fully the importance of overseas construction for the Italian
economy, it is important to note that the share of overseas work in total construction is 15 per
cent, and so too is the value of such activity in total exports of goods and services.
Furthermore, 15 per cent of all insurance accorded to foreign economic activity is devoted to
construction. As the initiatives of CONFINDUSTRIA over the past four years have
demonstrated, it is difficult to assess the contribution of these contracts to the national economy.
NOMISMA, a prominent economic research centre, did work on this question at the beginning
of the 1980s and estimated the amount of “repatriable income” to be between 2 to 3 per cent

and 12 to 15 per cent of the final value of the contract, depending on the type of work

performed. Turnkey contracts were found to have the higher ratio. On the basis of data issued
by CONFINDUSTRIA, one can estimate that the repatriable income for the Italian economy
from construction contracts abroad (including turnkey industrial contracts) could amount to as
much as $2 billion. The so-called “induced” portion (as an incentive to the export of other
Italian goods and services) cannot be precisely quantified. It was, however, shown to be largely
positive by NOMISMA, which carried out a regression exercise involving 12 developing
countries where major Italian projects were under way.

The ability of Italian construction firms to shift from one geo graphical area to another and
their readiness to propose the export of manufacturing plants whenever the export of goods was
no longer competitive seemed largely responsible for the country’s increased share of contracts
in world markets during the second half of the 1980s, when most other competitors remained
in their traditional markets. The emphasis on the building of industrial plants has developed in

- parallel to the time-honoured skills in civil works, as an increasing number of highly specialized
- and successful manufacturers, with operations of varying sizes, took advantage of this
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opportunity. They diversified into constritction e1ther by estabhshmg arf “ad h ¢ difvision or

g by provrdmg suppoit services to- engmeermg firms.: R i ey
e “Firths have sought t6 'participate in‘integrated- development pl‘O_]eCtS in whichitheyprovide
.. .engineering services andiselected’ techinologically advanced productsy ihile the1oeal party
focuses: on the execution of’ the works.: Durmg the 1980s the aifh was'tor éxploit the dvenues
“i: offeréd by the sizeable-Italian- a1d programmes as well as ithe: opportumttes for obtammg

.+ international credit. it L et el enid et o el
» ¢ Indeed, the support ofithe’ Itahan Governmerit for overseas‘contractrng ihas been on the
incréase since 1977 wheniicomprehensive : legislation - reforrmng i éxpoit .procedires was
4 mtroduced It was rnotlceable in’ 1981 When forergn—a1d programmes became substantlal and ad

it

Bt

cutbacks due to severe natlonal budgetary constralnts lThroughout rthe ’1980s in ’Sprte of the

uneffrcrencysof the 1Administration; the: country?s: construttion fitins’ wete daring enough to
l .. uiconsideteven informal promises of public support asiproviding: sufficient: grounds for preparing

" project proposals and: entermg international négotiations: There was the ‘cotifidenice thatlif their
o refforts were sticcessful | the: Ttalian Goviérniment woiild-eventually underwrite the’ contracts.

=By virtue: of thé national political’ system,: the/ Government-has 1ot been:selective in
grantmgasupportJto constructionifenterpiisesiinvolved-in differént segments of the-indiistry. As
wiiar resultyi mOstiof the bldsuffoni'contractsf sspecially it heavy ‘enginéeting, came ‘fiom state
D !enterprrses ‘This oftendrovie thel privatebséctorsto- corclude! eXpott contracts'in aréastwhere the
L 141 publicisectorofirms: would lose momney and: the private’sector: would gain Before the present
budgetary crisis, theState playéd iancimiportafit-tole in’ supporting export-oriented: indiistry and

as a result it postponed the implementation of practically all prrvatlzatron programmes and
liberalization measures: However; because of Budgetary :constraints: there, iS)nowi:a Sense of
urgency in putting these policy measures into_effect. In: thes last, ear; the Italian Government

has moved swiftly to cut public 8pend1ng and privatize, public enterprlses

The srtuatron w1th regard to the prrvatlzatron of Itahan constructlon enterprlses has more

R GO ) fl, e

: S I e o il by G e
2 Construetlon, I;VI\I)i\IEs ‘Market access ‘
.. strategies and“thenmternatlonal Y

PN . v RS I < B o : K RS
Lk LIRS ST07) C PURRS TR I SIS P e I TR L A A

el

d|V|S|on of Iabour

T *There ista’ basrc drfference between Italy and ‘other countrres that export constructron
W ggrvices which should’ be stressed: Ttalian contraeto”rs operating abroad falf into two categorres
Ceivil and non-civil fitms;/ Wthh are. respons1ble for one Sqiarter and'three quarters of all foreign
> ‘ontracts respectlvely Very little ‘coopération exists between ‘thiése types 1of firnds, ‘éVén when
' they belong tothe" same corporaﬁons 'The forimer "are represented“by a <smgle assocratron
ANCE, which acts as’ a’1obby-through the Internatlonal Contractor ‘Séctioft. The ‘non-civil
engineering and construction firms belong to various’ organrzatrons OICE (whrch includes
de31gn firiiis) | ANIMP ‘atid “UAMI: From the' point of view of ‘ownership” ‘there’is yet another
- setof - charactenstlcs that © drstmgursh prrvate enterpnses ‘from ¢ pubhc sector fitrms and
cooperatrves The' latter have théir own “association,’ "ANCPL;, and‘are active mainly’in ‘the civil
‘sector with' no. more than five major compames havmg experrence in Workmg abroad

: CA few corporatlons ‘(industrial and/or ‘firiancial)” deal with overseas’ contractlng through
o specralrzed frrms“the two large’ state-owned- holdings, ENI anid IRI, 4§ “well as somé pr1vate
¢ lgrolips; espec1a11y Fiaf*and Ferruzzit Notwithstanding: its initiatives to drversrfy its’ operat1ons

ENI, the national oil corporation, owns three contractors operating in related fields: Saipem,

6 82-6B.E94.2



Nuovo Pignone and Snamprogetti. IRI, the largest European non-oil corporation, has a holding
— IRITECNA — including two overseas civil contractors — ITALSTRADE and CONDOTTE
— and the major plant manufacturer, Italimpianti. It controls ANSALDO, which specializes in
power generation and related plants, and SIRTI, which specializes in telecommunications. Fiat,
through its holding Fiatimpresit, owns the engineering/building firm, Fiat Engineering and the
biggest Italian civil contractor — Cogefarimpresit. It also has interests in Impregilo. The
company has direct control of Snia/Bpd and its chemical processing plant Snia Engineering. The .
multinational Ferruzzi, which is involved in commodities, controls two smaller civil contractors
that operate overseas. They are: Cisa (active in manufacturing factories and agricultural
buildings) and GAMBOGI, which is involved in the building of chemical plants and has a
significant presence in foreign markets through the engineering and construction firm

TECNIMONT.

As far as cooperative firms are concerned, their close ties in the domestic market are not
replicated in the external environment and so far there has been no noticeable success outside
the traditional civil works market. CMC, the largest cooperative builder in Europe, acting
independently as well as through alliances with private and public contractors, has made
significant inroads. _

Apart from major groups, more synergies can be achieved through another solution which
seems to be peculiar to Italy, namely, the creation of permanent “joint ventures” between firms
which have compatible know-how and operate exclusively abroad. The two best known
examples are: GIE, created in 1953 by Ansaldo, Franco Tosi and Riva Calzoni, for the building
of power stations. It is now fully owned by the first of the three groups (and renamed Ansaldo
Energia) and forms part of the largest Italian public-owned conglomerate IRI. In 1960,
Fiatimpresit, Girola and Lodigiani created Impreglio which specializes in dams, harbours and
large civil engineering works. All other major firms are privately owned. They are generally
parent companies of larger integrated groups and are fully Italian-owned, with the exception of
TPL. This company (formerly Technipetrol) was established in 1969 at the time of the oil
boom. It was controlled by the French engineering giant TECHNIP (although largely
autonomous in its management) and more recently by ABB SAE SADELMI, as the result of
the merger of two contractors active in power facilities by foreign groups (respectively, Brown
Boveri and General Electric) and now the specialized plant maker of the “multi-domestic”
conglomerate ABB. ,

Private consulting and design firms of Italian origin are relatively weak in international
markets. This may be attributed to the lack of opportunity to grow in the domestic market and
to an archaic law limiting the provision of design services to private, unincorporated
professionals. Some of the major contractors, generally those involved in non-civil activities,
therefore have their own design unit and they can also provide services to others. They are
known as “construction/engineering firms”. Others are accustomed to working with consultants
from any country, and have particularly strong links with those from Britain and other
Commonwealth countries. Their versatility and ability to adapt are responsible for their success
in world markets. '

As far as business strategies to increase market presence abroad are concerned, these tend
to vary from one enterprise to another, notwithstanding certain common features described
earlier. There is in fact no precise pattern with regard to the division of labour in joint ventures,
subcontracting arrangements and strategic alliances. This varies according to the characteristics
of the parties involved. None the less, the following considerations help to explain the range
of strategies followed by Italian contractors, depending on the conditions in which they operate

in the national and international contexts.
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2.1 Types of contracts S IR SRR
. The types of contracts Wthh Itahan frrms in both the crvrl and non—crvﬂ sectors prefer can

vary On the whole, they include contracts that glve them full respons1b111ty for. the erectlon of

facrhtres Subcontractmg arrangements are therefore few and are generally reserved for

specrahst contractors and a, limited: number of, firms engaged in constructron management

Itahans tend 1o thxnk that know-how in constructlon is precious and can easrly be lost by simply

offermg services w1thout bemg drrectly 1nvolved in Work at the site. Thrs is, true of traditional
- civil contractors who ,wish to safeguard their techmcal expertlse that isa ma_]or source of their
competltlveness If the prOJect is big, they prefer to join i forces wwrth firms. of thelr size. Non-
civil .contractors have similar consrderatlons They. rely on. a number of manufacturmg firms,
with which they have more or less formalized ties, to supply the inputs. necessary for
.. maintaining quality and efficiency. In;these cases, turnkey contracts are generally preferred in
... both industrialized. and developmg countrles The competrtrve edge of Ttalian contractors resides
. in thelr ownershlp of the pr0pr1etary r1ghts to certam process technologles ‘

It is well. known that Itallan frrms are 1nd1v1duahst1c since the vast maJorrty are not
mtegrated in industrial groups or financral holdmgs Nevertheless they do partlclpate in
. different types of “joint ventures, ; according to the projects. These ventures may be of a

; temporary or permanent ) nature and 1nvolve elther Itahan fxrms enterprlses in the host country,
-or contractors-from, other‘_.r dustrlahzed countrles - :
,' They,, tend to sponsor prOJects in v1rtually all cases and act as pl'O_]eCt 1n1t1ators . The
strategy of havmg[ direct. dealmgs w1th host countrles 1s con31dered cruc1a1 for success in
¢, Qverseas blddmg Itahan frrms regardless of the1r size, try to mamtam a permanent presence
T ¥ potent1a1 markets- and once they ‘have. obtained the1r flrst contract they, choose o remain
. .even in times. of poht1ca1 mstablhty The aim is to, demonstrate that_they can be rehed upon
under any c1rcumstances o f
By vrrtue of the - varlety of currency and commerc1al regulatlons whrch govern the
.;operations, of Jtalian. frrms in dlfferent countr1es it has ‘become customary 1o estabhsh
. subsidiaries abroad 1n order to c1rcumvent potentlal obstacles Bemg present ina large number
wof: countr1es is one of the keys to success for it enables Ita11an contractors to obtam timely
1nformat1on about developments in the local market before calls for tenders are offtcrallyw issued.
Since the begmnmg of the 1980s due to mountmg 1nternat10na1 competltlon the
. construction industry, has been: getting strong support, from the Government of Italy, not only
. through b11ateral a1d and pI‘O_]eCt co—fmancmg schemes but also through numerous counter—trade
. deals. Accordmg to the ENR suryeys; rOJect fmancmg by Itahan contracters durmg the 1980s
was the h1ghest in the world — more 1an, 22 per cent of all awards as opposed to 15 per cent
An the case of J apanese contractors ”, L : :
1 . In sprte of an mcreasmg shortage of capltal m all sectors of the

by

'favoured by the fact that both nat10na1 and forergn banks are entltled t t )
grant loans to Italian contractors for this purpose. The flexible use of a varlw ¥ of currenc1es in
{ et -.-these.schemes, is a typ1ca1 feature of the prO_]CCt fmancmg system ;

P trade systematrca y,j_tmany”other’flrmg have become accustomed to such arrangements These
may be entered into either through bilateral agreements between governments or when there are
problems of insolvency with respect to projects for which contracts have already been awarded.

Another example of innovative financing is the 1982 agreement between Italy and the
World Bank which was subsequently renewed. Italy was the first country to sign a protocol for
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the co-financing of projects in developing countries for a three-year period with provisions for
renewal. Although there is no direct connection, World Bank sources note that throughout the
1980s, for every lira contributed to the Bank’s programmes, Italian contractors obtained orders
for construction projects and they were worth more than four times the value of the
contributions. A recent assessment of the period 1987-92 shows that under that scheme, Italian
contractors obtained the highest share of all payments for civil engineering works. It was 14.9
per cent, followed by 11.6.per cent and 10.4 per cent for Japanese and French contractors
respectively. .

2.2. Project execution

Italian construction firms have chosen to maintain their traditional skills as builders. They
have remained faithful to their specialization in civil works, resisting the temptation to diversify
into the role of service providers through subcontracting. A similar attitude prevails among non-
civil contractors who generally base their international success on specialized industrial know-
how and are seen as vehicles for exporting inputs “made in Italy”. Italian contractors discovered
that it was more profitable to sell factories than products and this accounts for the rise of a
number of firms. An early example was Fiat Engineering which built car manufacturing plants
in Togliattigrad and in Belo Horizonte. More recent cases are Danieli (for small steelworks),
Cogein (tanneries), Inglen (glass plants), Snia Engineering (chemical process plants) and there
are several agro-food industries involved in the building of factories for specialized activities.

. In general, even the largest non-civil contractors began as specialists in specific technologies
(e.g. Saipem for petroleum pipelines and drilling, with special emphasis on offshore work).

It is less common in Italy as opposed to other countries to find engineering firms acting
as project managers in various fields. The main example is Snamprogetti which began as the
engineering arm of the state-run oil corporation ENI. Others tend to have foreign origins, such
as CTIP, Foster Wheeler Italiana and TPL. With the exception of the last companies mentioned,
project execution is handled by the parent company, with the local branches generally providing
marketing services and logistical support. ABB SAE SADELMI is the only true multinational
(or multi-domestic) major contractor. It is fully owned by Asea Brown Boveri and has affiliates
in many foreign countries.

2.3. Technology, procurement of supplies
and subcontracting

Probably the strongest competitive advantage of Italian construction firms is their ability
to improve, refine and adapt foreign technologies to suit different requirements worldwide. The
construction industry therefore depends heavily on imports of know-how, technologies and
supplies which are then re-exported with added value. This capability is embodied in the skilled
labour, as well as the production technologies and organizational know-how that is available in
the country. Italian contractors are essentially experts at “combining” resources that are brought
into the host country from a number of places and put together to satisfy requirements on the
local market.

Construction equipment has traditionally played a major role in these processes. In the case
of overseas contractors, it is procured in a variety of ways, depending on the regulations in
force in the host country. It is one of the typical “local components” which is subject to
negotiation when the question of project financing crops up. These supplies are left on the site
at the end of the project and therefore bring benefits to the economy of the host country. The
role of Italian contractors in promoting the use of national equipment is exemplified by large
groups of companies, such as Fiat, which has tried and tested its earth-moving equipment in
projects in different parts of the world. The linkages between contracting firms and building
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. materials industries are difficult to assess; since Italy:has a weak system of ¢ tradmg compames
which could promote. such exports. ..o Lot e R VA ORI

- Another , major: resource.- is:.labour, Wthh 83 cr1t1ca1 for carrymg out work under
subc_ontractmg arrangements. Italian attitudes;and policies;towards:subcontracting differ widely

. deperiding on the type of project. Industrial plant makers,-for. example, subcontract. all civil
.- works and when the main: contract is turnkey(as has been the case with all.deals, in;the former
, Soviet Union), preferably. to Italian ad hoc consertia. Other non-civil.contiractors (for instance
those involved in specialized fields such as pipelines or offshore platforms) provide their know-
how and facilities to third parties through what could be considered a form of “franchising”.
Traditional construction firms normally subcontract all the specialized works but avoid:“labour
only” contracts. They prefer to manage the workers in order to have a better control of the
‘quiality-of the end-product Subcontr‘ cting ‘ofi all- §ité§ i not’a coltimon practice 'among Italian
‘firms which' 4re ‘néither accustomed to fulfllhng the' 16le of “‘construcnon nagers . nor are
“they equlpped to'do s0. ' When' prOJects are-large; they prefer fo'resort to° dlfferenti Jomt venture

o arrangements as long as the tasks of each parther are clearly de51gnated O i

-The “involvement of [ocal actors in”international prOJeCtS Hi57 of great’lnterest ‘to Italian
o  Cohitractors - dlthough most of theif attivities are i highly* spec1ahzed works requ1r1ng technical
! ‘kn'dwledge which cannot b dasilys ‘transferréd to others:‘The constructron of hous1ng ‘afid small
il burldlngs has néver beert partrh’tﬂarly attractive to'buildets from: Italy “Thie orily 81gn1f1cant
~+"exception is the’ const'rtfétlon ‘of road ¥ ’a‘sector iri Which 'pressures ‘for thie participatitn bf local

“builders “areé: mountmgJ everywhere " Whilé ‘smallef Ttaliafi -'contractors” facg” considerable
it -"challenges from’ such competltron “the largest firms hate- -matiaged to éreate 166aT Subsidiaries
‘which- aré hkely to serve as vehrcles for the transfer of technology to the*host -Countries

5 goncerned. L el et
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;2 4 Government pohcy it

i Unt11 the m1d—1970s 1t ‘was: wrdely felt among Itahart contractors that thexa fallablhty of
i stronger flnanmal backing  from - governments, and . export/rmport ‘banks;favoured their

1" vcompetitors:, They therefore made great-efforts to promote their image through' the -execution

of large projects abroad, which were becoming a big business, and also te: convinge: national
opinion that they could open the way for Italian exports. They proved to the politicians that the
lack of a competitive export credit programme-hindered them . from increasing their:share of a
booming international market “The turning pomt in, government pohcy came in 1977 when
Parliament approved comprehensrve reforms (the Ossola Law) aimed at prov1d1ng exporters with

" L financial support comparable to that offeréd by othet major “industrialized nations. That law was

EIN oomplemented by anothier in 1981; supporting allnecessary commercial efforts‘and procedures
S before the actual bids were made: It also' prov1ded for & global 'insurance schenie téiicover all

" risks. Thése laws aré still deeitied by the -1ndust_ry-to be among the best in thé wotldThey also
-1 created 4 healthy elitnate of competition fot foreign lending iri‘the Ttalian banking cotimunity,

ikt Teast lantil the Vely: redent turmoil inglobal fiiancial markets:which ‘dealt d ‘seriougiblow to
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T . the eredibility ofithe heavily indebted Ifalian State and: secondly in'the-eventual devaluation of

the lira and its present uncertain fluctuation. As a result, the Italian market is fegatded with
. gieat cautlon’by dntérniational investorsiand lendmg 18 only accordedrat rather hrgh’ 1nterest rates.
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s - SRR Smce 1977 whep the aforementronedwreforms were approved Itahan contractors haye been

- .able, to.offer: their customers deferred terms of i payment, at, QECD; ,consensus ’ rates, by taking
;advantage of an-interest subsidy. granted by Mediogredito Centrale a specral credlt ‘bank. When
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the credit rating of the importing country is unsatisfactory, the contract can benefit from
insurance coverage extended by SACE, the Italian government export credit insurance firm.

Commercial banks and private financial institutions play a crucial role, since official
agencies do not lend on their own but simply make up the difference between the OECD
“consensus” rate and the market rate. Both Italian and foreign banks are allowed to participate
in these schemes. The involvement of foreign banks has always been encouraged by the
authorities because of the traditional domestic shortage of financial resources and the higher
interest rates. Italian know-how, together with the openness of its export credit market to
foreign commercial and merchant banks which have more expertise in project financing, help .
to explain the success of overseas contracting. The so-called “triangular policy” which was
introduced in 1977 under the Ossola Law has aroused much attention in international circles.
According to this policy, the SACE insurance guarantee covers loans granted by foreigners to
importers of Italian goods and services, and thus encourages international banks to lend “higher
risk borrowers” — a category into which most customers fall.

In recent years the increasing size of the national debt has obliged SACE to become much
more selective in according insurance coverage to Italian projects abroad. The contractors are
of the view that this is reducing their competitiveness, bringing it to what it was in the mid-
1970s. This can partially explain the rush by some Italian groups to acquire specialized firms
in other industrialized countries. It was a way of preparing for the present situation in which

~ the use of Italian management and the possibility to export plants from other countries could

become important sources of competitiveness.

The opinion expressed by the industrial community on the official policy concerning
exports of construction services is well summarized in a recent document issued by ANCE (the
Italian Association of Contractors). Approximately 50 per cent of the value of all foreign
contracts involving members of ANCE obtained some form of public support, usually in the
form of partial insurance offered by SACE. Consequently, the major issues of concern cited in
the document relate to project insurance, development aid and financial policy in general. The
support offered by the Italian Government to local contractors is multifaceted. However, it lacks
coordination and advanced planning, and is often less transparent than it should be. As a result,
firms go prospecting abroad without knowing for sure the extent and form of support that will
be provided by the Government once the contract has been obtained. They therefore have to
take major risks and devote considerable resources to lobby for support, to circumvent
bureaucratic obstacles and to avoid delays which could jeopardize the success of their ventures.

2.6. Bureaucratic and financial constraints

The main complaints are about the inefficiency of the public administration which contrasts
sharply with the vitality of the private sector. In a survey conducted in the late 1980s, 90 per
cent of the leading construction firms identified SACE as the primary cause of reduced
competitiveness because of the heavy bureaucratic procedures and the resultant delays in
handling matters.

Some contractors claimed that feelings of uncertainty about the Government’s response put
them at a disadvantage when preparing bids for international tenders. Others, more courageous,
noted that the inability to obtain an advance commitment from the Government sometimes made
Italian contractors greater risk-takers, and they made attractive offers, with the confidence that
once the deal was signed they would find a way of getting the necessary support.

With regard to financing, they would like to see a more aggressive use of “mixed credits”,
as is done by the French, who combine grants, development aid and export credits well below
the “consensus” rates. Some Italian contractors feel disadvantaged vis-a-vis the Japanese, who
benefit from the cheap yen-financing raised in their domestic market. Notwithstanding the
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inefficiéncy of its bureaucracy, Italy is:strongly’ comrmtted to the promotlon and support of the
. construction and engineering business abroad:. . © "¢ Lo ,
‘The weakest poirit in this policy relates .to the exercise of control since insurance is optional
and, according to a'1983 Swiss study, it is the secondmost expensive:in therworld.-Moreover,
it only covers the' fnost: risky' ases and serves' what can be called “the “club..of major
' contractors”, leaving:smaller’ fitms' “out ‘in theicold”:This' insufficiency of control can
 conitribute to:occasional defaults which are boundito tarnish the image of'the Italianiconstruction
" industry“as a-whole.Incidentally, iti$ of interest to note'thaty<at present, the perceived:menace
by the State' to defaultion the .repayment of the foreign:debt by far overshadows the above-
‘ mentroned problems Whlch are not major: and oceur only occasronally RS

03 I 5 v 1 sele . N

2 7 Forengn ald po||C|es

When compared W1th other maJor 1ndustr1ahzed countrles forergn a1d pohcy was
introduced quite late im Jtaly. A comprehenswe law: was:passed in 1979 and it.came into effect
-in,;1981. A new regylation was implemented w1th the enactment, of Law No 49/ 1987 In the
beglnnlngg\Itahan foreign: aid-policy supported the uncompet;tlve demgn»apd consult}ng firms.

. Between 198} and 198410 per cent of total dlsbursements went towards the support.of those

., enterprises. The approprrattons grew to US$3 bllhon perr year, untll.,recent Testrictions were

Gl 1mposed in a bid-to reduce: the national debt., Funds wereﬂused for, development projects in

which local contractors could play a leadmg role A1d funds are being 1ncreasmgly used together

. with export credits in the form:of “mixed credtts” and co= f1nanc' g with, 1nternatlonal agencies
1 also being successfully Jmplemented ,,,,, pep Ty o e TR R,

Smce Italy has no significant colomal past and 1o, spe01al mrhtary commitments, it is in

, a pOSIthI’l to_protect: its commercial 1nterests, in- all countries,. and be an, ',ally to most.

i Furthermore trade.. agreements -often.. provide; a leverage for wmmng contraots . Italian

{-contractors. have trad1t1onally found it. gasy to lobby. for their,i terests ‘with the Government The

esteem Wlth ;which they, are,regarded may, be attnbuted to- the fact that the massive, emlgratron

of Italian workers up-until-the. 1960s, :-when the country, became a.major 1ndustr1al power has

. been, replaced by the export‘ constructlon sexvices,  This has. helped to remforce the Italian

presence overseas.: This, mtght explaln the Non=economic reasons. for wh1ch the Goverm;nent has
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o i Both the attltudey and support of the Government are be1ng called 1nto questlon,inot only
because the State has come dangerously close to bankruptcy, but also in the wake of scandals
surrounding public procurement | practlces The latter have cast. doubt the construction
industry as a whole and threatens to 'tarnish its 1mage abroad Accordlng to some of the ¢ opinions

. vexpressed: initheiannual ‘réport .of CONFINDUSTRIA;«the: problems: ‘associated: 'with Act No.

 49/1987-and Italian foreign:aid policy. in'general, ‘are‘due to excessive bureaucraticiprocedures

2iowhich cause unacceptabledelays. They suggestithat these should be.simplified and-that the

+ sy number!of:countries:which receive Italian.credits shouild’be enlarged to-include, for example
Mex1co as well as the two Koreas, in view of their possible reunification.s: - &

. v oo e Thie focus of fhe Ttalianiconstruction: industry:remains:on exportsy:particularly in the light

of the severe cut:backs innationaliinvestmenit . The emphasis-ision developing:and strengthening

‘the permanent tpresence filtalianrcontractors: in:the.most' promising foreign. markets w1th the

- Jong-term ‘aimiof exporting related-goods and’ services! ithrough these entities.. . ~.ii

Theacute: shortage ‘of capital; is; forcingnlotal firms to: develop»intortrue multinational
enferprisési (MNEs) through: thetacquisition!of foreign.firms;. especially: in other industrialized

- " Countriés::In its, latést shivey-of-civil éngineering firms; ANCE showed'that, in+1991;.25 per

cent of - alliwork in' Europe ;and: North Amer1cadwas carriéd -out: through subsidiaries. ./
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2.8. Patterns of internationalization of MNEs

Apart from the enterprises which administer overseas projects from their headquarters in
the Peninsula, there are several Italian groups which either rely on foreign branches that are
more or less autonomous, or which exercise full control over firms operating in other markets.
Internationalization allows Italian enterprises to operate in foreign markets in the same way as
they would at home.

There are three avenues through which the process of internationalization may occur.
Sometimes a contractor, after completing a project in a foreign country, may decide to remain
in that particular market by opening a local office. If a significant amount of new work can be
secured, this could develop into an autonomous branch of the Italian parent company. In a
second case, a contractor, if faced with difficulties to work in a certain country, may buy a local
company or a firm which is already active in that market. Thirdly, an enterprise, especially
when seeking contracts in heavy and industrial engineering, may, through the acquisition of a
smaller but specialized firm, enter a certain market niche that may be entirely new. This may
have the effect of enhancing commercial opportunities in that context.

Leading Italian contractors are following these patterns of internationalization of their
operations at a somewhat slower pace than their competitors. This may be partly because of a
scarcity of capital due to their relatively small size and their lack of integration in major groups,
and partly because of their cautious approach, given the present uncertainty of the world-
economy. Acquisitions are given special emphasis in Western Europe where markets are to be

. integrated progressively. As regards other parts of the world, Italians find that they manage to

work quite well through their existing networks of subsidiaries and branches.

In the field of civil engineering, in Central and Eastern Europe, GAMBOGI (Ferruzzi
group) and COGEI (Italimprese group) Jointly control the Hungarian contractor Betonutepito,
while Cogefarimpresit (Fiat group) and Lodigiani control the German company Watis Bau. Di
Vincenzo has created a new firm, DVS International, in Slovenia.

In the EC, Fiatimpresit has the widest network. It controls the sixth Spanish building group
(Hasa Huarte), has a stake in the leading Portuguese firm, Soares da Costa, and also has
subsidiaries in Germany, Great Britain and France. In this latter country, Recchi owns the
majority of the civil contractor Chagnaud, and in Spain it controls 50 per cent of the firm
Lasan. .

As regards heavy engineering, the conglomerate Ansaldo (IRI group) recently acquired the
Danish firm, Volund Systems. Danieli, the leader in the construction of small steel mills can
rely on a Swedish firm, Sun Birsta. Saipem (ENI group), one of the foremost specialists in the
building of pipelines, is particularly active in offshore operations through the British firm
European Marine Contractors, a joint venture with Brown and Root.

Social and labour policies and practices
of Italian construction mnes

. Information on the social policies of Italian MNEs was collected through 12 case-studies
for which questionnaires (published in the appendix to this report) were sent to the leading civil
engineering and heavy engineering firms involved in work overseas. The information was
organized according to the subjects of interest to the ILO: employment, training, conditions of
work and life and industrial relations. Throughout, a distinction was made between non-Italian
and Italian expatriate workers. The following section provides the background to the discussion
of the results of the survey, by describing the structure and operations of construction MNEs.
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3.1. Patterns of organization and operationc . .
_of MNEs with overseas projects,

. i N LOREE SN
* .iIn.general, multinational enterprises are organized/ along: similar lines regardless of their
country of origin. Notieé the less, thiere are’ some noticeable: differences.:One- constraint with
. which MNEs are-usually confronted is that of organizing:their production according to the needs
of projects which are located in areas remote from their headquarters-and'thie duration of which
can ‘extend over several years. In order toibe able to:meet those needs;fitms must have a
_central office and a network. of peripheral units located onthe project sites as’ well as in urban
‘. .centies where the administrative and commetcial activities'can be carriediout more €fficiently.
- . These fitms have a highly centralized mhanagement. There are “areamanagers” in charge
of the network of ‘offices and isites. Within ithe -firm there are specialized services geared to
support the decision-making process at different levels. In othetr words,.there are line‘managers

‘and'supporting staff positions.. ~ s Lo 0 IR i
o el PPN TN EROU INRSTO A
3.2. On-site Organizatio‘ T AR AL S AN SVL A I (R \

A credrnr T et 1 se i ot ol ot e
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" The consfruction site plays a critical role as the physical location where all the, works for
. agiven project;areperformed and;asthe, basic unit,of, a work team which. constitutes a critical
... component, in. a .construction . firm,  The . importance..of good on-site, performancgis well
. .. expressed in an observation which; was.made in several..of the replies; to the aforementioned
" questionnaire, It states: “Once you've, won the- contract, during the works it's decided how
' much your income will be.” All the Ttalian MNEs which haye been studied haye copstruction
... . sites:in various parts of the world, but they differ by size, type of activity; terms and conditions
. . .of contracts, relationship with other ppartners -and. geographical location, among other factors.
' . Itis easy to understand that each of these calls for a different pattern of orgapization.
However, the main occupations.on the construgtion site, even if referred to by different names,
are:basically. the same all over the world: They are the following: .
.+ the Director.of works is:responsible for the execution and completion of projectsaccording
.. fo-the terms -of the contraét and agreed budget. The: degree: of autonomy: in. solving
. unexpected:problems dépends on. the individual’s expertise;. .. T e
— the Chief of Workers is responsible for supervising all jobs performed on thé ite. This
L epgsitiont is generally held by a téchnician “coming fromi the paiks” of thé MNE who has
‘i atquired expérience in'similar 'the it e

work over the years; "1
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U — the Admln;s_tfratweuD_ﬂlrvectQ is responsible’for, administrative m
o mitiagérment of workers and all non-technical issues; " " 7
A e B T} T AL e AR
—  Contract Engineer/Chief Engineer: responsible for engineering services, quality control of
all supplies delivered to the construction site and the execution of all construction work.
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These are periﬁéﬁgfl{"p&i‘—fibné on the constructi e Q\’/erjs\eas LThelnd1v1duals Eoﬁstltutea
team and should prove their ability to work’ and"solve problems together:” The' successful
~completion ofa project depends primarily on good relations among members of the team. The
**"ehoice of the right persons for the ‘\abp\"ieirﬁer;iﬁoiied positions is tade thrdugh ihformal contacts,
" thé'interest exptessed by candidated and their needs. Greater Weight i¢ he &
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~ The project cycle for overseas construction sites is basically the same for all MNEs
involved in civil or heavy engineering projects. The typical phases can be summarized as
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follows: (a) market prospecting and identification of calls for bids; (b) preparation of the offer;
(c) presentation of the offer and negotiation with the client; (d) organization of resources; and
(e) execution of the works.

The first phase is a permanent and ongoing process that is not limited to a single contract.
It involves the monitoring and prospecting of international markets for which MNEs may use
the services of other enterprises of the group which are permanently located in different
countries. The other four phases are generally carried out by task forces within the MNE with
the single aim of obtaining a given contract and carrying out all the relevant activities for
completing the project(s). All of these activities are generally carried out by professionals with
a strong sense of entrepreneurship. They work on a largely independent basis, sometimes even
as “freelance” professionals. They may not necessarily be specialized in construction or well-
versed in the technical aspects of this field. Matters requiring technical expertise are entrusted
to the project engineers during the second phase when the offer is being prepared and the actual
management of the project is being undertaken.

3.4. Survey of 12 leading enterprises

Twelve Italian major MNEs in construction were surveyed, using a questionnaire to which
they have either answered in writing or through interviews. The enterprises in the sample are
active in both civil and heavy engineering contracting abroad and often also in the manufacture
of certain inputs essential for the projects in which they are involved. They belong both to the
private and public sectors. No cooperative group was of the size requ1red to be included in the
sample.

The case-studies provide insights into the traditional activity abroad, that is, construction
sites managed from the home office. It also focuses on more recent developments, such as the
acquisition of foreign companies which work partly in their respective domestic markets and
partly with the parent Italian company on overseas projects. An examination of the recent
developments is particularly important for Italian MNEs which seek contracts in heavy and
industrial engineering. Through the acquisition of much smaller but highly spec1ahzed firms
they can gain access to new market niches and take advantage of synergies.

It has become common policy for these firms to seek alliances with Italian or foreign
partners not mainly for the purpose of carrying out the work itself but rather to share the risks
involved in international projects and to gain access to important sources of financing. These
alliances can have various configurations. The most common are joint ventures according to the
legal rules of the countries where the projects are located. If the MNE is the general contractor,
subcontracting is largely used for all phases of the work, especially when it involves the
assembly of components. In the case of the firms which were interviewed, many reported that
they used local subcontractors who often provided labour for the least complex operations. The
specialized subcontractors tended to be Italian. The latter were said to play a substantial role
in the project, accounting for between 15 per cent and 30 per cent of the total value of the
project.

3.5. Labour

Until the 1980s, Italian contractors operating abroad recruited expatriate workers during

- the peak periods. The numbers rose to between 30,000 and 40,000 in the case of civil
construction and were estimated to be similar in the case of non-civil works. The recent trend
has been to expand abroad through joint ventures (e.g. in the former East European countries),
the creation of local subsidiaries (especially in Third World countries) or the acquisition of
specialized firms in industrialized countries. The objective is to broaden technical know-how
and to try to become truly multinational enterprises. Italian labour overseas now consists — at
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Jeast'inr the:case of large contractors =--alinost exclusively of skilled workers, technicians and

-project engineers:.They originate fron the home.country and:inereasingly from-subsidiaries in

other industrialized countries. They may also be recruited- from: other -countries. -Recent

-+ estimates’ by: Italianitrade unions.put the tiumber .of expatriates:at. some; 6,000.; Workers on

overseds construction projects tend to be people with :a vocation for working.abroad. They are

very mobileand also:highly committed to-their.employersicyiaii o RVaTe

. Italian ‘workers:were traditiorially recrulted :at home.» They were. often persons ‘who had

' ,moved up. the; professional ranks. faster than .their colleagues; beeause . of their experience

;- overseas. Individuals: of this kind are becoming.increasingly. scarceibecause there.is greater

¢ - comipetition among.companies forsuch manpower: The level:of multinational operations has
.+ become:so high that-most of the Italians abroad can no longer-be even considered #expatriates”

~in the strict. sense! of the term because they tend-to spend most:of ,therr..tlme,workmg overseas

. «and increasingly do not conform to therunion rules.of their country.of origin.; Thisshas led to

an increasing gap between the interests of the Italian: construction workets employed:abroad and
those employed at home, which is of serious concern to the Italian trade unjons in the industry.

The “expatriates” have national contracts;and;are; -considered:as bemg “temporarily. détached

abroad” Pay and workmg conditions are governed by Itahan law and they are also given an
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D A G Il*u!,-’l i e “".J" G T sl o s

entltlements for thelr dependants

',

LsALES

" WheH it comes to'recrultmg statf fr déveloping Eotinitriés” In ‘this regard‘;" pro;ect ‘Hidhagers
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"They therefore have 1no reason 10 'adapt to the
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: c.ommumst-countrles of:Central and Eastern Europe. Whiletheipresence ofi Italian:contractors

.« "is on the increase in-the Far East, it is-still quite weak in.the United: Statesy notwithistanding a

» . few recent contracts: for civil:works: Foreign Workets;iand:in particular-those from. developing

niccountriesy are einployed in:& Wide range of occupatioris on:the.overseas eonstructionssite. The

- - situation’is-quite different in'the-hoine country.; The MNEs.surveyed domot employ foreign

. “workers on project:sites in:Italy :iHowever; théy. probably rely. extensively on suibcontracting

firms which do-hire such foreign-laboir.. Italian trade union sourcesrnoté: that alimost: 20:per cent

.'r.1 iof sthe 1:6; million -construction workers - ¢émie: from snon-EC: countries:: -Thisili$ »ayrecent

.. "+developinent which is-stilknot fully:reflected-ini the-official statistics; noris it fevealed through
interviews. sl

The non-Italian workers are mainly from Third World countries. They are usually recruited

through the foreign subsidiaries under arrangements with governments;which-negotiatecfor the

s
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but the workers can be rehired for employment on another site. Some of the MNEs reported
that there were certain countries in which workers of a certain nationality (or nationalities) were
not considered acceptable, for political or other reasons.

In general, the working time of non-Italian workers varies from 48 to 60 hours per week.
However, some MNE:s reported a 40-hour working week. Comparisons with the working time
of Italian personnel are difficult because of the differences in the qualifications and occupations
of the workers involved. As regards holiday entitlements, these are the same for both Italian and
foreign staff.

The wages of foreign workers are usually lower than those of the Italians. However, the
respondents made no clear comparisons in this regard. There can also be differences between
the wages paid to workers of different nationalities. These disparities generally' reflect
recognized differences between wage standards in the countries of origin. Non-Italian workers
are paid either in the currency of the country where the project is located or in that of their
country of origin plus “pocket money” in the local currency. Although they are not granted a
repatriation allowance like their Italian colleagues, at the end of the project they can receive
cash awards. ‘

In some cases, a part of the foreign workers’ wages is paid to their respective government
authorities in order to cover the social insurance and pension plan contributions. All the
companies reported that both Italian and foreign workers are fully covered by accident insurance

- for the duration of the project. - ’
‘ As regards health services, Italian enterprises usually enter into agreements with medical
- institutions in the host country to provide such services to non-Italian workers. Only one of the
MNEs surveyed stated that it had an agreement with Italian health services. On average,
contractors pay their workers a minimum of two journeys per year (and a maximum of four)
to their countries of origin.

The quality of accommodation for non-Italian workers is always lower than that provided
for Italians. The former are generally housed in campers and prefabricated units. The MNEs
avoid, as much as possible, the signing of contracts that provide for apprenticeships/training
periods for local technicians. For a number of official and other reasons, they are often obliged
to accept local firms as subcontractors. However, these firms are sleeping partners and do not -
actually play the role expected of subcontractors.

The contracts of non-Italian workers may be cancelled at any time if there has been
“incorrect behaviour” on their part. However, the employer must justify the decision by .
demonstrating that there was “fair cause” for the action taken. ‘ “

3.7. Freedom of association and the right
to organize and bargain collectively

With respect to the exercise of trade union rights, the MNEs declared that, in this regard,
they tend to conform to local laws. However, according to the Italian trade unions, there are
a few cases in which these rights are denied.

3.8. Italian workers: Conditions of work and pay

The MNEs surveyed usually employ nationals for particularly complex jobs which require
high standards of quality. The Italians based abroad are mainly managers, specialized
technicians and foremen. The control and supervision of all phases of the project are therefore
carried out by expatriate skilled labour. Only one of the MNEs reports that there are countries
in which Italian workers are not wanted for political or other reasons. Neither the countries nor
reasons were specified. It notes that some Italian firms are none the less still able to secure
contracts in such countries. S '
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-+ The tefms. and .conditions: for crecruiting Italian staff. are:prescribed: by - the inational
legislation.:As regards occupational safety.and health; the rules of the host country are applied.
Some enterprises also observe the-Italian safety rules when .theyyare: mor€ stringent. The
contracts-ate;always tertinated at-the end:of the project, although immediate rehiring for other

© . ‘projects is common practice: The.working week consists of six' day§, with working' hours
. ranging from 48.to 60 per week: Orly. one: of the MNEs reports:a-40:hour. working week.
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- the end of thé:projéct they receive extra cash:awardsz - - STt RIS L
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dependants are defrayed by the contractors only when they:-areexplititly provided for:in the
. contract-of employment. ‘This bénefit is generally granted toi the-top:levelimanagement only.
The contracts-of Italians :working overseas 1may ‘be cancelled at:aniystime ifithereshas been
. -misconduct. on-tHeir: pait. However: the-employer: must: justify! the;termination: of cotitracts of
employment; : i it ‘ ot

o T N TR TTIRTIRIE B TP P U Fo VAN S SRS R S B S L I A

st el

\‘r

OIS G

arirr ey s el shEe T s Dl sind e Yo TnRnn s kil A8 dosear e P
. Workersrights, including theright to, strike, are recognized; and there;is,no evidence of

. any significant labour dispute on constructionsites overseas. This may;beattributed.to;the high
wages paid to workers, which could also. explain the low unionization ;ggte;gn%onghngpat'riate
 Italian workers. The vast majority-only join unions.whenthey.have,a grievance, .
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3.10.Implications ofiinternationalization:” ..~
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As mentioned previously (see section 2.8), there is a growing trend to the international
expansion of Italian contractors b Pthé medns of cross-border acquisitioris. The very fact that
this drive towards internationalizationis “stréngly ‘focused on -Westerr Europe has some

.. implications for research on the social -and laboyr practices,of Italian construction firms. In view
. /ofthe creation of the-Single Buropean Market, in fact, those issues should be better addressed
at the level of the European Community, and notat the level of a single.country... .
There are no major differences in the labour legislation in force in the different Western
_ Buropean countries, Multinational enterprises have no choice but to comply fully with the rules
in any Buropean country whefe they choose t6 acqire a fifm. The social and labour legislation
/in Ttaly-isljist-as:advarcedsas that which is.in-force.in the:miost industrialized: countries of
:Europe.-Moreovery since the.rdtionale behind acquisition is toiobtain the status of a:national
~competitorjinthelgiven dorhestic'markety the acquiring firm tries to gain acceptance:ir‘the new
senvironment: by: tespecting:thé social ipolicy -and avoiding practices: that could become: aisource
s o fHCHOM.: w0 1y ernesst mih e to bl ot Dot o s o Do o il
o o Thlsthes light oof sthese: developments, . it -is.. iquite +probable -that..the -process of
internationalization in the construction industry in Europe could-lead to the-emergence:of-a new
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type of firm which could be called “multidomestic”, as the Swedish-Swiss conglomerate Asea
Brown Boveri refers to itself. Should this phenomenon become widespread, one could be
tempted to call into question the suitability of having country-specific labour regulations and,
instead, to envisage the application of “pan-European” social and labour practices as being more
appropriate. Such considerations could be the basis for formulating interesting hypotheses which
. may provide stimulating topics for further research.

Conclusions

Specialized industriai know-how, ability to improve and adapt technologies to suit different
requirements and strong financial backing from the Government are the main factors which
explain the international competitive edge of Italian contractors.

A few other distinctive features should be recalled. Italian contractors fall into two broad
categories: civil and non-civil firms. The latter group accounts for the bulk of overseas
operations. Very little cooperation exists between firms of the two groups, even in the case in
which they belong to a same conglomerate. With the exception of a few cases, the trend to truly
multinational dimensions, i.e. the establishment of a network of foreign affiliates which locally
take responsibility for the administration and execution of a project, is a recent phenomenon.
There are three avenues through which this process of internationalization is occurring:

— the opening of a local office in a foreign country: if the local office is capable of ensuring
a significant amount of work to the parent company, it could develop into a fully
autonomous affiliate;

—  the acquisition of a small, highly specialized firm, in order to enter certain market niches;

— the acquisition of a company which is active in a specific foreign country, in order to
rapidly gain familiarity with a new market environment.

The workforce employed by Italian contractors on their construction sites overseas
comprises Italian and non-Italian expatriate workers. The companies surveyed usually employ
workers from Italy for complex jobs which require high standards for quality. Managers,
technicians, project engineers and skilled workers are primarily Italian. These qualified workers
are in high demand, their remuneration and working conditions are generally good.
Unionization is quite limited. :

Non-Italian workers are mainly from developing countries. They are recruited through the
local affiliates of the contractor under arrangements with governments of developing countries
which organize the employment of teams of workers abroad. In some cases, recruitment and
management of foreign workers are delegated to specialized firms. Wages and working
conditions are usually inferior to those of Italian workers. Comparison, however, is difficult
because of the differences in qualifications and occupations of the workers involved.
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Appendix

Questionnaire sent to Italian MNEs in construction

(a)
1.

AN AW

QU AW =

N

10.
11.
12.
13.

14.

W N = -~

© 0oL

Role of the enterprise in international contracting

Which is the role of your enterprise in international contracting (general contractor, subcontractor
)?

Do you usually seek alliances with Italian or foreign partners in international contracting? If so,
why? '

Are these alliances permanent or temporary? Specify existing joint ventures (for both cases).

Do you frequently subcontract part of the work to Italian or foreign enterprises?

What is your market share in the different geographical areas?

How do you deal with issues concerning procurement and supplies in your overseas projects?

Non-italian workers

Do you employ non-Italian workers on construction sites in Italy and abroad?

Why do you employ non-Italian workers? ‘

Through which arrangements are non-Italian workers recruited?

For which kind of activities are foreign workers usually employed? -

Are there non-Italian managers or specialized technicians on your overseas construction sites?
Are there countries which do not accept workers of certain nationalities on construction sites located
in their territory? , :

Are the terms of employment of non-Italian workers prescribed by Italian legislation or by the laws
of the host country in which they will be based? ‘

What are the terms of the employment contracts concluded with non-Italian workers?

What is the length of the standard working week for non-Italian workers employed overseas?
Are the wages of foreign workers the same as those paid to Italians?

Can non-Italian workers exercise basic trade union rights? Do they have the right to strike?
Under what circumstances can the contracts of employment of non-Italian workers be terminated?
What is the policy of your company with regard to holiday entitlements and travel by overseas
workers to their country of origin?
Describe the housing and other amenities provided on the work site for non-Italian workers. .

Italian workers

What type of work are Italian workers usually employed to do? : ‘ .
Are there countries which object to the presence of Italian workers on the job sites concerned?
Are the terms of employment of Italian workers prescribed by Italian legislation or by the laws of
the host country in which they will be based?

What are the terms of the contracts of employment?

What is the length of the standard working week for Italians working on overseas projects?
Please provide information on the wages and social insurance contributions of these workers?
Can these workers exercise basic trade union rights? Can they go on strike?

Under what circumstances can the contracts of employment be terminated?

Describe the housing and other amenities provided for Italians working on overseas job sites.
What is the policy of your company with regard to holiday entitlements and travel by these workers
to their country of origin?
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Figure 1. Geographical distribution of overseas contracts
awarded in 1990
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Figure 3.

in 1990 by type of project

Overseas contracts awarded for civil and non-civil works
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Social and labour-related
issues in international
construction: The case of
contractors from the
Republic of Korea
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1.

Introduction

The implementation of an overseas construction project requires certain labour-intensive
services for which the temporary relocation of low-cost labour from the home country, or the
recruitment of workers from a third country may be necessary. Rising labour costs in the home
country have forced construction firms to recruit larger numbers of foreign workers to work on
overseas projects. By the early 1990s, foreigners constituted almost 80 per cent of the
workforce on such sites. This cross-border movement of labour raises a number of social and
employment-related issues. They include the following: conditions of work and pay of workers
brought from the home country and those recruited locally or from a third country; the
provision of basic amenities such as housing and medical care, and social security coverage.
These will be examined in this working paper which focuses on the policies and practices of
construction enterprises from the Republic of Korea.

For the purpose of this research, information has been drawn from the relevant labour
legislation and regulations, contracts of employment as well as the results of quarterly surveys
and unpublished records of the Overseas Construction Association of Korea. The reports
submitted to the Ministry of Labour by labour officers stationed in overseas construction sites
have also been consulted. Other information was obtained through field research by the author
to overseas construction sites in Iran from 19-23 April 1993, and also interviews with major
construction firms including Daewoo Corp., Shinwha Engineering and Construction Co. Ltd.,
Hyundai Engineering and Construction Co., Daerim Engineering and Construction Co., and the
Dongah Engineering and Construction Company. Daewoo, Shinwha and Hyundai are three of
the five Korean construction companies listed among the top 250 international contractors in
1990, by Engineering News Record.

Construction MINEs from
the Republic of Korea

Korean construction firms attained a remarkably high profile in international markets
during the 1970s, and particularly in the early 1980s, when they accounted for more than 10
per cent of the total value of international contracts awarded. Their largest market was in the
Middle East which accounted for almost 90 per cent of all overseas contracts. The decline in
construction activity in the Middle East meant that the share of Korean contractors in the total
value of contracts awarded slipped progressively from 10.8 per cent in 1983 to 5.8 per cent in
1985 and 1.7 per cent in 1988. The surge in building activity in south-east Asia meant that
contracts awarded to Korean firms continued to increase in the late 1980s. In 1990, a Korean
company was given the contract to work on the second phase of the Great Man-Made River
Project (Libyan Arab Jamahiriya) and that resulted in a sudden rise in the value of contracts
obtained.

The success of Korean enterprises may be attributed to their access to an abundant supply
of low-cost unskilled and semi-skilled labour, their management skills, their good record with

‘regard to the timely completion of projects and the high standard of their work.

The employment opportunities in the Middle East were good. During the 1970s, the wages
of Koreans working on projects were usually three to four times higher than those paid at home
(Asan Foundation, 1988, pp. 237-247). Those who migrated were highly motivated and
committed to the goal of delivering projects that met acceptable standards and were completed
on time. The Middle Eastern nations also preferred workers from the Republic of Korea since

- their presence never exceeded the duration of the project. Immigration-related problems,

therefore, did not arise:
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The Korean Embassy in Saudi Arabia estimated that in 1983, the cost of h1r1ng ,workers

from other developing countries was about 56 per cent of the cost of Tecruiting Korean labour

_ and the productivity was about 78 per cent ( of that of Korean Workers (Asan Foundation, 1988,
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1987 and 1990 amounted to US$84.8 billion — 175 per cent higher than the value of contracts
for the preceding four years. Notwithstanding the relative reduction of overseas activities,
Korean contractors tried to penetrate the markets of developed countries, such as Japan and
North America. However, they have had little success, since most tenders in these countries
were awarded to firms from member States of the Organization for Economic Cooperation and
Development (OECD).

The future of Korea’s construction industry does not seem to be too bleak’ and
opportunities in South-East Asia® are likely to compensate for the fall in demand for
construction services in the Middle East. In 1992, projects in the Asian region accounted for
76 per cent of the value of contracts.

The Government and the business community are now concentrating their efforts on
gaining access to markets in Central and Eastern Europe, and in China. The Overseas
Construction Association of Korea estimates that the value of contracts will stand at US$4.2
billion in 1993 and could reach US$10 billion by the late 1990s (Choi, Sep. 1991).

3. Recruitment and employment of Korean
and foreign workers on overseas
construction sites

The period of employment for a Korean employee overseas is generally one year. It can

+ be extended by mutual consent thereafter. For locally recruited workers, employment is of a

temporary nature and may be terminated without advance notice. Workers are asked to declare
whether or not they accept such terms at the time of their recruitment.

According to the Labor Standards Act, there is also a probationary period of three months
for Korean employees. This is also often applied to non-Koreans unless prohibited under the
legislation of the host country. Where, during the probationary period, an employee is found
to be unsuitable for the job, the employer has the right to terminate the contract and repatriate
the worker without notice. The cost of the return airfare is to be borne by the employee.

While the job description is determined at the time of recruitment, the employer has the
right to make subsequent changes as required. According to the Ministry of Labor (1992, pp.
31-32), the reassigning of employees to jobs that are different from those for which they were
originally hired often causes problems. One of the reasons for this, may be the lack of adequate
training for carrying out the newly assigned duties. In those cases in which workers refuse to
do the job, they may be required to wait, without pay, before being assigned to another. In
some cases, workers may face dismissal if they are considered to have complained
“excessively”.

Workers may be relocated to job sites or countries other than those to which they were
originally assigned. The Korean Government recommends that employers obtain written consent
from employees if transfer to another site is necessary. However, the employee is normally
constrained to comply with the employer’s order for a transfer. Some contracts contain clauses
that explicitly require the employee to accept orders for transfers. The transfer of a Korean
employee to another country must be reported to the Korean embassy/consulate in the country
concerned.

The national labour standards apply to all workers, including those in construction firms.
None the less, there have been incidents, particularly in the early years, when the contractors

3 In 1990, the value of overseas contracts increased to US$6.8 billion because the contract for work on the
second stage of the Man-Made River Project was awarded to a Korean contractor. It must be borne in mind that that
was a “one-off” event.

6 Many projects in South-East Asia required relatively low-grade technology.
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Some were ,al_so ;treavtedwunfatrly by,le_mp,loyment agenmes.,..whlchr vin\ the, beglpmngrplayed a

‘major. role in recruiting: workers: for, overseas projects;(Asan ;Foundation, 1988; pp. 493-498).

.- Duringithe 1970s;,the:Government-accorded more importarice-to. the-promotion: of ¢onstruction

- enterprises in foreignmarkets;than it did to ;the- duestion-.of . proteotmgt Korean : workers

abroad.’ COUSH b Bt 7 €

Firms -are. expected to apply the.standards prescribed by the: LabornStandards Act. In

g“addmon, the: Governiment :has;:developed a number of* complementary: measures :to: protect

- Kareans employed- by local firms;opetating overseas/’A: standard employment contract, to be

used by all Korean employment agencies and construction firms!:was {introduced. in'the late

i 0111970s; However;; 1t was abohshed in1983 as part of: the/upohcy for liberalizing ‘the export of
cJabours sounr e Gl T R B TR A IYO S ST NS IR L IR IY §EF

i ;.»" o Im Aprll 1977 minimum. »standards were;laid; down andithey.have been subJect 10 perlodrc

reviews They.: provide, for' the; presence -of i medical staff:and!the maintenance ofiadequate

facilities, such as dining area, toilets, bathrooms, recreational facilities and sports equipment.

Labor 1nspectors carry. out regular checks 0. ensure,thatﬂthese requlrements are fulfllled For

example, any establistiment ‘With' a mlnlmum o_f 500 S ‘suitably

qualified person responsible for»occupatlonal Ls/afety

2.5 m. :

The Workman’s Compensation Insurance Scheme provrdes beneflts for Korean workers

i employed by local construction firms. Under the Scheme; unless; there areiotherprovisions or

requlrements,by host countries, allK¢ rean,construction ﬁrms based abroad-are fequiredfo have

Y occupatlonal safety -insurance fortheir Korean;workers: The level of;the: beneflts should be no

less than that which is laid .down;by, the:Labor;Standards- Act and/or. the )Industmah :Accident

+Compensation. Insurance - Act Wthh apply:;to. all frrms -whether ' theytare ;based. in the home

o'.s 1 COUDUTY OFfOVEESEAS:; izt i Of Dt s i Owla oy RHLT ety ™ detpy osr

Lo eSinee the Governrnent began encouraging the recrurtment iof-nationals; to-work:on-overseas

quprOJects labour offlcers haye been sent to'monitor: thelr .conditions. ofiwork: and -provide

guldance as;required. Tn-'1965, the first labour officers were sent 10 West: Germany. Jix 1991,

--there . were. 16 stationed worldwide, in places:such;as. Saudi:Arabia; Germany; Japan and the

~United States. Elght of them were based in places, where there, was 2 high degree .of act1v1ty by

+ Korean constructors — i-e: Riyadh and Jeddah in Saudi Arabia; Teheran Iran; Tripeli, Libya;

SiniT Guam; Abu, Dhabi in; the Unlted Arab, Emirates; Jakarta;: Indonesra and Singapore.: Imeountries

. «...;where. ‘there: are ; no labour - officers, staff at the. tembass1es .assume:: srmﬂar dutres and

Ll respons1b1ht1es oot gyndod s e g : » e e

i, According to Labor;Minister Order 284 Wthh camet 1nto effect in, Apnl 1978 the duties

of a labour officer include the following: studying conditions in the labour, market;of host

countries; promoting the social protectionof Korean workers; encouraging the employment of

- Korean: workers, -and: fostering. good relations; with -governments: and- employers -in -the host

countrrest_ Monthly or: weekly reports Jqmust ; be prepared,yand »submltted to;the« Mlmstry of
«:Labor;. . o ¢ vy T ORI PP IR WITH S § -

Accordlng to the 1992 Guldehnes 1ssued by the competent authorltres -labour offrcers are

1151.t0 ,iqn.sur_e,s_.mt@na.ha,. that-the statutory minimum 44-hour, working, week; is respected:and that

excessive overtime work is avoided. They are also to see to it that workers are paid a 50 per

centhremlum,, allowance for hav1ng worked more;than 44 hours per week; and:that working

JH

F TR PR et g Cee ok o
prir ,‘:§ IR ,vf [ SN T ateTed it

P

TGRSO 9 R Hay *H ;

7 The Government adopted a number of policy measures to promote local enterprises in foreign markets.
i -, Those;measures included: thetpayment oﬁ different mtmmum wages to: Koreans workmg 1n~those enterprrses (see Y.
it siPark, (1990)for details).si e e sy b s ey sl sl e Rl e e

8 That Order was issued by the Government after the Juball labour dlspute in 1977 Stnce it fifst ¢ame into
effect in 1978, it has been,revised several:times. However; most.of: its-pfovisiensshave remained-ufichanged.

i
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conditions in all firms in a given area are comparable and, if necessary, upgraded to the highest
prevailing standard in any of the enterprise in said area. Adequate dispute settlement machinery
is to be instituted and maintained, while regular (at least once per month) labour-management
consultations are to be promoted. The officers are responsible for making sure that a safety and
health management plan is put in place before projects commence. The observance of the legal
requirements with regard to the payment of wages and entitlements must also be assured.

In 1989, the Government liberalized the procedure for recruiting nationals to work abroad
and the system governing the granting of approval for group migration was abolished. Since
then, a migrant worker only needs to show a letter of invitation and go through normal
immigration procedures. For group overseas migration, an employment agency only needs to
report to a Provincial Labor Office which encourages it to recruit persons whose names are on
the list drawn up by the Central Placement Office.

Even under these new procedures, the Government can still make sure that the terms and
conditions of employment offered by a Korean construction firm comply with the standards set
by the authorities. An employment agency or construction firm must provide the Government
with information on the terms of employment, the job site, the period of employment proposed
and other related information. If the terms of employment are found to be contrary to the
prescribed standards, they must be revised and upgraded. If that is not done, the employee will
not be allowed to go to the overseas construction site.

Pay and working conditions have improved because of changes in 1ndustr1a1 relations
practices coupled with the shortage of labour. Since 1987, union membership in Korea has
almost doubled, and real wages in manufacturing have increased by 71.5 per cent between 1987
and 1990. Since the mid-1980s, the unemployment rate has been under 3 per cent (Park and
Lee, 1993, p. 15). Monthly wages in the construction industry in Korea increased 188 per cent
between 1987 and 1990 as opposed to 26.6 per cent from 1981 to 1986 (Korea Research
Institute for Human Settlements, 1990). _

In the past, Korean workers employed on overseas building projects did not have the

possibility to exercise their right to organize and bargain collectively, or the right to strike.

Workers involved in collective disputes were repatriated immediately, with the authorization of
the Korean ambassador in the host countries concerned. That has since changed. A labour-
management council is set up at each construction site in order to promote dialogue between the

- social partners. That system was introduced after the Jubail Dispute in 1977. Counsellors (one

per 500 workers) are also appointed. Between 1977 and 1987, the Ministry of Labor held

- annual symposia on industrial relations for Korean construction firms. They were held in

different construction sites and all Korean companies were required to send representatives to
discuss common problems.

Pay and conditions of work of Korean
and foreign workers

Korean construction firms began to hire workers from other developing countries as early
as the 1970s. Government restrictions on the recruitment of foreigners by local contractors were
lifted in order to enable employers to procure cheap foreign labour to work on construction sites
abroad.

The share of foreigners employed in Korean construction firms rose from 7.1 per cent in
1979 to 49.7 per cent in 1987 and 79.7 per cent in the first quarter of 1992 (table 1). A number
of programmes sponsored by companies and the Overseas Construction Association of Korea
have been developed to reduce stress at the workplace and to provide support services for
workers and their families living in an alien context. Entertainment opportunities (i.e. movies,
reading material, musical and other broadcasting programmes) have been enhanced. Awards
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s> . have: been:granted: to: “exémplary”.-workers. ands theirochildren:::Between .1980 and 1990,
Iiaxrecipients.‘:offpubl.ic awards:numbered: 3,752 Moreover, ‘since theearly:1980s,.the Government
; :has ‘beent ‘providing:migrant workers ‘and:their families with:the:services:of consultants who are
“torhelp them:to adjust to the énvirenment of the: host ‘countries 'in:which they are based. Up to

1990 -advisers-had’ handled about 1:9 million cases:' T I S DU STR IR
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Table 2.  Occupation and nationality of workers employed by Korean
construction firms (first quarter of 1992) (in percentages)

Managerial Engineer Medical Other Total
staff staff workers :

Republic of Korea 17.43 20.98 0.49 61.09 100
Philippines 1.68 ‘ 10.18 0 88.14 100
Malaysia 0.84 0 0 99.15 100
Indonesia 1.62 0.32 0 98.06 100
Thailand 0.36 0.05 0.01 99.58 100
Nepal 2.31 . 5.09 0.28 92.31 100
India 0.30 1.07 o 98.63 100
Sri Lanka 2.69 0.61 0 96.70 100
Bangladesh 0.71 0.43 0.05 _ 98.81 100
Iran 1.16 1.77 0.14 96.93 100

Note: Only foreign countries for which the number of workers exceed 500 are included.
Source: Overseas Construction Association of Korea {(unpublished data).

4.1. Pay and hours of work

Under the Foreign Exchange Act, all employers, including those in foreign-based
construction firms, must remit more than 80 per cent of a Korean employee’s monthly pay to
the main branch of the Korea Exchange Bank. The sum remitted is deposited in the employee’s
account. '

Until the mid-1980s, there was a statutory minimum wage for Korean nationals employed
in both Korean and foreign construction companies. The average monthly wages of all Korean
nationals employed in Korean construction firms in the first quarter of 1992 was US$578 (table
3). The wages of Korean workers registered moderate increases since the mid-1980s. The sharp
wage hikes since 1988 attest to a serious labour shortage which is the result of the boom in
domestic construction and the spread of trade union activity.

Table 3. Monthly wages of Korean nationals employed in Korean
construction firms operating abroad (1985-92) (in US$)

Korean workers Foreign workers
1985 : 671.22 312.66
1986 671.82 . 275.88
1987 736.52 449.54
1988 818.85 - 450.97
1989 871.35 335.03
1990 1096.01 282.21
1992 (1st quarter) 1578.40 305.32

Note: Data for Koreans refer only to non-office workers while those for foreigners take into account all .
occupational categories.
Source: Overseas Construction Association of Korea (unpublished data).

Up until the mid-1980s, the average wage of foreign workers employed in Korean
construction firms was 50 per cent less than that of Korean workers (table 3). By 1987, it had
risen to 61 per cent. There has since been a decline. A growing number of low-paid jobs in
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Korean construction: firms are;being:filled by foreigners. There -arealso:significant:disparities
in wages paid‘to: workets of! différent nationalitiey’ and idifférent  oceupational categories.

. Workers from the Philippines, Malaysia and Thailand are usually paid better than those of other
nationalities because they are generally highly skilled (see tables 4 and 5).

¥ k :
Table 4. Monthly wages in Korean constructlon flrms by natlonallty

"'+ and occupation (1992, 1st quartef) fin US$)
‘ o : Average Maximum Minimum
oy Korea .., .. Total . 2012 2 3561.7 793.7
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Manage{rie‘i;staff 2688.6 - -
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\ Others o “1578.4 - -
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A o 0(24.9) 44.4) .. . (19.0)
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Source: Overseas Con‘structl‘oni Assoc:atlon o_f Korea (unpubhshed data).

According to thé regulations, standard working hours and overtine payments are prescribed
by the labour: laws of the host country. The standard working. week for a regular foreign
employee is 48 hours (eight hours per day), while for a Korean employee, the basic working
week is 44 hours in, accordance Wlth the amended Labor Standards Act of 1990. It is likely that,
in the long run, the reduction of the standard working hours for Koreans will affect the working
hours of forelgners

Working hours may be extended | upon request by the employer. Overtime payment is made
in accordance with local labour laws: and in the case of Korean Workers the prov1s1ons of the
Labor:Standard Act apply.- SRR : R R rot
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Table 5. Wages of workers in Korean construction firms by selected
occupations and by nationality (in US$)

Korea Philippines Malaysia ~ Thailand - . Nepal India Sri Lanka Bangladesh Iran

Frame carpenter 1582 378 168 355 80 254 35 285 176
(100.0) (23.9) {(10.6) {22.5) (6.1 (16.1) (2.3) (18.0) (11.2)

Steel reinforcing 1698 357 - 376 81 262 32 261 171
worker (100.0) (21.0) (22.1) 4.8 {(15.5) (1.9) {(15.4) (10.0)
Cement worker 1 535 380 - 281 80 181 27 188 415
(100.0) (24.7) (18.3) (65.2) (11.8) (1.8) (12.3) (27.0)

Plasterer 1494 415 - 368 80 248 - 269 7
: (100.0) (27.8) {24.7) (5.4) (16.6) » {18.0) {(11.5)
Ordinary welder 1278 516 715 577 70 321 - 254 674
(100.0) {40.3) (55.9) {45.1) {5.5) (25.1) (19.9) (52.7)

Electrician 1511 458 499 393 70 282 - 281 241
(100.00 ~ (304) (33.1) (26.0) {4.6) (18.7) . {(18.7) (16.0)

Note: Numbers in parentheses show the percentage in relation to wages paid to Koreans.
Source: Overseas Construction Association of Korea {unpublished data).

Many Korean employees have a tacit agreement with their employers that a minimum
monthly wage will be paid to them regardless of the working hours. If their actual monthly
wages, including overtime pay, are below the minimum, they are usually given a special “extra
overtime bonus” for which they are not expected to work. :

The hours of work of Korean and foreign workers generally exceed those prescrlbed by laws.
They are, in practice, ten hours per day and six days per week. Moreover, paid working hours
in Korean overseas construction firms are far above the statutory maximum because allowances,
incentives bonuses and overtime payments are all recorded as “overtime payments”. The bonus

* system also helps to explain the long hours of paid work, in the case of Korean nationals.

These extra payments which are given to compensate for shortfalls in the agreed monthly
wage sometimes cause discontent among Korean workers. Those who actually worked overtime
may get the same pay as workers who receive such payments. Wages may also differ depending
on construction sites, reflecting the profitability of different projects. This also often causes

~ problems, particularly when the transfer of a worker results in the receipt of a lower wage in
line with those paid at the new site (Asan Foundation, 1988, pp. 237-247; Ministry of Labor,
1992, pp. 29-31).

4.2. Bonus payments

For each year of service completed, employees receive an annual bonus equivalent to one
month’s salary. Those whose contract of employment does not provide for the receipt of such
a bonus, but who have worked for more than one year, also get a bonus calculated on the same
basis as those given to their colleagues. In the interest of ensuring equality of treatment, foreign
employees are also paid a bonus.

4.3. Paid leave and holidays

Paid leave entitlements are prescribed by the labour laws of the host countries and the Labor
Standards Act of the Republic of Korea. They range from one day for those who work a six-day
week to eight days for those who have a one-year contract. Payment in lieu of leave is also
provided for. An employee who works six days per week is allowed one day of paid leave.

Korean workers whose period of employment exceeds one year are entitled to paid annual
leave. Those on overseas sites are also entitled to paid air travel or a sum equivalent to the cost
of the airfare, should they not travel. Recently, some companies have adopted a policy of giving
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managerial staff:paid-homie:leave: eVer)n"'six*vmonths I Unless'otherwiseyreéquired by thie local
~ legislation, foreign workers are given' "the sdine‘paid-atifual” lea%’as that ‘of Korean workers.
... The leave entitlements increase:with the. length ofservice: . L
Pald public holidays of the host country are granted to construction workers who may also
get addltronal paid pubhe hohdays Unless otherw1se stlpulated b‘j, the local labour laws,
overtlme pay at the rate of one_and a half times the basic hourly wage is given to those who
", work-on public holidays: or at mght An ‘employee is entitled to paid sick leave (mmunum of

one workmg day per calendar month worked) when certified by a competent medical doctor.
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‘ . Z contract may be termmated by an employee by gryrng 30 days written notice to the

) employer The non-local . employee s return airfare is paid; by the. employer 'when it is the

employer who terminates the contract. The labour laws of both the home and host countries

L usually require that 30 days prior notice be given: Where no prior. mnotice has been given in
writing, the payment of a sum corresponding to the amount of salary for-fa. reasonable number
of days” may be substituted for it. S & R

Employees are entitled to severance payments In the case of a temporary suspension of

":;ﬁbusmess ;by the employer:or imvithe ievent:of:an injury sustainedwhile. on: duty; 60 per cent of

the lmonthlye.wage is: pald to. Korean employees 1n accordance wrth the: Labor Standards Act
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Employers usually provide non-local employees with food and accommodatron ‘unless there
are other special arrangements. They also provide emergency. med1ca1 serv1ces and recreatlonal
facilities free of charge. The minimum standards for these services are laid down by the

“Government -of the Republic: of-Korea: However, up-until itheearly. 1980s;’ reports:sibmitted

' e by the-Jlabour -officers~and: members iof fact-finding): missions/ showed that the:: standards,
2 partieularly those concerning thé provision of miedical caréand food,swere notrbeing observed

reduction in the number of Koreans working on overseas:construction’sites; few complaints
about welfare facilities have been reported in recent years.
When workers of a given nationality exceedk ~Ce
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those costs, as the following example illustrates. Between 1970 and 1983, employers of Korean
construction firms in Saudi Arabia paid to the local authorities social insurance contributions
on behalf of their Korean employees. °

4.6. Occupational safety and health

All Korean employees must be covered by Workman’s Compensation Insurance. The benefits
for those employed in construction firms operating abroad are the same as those to which locally
employed persons are entitled. Korean nationals working abroad are also covered for non-work-
related accidents. However, the benefits are less than those given for injuries sustained at the
workplace. /

Korean employers must provide medical treatment and insurance coverage for non-nationals
working on the construction project, in accordance with the labour laws of the host country.
Compensation to victims of industrial accidents of a third country is paid as required by the
local labour laws and regulations. Workers are also generally covered by insurance schemes in
their country of origin. Special arrangements are often made for the payment of compensation
to foreign employees brought from a third country. Those arrangements usually involve the
government of the third country. None the less, it must be noted that there are some cases in
which the employment contracts of foreign workers specify that benefits may be reduced if the
injury or disease is found to have resulted from negligence or a deliberate act by the worker(s)
concerned.

Deaths, illnesses and injuries, including non-occupational accidents among Korean workers
employed in Korean construction firms increased sharply between 1977 and 1985. That was due
to inadequate investment in occupational safety and long working hours (Asan Foundation, pp.
251-255 and pp. 278-281).

In 1990, total compensation paid to workers amounted to 7.5 billion won. The main causes
of accidents included falls (11.6 per cent), the mishandling of tools (10.5 per cent) and the use
of power equipment (10.9 per cent). One of the major complaints filed with the Ministry of
Labor concerns the inadequacy of insurance schemes for paying compensation to victims of
industrial accidents. Workers argue that, in some cases, occupational accidents are treated as
though they were not work-related. '

5. Training

Koreans recruited to work on construction sites abroad were generally skilled and had solid
work experience. A 1985 survey by the Ministry of Labor showed that 67 per cent had more
than five years of experience in their occupation and only 4 per cent had less than one year.
There is no separate training scheme for upgrading the skills of Korean construction workers
since training programmes for such workers are an integral part of the national vocational
training system.® Under this system there are state-run, in-plant and authorized private
training centres. !! Under the amended Act (1976), a private firm with a certain number of

® The refund of social insurance contributions paid to the Government of Saudi Arabia by Korean employers
(from 1976 to 1983) and employees (from 1984 to 1986) is a matter that is still to be settled.

10 1n 1967, the Government passed the Vocational Training Act (VTA) under which it was responsible mainly
for training workers to meet the manpower needs of industry. In 1975, in-plant training was made compulsory in
establishments with more than 499 employees. In 1982, the programme was expanded to include enterprises with
299 or more employees. In 1982, the Korean Vocational Training and Management Agency was set up to coordinate
more effectively the activities of all public vocational training institutions.

11 Expenses for training are fully covered by the Government. There is a minimum fee for accommodation
and food expenses, which may be waived depending on the family income of the trainee. More than 90 per cent of
the graduates of public training institutes usually find jobs.
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. employees-is-subject to.a 16vy: that was used to firiance public .vocational'training programmes.
- Between-1967 and 1990, -when the public vocational training systeémiwas: instituted, the number
of trainees in fields pertaining to the construction industry:. reached: 348,000, . l
In the second half of the 1980s, the number of trainees decreased substantially even though
there was an acute shortage of labour! in-the domestic.construction, industry. That decline may
be explaxned in part by the 1neffect1veness ‘of the levy system for 1nducmg firms to invest in
’ trammg As of 1991 only seVen e cent of all constructxon ‘flrms prov1ded m—plant vocatxonal
trhining. TR R T T TAL I R T AR PR O (A ARV P FRPRE  EL
“In the Korean constructiofi’ 1ndustry, there are ¢ ntractors “who stipply Triost of the skilled,
G sernitdkilled and unskilled workers, while the- constriietion firms uaally handle the'téctiiitment
of managerial staff and engmeers Skilled workers are paid on a monthly basis’ whlle the semi-
e ‘skllled and unskilled Workers are paid'daily (Ydon'dr d Ahfl, 1992, pp’ 10:28).
> Unskilled and sermﬁ Skilled: workers* génetallylédrn By observmg their'skilled colleagues carry
' out cértain tasks and tht rI'"astery bf differént skillslisually takes between ohe ‘and’ hree years.
R Many Korean worker'se"who ~wenr Gveiseds Were alréady sldlled and had the experlence requrred
“to work ‘6n'Eonstriction | pro_]ects Abcordrng toa 1985 survey by thé M1mstry of Labot, only
g per cerit'of the ‘constructiorn workers who were questloned sald that they' had acqurred skills
e as a tesult’of having' worked on prOJects inother countrres S
" 'Whien Koredn’ firt s begin toemploy forelgners oft theit” construction sites ‘in the early"l9808
t1a1n1ng Wwas provrded to some OF those ' workers. Cettain €ompani€s offered extensrve fraining
in order to maintain the quahty of thelr workforce. Trammg in certaln hrghly specrallzed fields

m 1s “still prov' ded'to S

(TAN

' Howevér, oni'the wholé; firms ‘aré how less inclitiéd fo invest! 1n*‘tra1n1ng ekE‘éﬁt ifi the case
| of Chiniese Workers for whom thetlabotr costs are'Still quite low : even when those' télated to
trammg are included. Employers now only hire workers who méet the skill 1 requlre ents. Also,
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- sifice some fittms’ have been’ IIsmg foreign- labour for-thoré’ than years they have a list of
"sultable work"ér“s from’ which to makeé’ theit selection? Some: compame” even retarn‘ the same

staff movmg them frorn _-o‘ne* Job s1te 10" anotherl as' requlred “"‘”;"_ W
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6. ‘Thdustrial relatlons e
Korean workers employed by a Korean construction firm do not have the rlght to orgamze

or join trade unions unless this right is guaranteed by the labour laws of the host: country Since

the legislation of some of the countrres in which Korean construction firms operate does not
prov1de for the | exercrse of such r1ghts ‘the @ ”terprrses experrence 'm0 problems in’ this regard.

A0 A worker ‘who ' participates “in*collective - 1ndu'str1al action is repatrlated ‘inthediately in
* ageotdanice with'the regulatlons'”' f the Républiciof: Korea of ‘the 607 'workers ‘thit we‘re sent
“backto ‘the home country between 1977 and 1988 because of alleged mlscondu‘ct 333 had been
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i Labou‘r—management7 councﬂs are’ setbup with' ‘the dint’ of promotlng didlogae’ betiween the
“‘sbtial'partners, andcotnseliing services must” b provided: afthe’ workplace ‘ItHas been téported

to the Ministry of Labor that some labour-management councils do not operate effectively (Asan
Foundatlon 1988 p 255) The changes that have been 1ntroduced in the chmate of 1ndustr1al

sites. The counc11s have assumed"the ro<e‘and functlons of trade umons whlch are strll not
= A snob oot o e g ¢
Muo(r( over, it is of interest’ 10, note that most, Koreans

vworkrng on construcuon s1tes abroad have quasrtmanagemal” :oles srnce they hold supervrsory
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Between 1977 and 1990, there were 59 labour disputes on overseas construction sites reported
by labour officers. * Wage-related issues constituted the main source of contention. Of the
59 disputes, 11 were over delays in the payment of wages, ten over wage increases, eight over
the payment of wages that were lower than those expected and three concerned wage disparities.
Conflicts between Koreans and foreign workers often also led to industrial disputes (Asan
Foundation, 1988, p. 282).

Non-Korean workers from third countries also do not have the right to join trade unions and
involvement in collective labour disputes could result in their repatriation. As regards local
employees, their rights are prescribed by the labour laws of the host country.

There are no dispute settlement arrangements (e.g. labour-management councils) and staff
counselling services to deal with social and labour problems affecting foreign workers. Persons
of the same nationality as the foreign workers are appointed to settle disputes.

7. Concluding remarks

Korean contractors captured more than 10 per cent of the total value of international contracts
awarded in the boom years of the early 1980s. The outlook for the construction industry does
not seem too bleak despite the poor performance in recent years. A growing number of
contracts for work in the Asian region are being won by local contractors as this market rapidly
replaces that of the Middle East in importance. In the past, success in international contracting
was mainly due to the availability of a large supply of skilled, low-cost labour. Over the years,
however, the workforce on overseas contracting projects became increasingly foreign, with the
share of non-Koreans in construction projects soaring from 7.1 per cent of the workforce in
1979 to 79.7 per cent in the first quarter of 1992.

The terms of employment for Korean construction workers are defined by the provisions of
the legislation and national regulations, as long as they are consonant with those of the host
country.

Minimum labour standards have been established by the Government to protect Korean
workers employed in locally owned construction firms. However, up until the mid-1970s, those
standards were neither properly applied nor enforced. That situation has changed. Labour
standards are now enforced, recruitment agencies are required to furnish ample information
about the terms and conditions of employment of migrant workers, and labour officers are sent
to deal with problems arising on overseas construction sites.

In principle, freedom of association and the right to organize are no longer restricted. None
the less, there is still dissatisfaction over the role and functions of the labour-management
councils which are supposed to deal with industrial relations. _

As regards the provision of medical care and amenities, it has been found that some
employers have not adequately met the legally prescribed requirements.

The terms and conditions of employment of non-Korean workers are governed by the labour
legislation of the host country. Wage disparities among workers of different nationalities and
between them as a group vis-a-vis Korean workers are a reflection of the differences in skill
levels and occupational categories, rather than the result of discriminatory policies.

As regards training, the evidence is that Korean construction firms have reduced their
expenditure, preferring instead to subcontract certain labour-intensive tasks, recruit from a pool
of workers who have already been employed by the firm, and focus on enhancing the expertise
of a relatively small number of skilled staff. Perhaps the thorniest problem that Korean

12 That number concerned only disputes reported to the Ministry of Labor by labour officers. The actual
number of industrial disputes might have exceeded that figure.
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- vemployers have had toface concerns the conflicts among workers oft dlfferent natlonalmes and

1" particularly between Koreans: and non-Korean-personnel.. = = w0 o
17 All iridications are that ‘'overseas projects involving construction: flrms from the Republic of

i, Korea will continue to have a sizeable workforce consisting of increasing numbers. of foreign

- workers. If the émergence and in some cases, the aggravation of socialiand Tabour problems are

to be avoided, then it is imperative that international labour standdrds’and national labour
s legislation be respected by the home and host country gover'nments as well:as the employers and
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Introduction

The study has been divided into four parts. The first examines the United Kingdom
multinational construction companies in relation to the global construction market. The second
focuses on the way in which those multinational companies fit into their domestic market. In
the third part the top ten United Kingdom multinational construction companies were selected
for analysis, on the basis that they all had an annual turnover exceeding £1 billion, and, more
importantly, they all operated in a wide range of overseas markets. The annual reports of the
various companies were analysed. Finally, in part 4, the results of a questionnaire and personal
interviews are shown in the context of various issues relating to employment, training policies,
safety and health and the use of contract labour.

In detail, the following issues are dealt with in this report:

Part 1 O A review of the changing characteristics of engineering and construction services
in the global market over the past two decades as they have affected United
Kingdom multinational construction enterprises.

O What are the future trends for United Kingdom multinational construction
companies? Will overseas markets become more important?

Part2 O A brief review of the United Kingdom construction industry and its workings,
~ in order to put the United Kingdom multinational construction enterprises into
perspective.

"Part3 O  Which are the United Kingdom multinational construction enterprises? To what
' extent do these companies have a global perspective to their business?

Part4 O What is the business strategy of United Kingdom multinational construction
enterprises with respect to overseas work? What are their competitive
advantages?

0 How do United Kingdom multinational construction enterprises operate
overseas? What are the managerial structures and the employment and training
policies used by United Kingdom multinational construction companies when
operating overseas? What is the policy towards technology transfer? What form
does technology transfer take?

O What are the standards of safety and health? What are the career prospects for
local employees?

O What is the relationship with local enterprises in the host countries?

Definitions

Construction

The general term “construction” includes repair, maintenance, alteration, refurbishment,
demolition and the building of domestic, commercial, institutional and industrial premises. It
also includes civil engineering and industrial engineering embracing structural repair, alteration,

- maintenance, and construction of docks, roads, harbours, bridges, river and sea defence works,
inland waterways, airports, tunnels, bridges, viaducts, dams, drainage and sewerage works, oil
and gas pipelines and refineries. Construction does not include the manufacture or prefabrication
of components or materials. :

82-6D.E%4/v.2 45



Construction Industry

The terrn ‘construction industry” includes all the frrms engaged in constructlon 1nc1ud1ng

v rarchitectural dnds engmeermgidemgn consultants. tii | owdviho soo oomi ke wit

R SATIDIE & SU S HAbS D T R ) i’; TR I 1 SR I AN [ je:f.v;. EIURR i "*::_;
T oodd . BT e N \ .

B Llst ‘of abbréviations:e o o Tt .

oo by e eni ey el TG 0k T e i T e R Y
W :GDP:?V "' Gross:domestic product ‘s coon T oy et

/07 Triad” A block of threé’ tradmg afeds " E RS L R
o BOT Bu11d operate—transfer - ‘
Y O RT a Lo T eEbad wd

BOOT JBu11d-own—operate-transfer

BOO Build-own-opezater =if; «i i N

~BOLT .Build:operate-lease-transfer . .=+« .
CUNIC e Newlyeindustridlized country- ™ o AN

PORLIOT VT TV g

1.""The global éngineerin g and .

constructlcm .marketw LD Db pouesey duind g C Y

Hur

AN SaEi

Law sobaiad Ledun o wl

The englneerlng and constructron 1ndustry is one of the -most,important industries in the

pefoei

- world The World stock‘of construction assets can. be estrmated at some. US$50 trrlhoni About

i L L §1101 )"HH[A [ ] ]
66 mrlhom are Eemploy d in, the ndustry (se€ ta 1. Ihesxek ﬁgures have been calculated

iy SR QI LG L
usrng the statlstrcs pubhshed by the UN. They rnust be treated w1th cautron as there 1s likely

"to be’ unde’rf’éﬁo’rtmg inthe’ data collécted by soMe ¢b

the AurhBét of meople engaged in the ¢ohstriction’in ustr}qr ; 0
up to 20 per cent.

e gobiiripios  lsmolseiiivm  noh

i"h fi i i

RUEETET
EEIR S

"y

‘tructlon ndustry

i xlTable 11 VEstirates of'th >engmeerlng rand ol
O 71y T U M LV R S e RSN LT 8 U T G N T AT
J,,‘,World stock. of construction. assets o e
“(approximately” 65% of the total expendituré 1§'in :

Europe, North America, and Asia Pacific) i) vy RS

'_",US $50 trillion

T P e I i o

SEONUmber of‘people Whil Witk initise constradtisntindustry % 66 million
(UN statistics and best guess) (about 2.5% of'the: i, i Yy
» world’s vllorkmg populatlon) . L .
ot Ly Tendt o SOOAEHTE AT AL gider A T arit el U o
Source: Modified from R. Bon, The World Building Market Proceedmgs of CIB W65, Building Economics and
Construction Management.

[

Briollin

The world market in 1992 was dominated by the “triad market” of North America (395

billion ECU expenditure = US$436 billion), Europe including Scandindvia’afidFialahd (658

o ibillion, ECU) and J apan5‘(5_2_,0 bllllon ECU ] 11)_6.56 three:regions aceount,for.about 65 per cent
A\merican, matket has

panded in; size, oven:the; past five

JAMAA

.-mLh;s,prwﬂeged, area: leads the yvorldg s;contractors <and consuLtants to

cmgs,t of the

Europe differs greatly from its two triad assocrates because it competes on two levels.

Externally with the nations of the world and internally amongst the various European countries.

North America and Japan have a homogeneous culture and language and there is a unified
market in which companies compete.
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European nations have followed different routes with their ideas of social policy, money
success, housing and cultural values. The European mosaic is marked by the disparity between
the GDP of Greece and Portugal at around US$5,000 per capita compared with that of
Switzerland at over US$29,000 per capita. The diversity of construction output for the European
countries is shown in table 1.2.

Table 1.2. Construction industry gross output in Europe
(billion ECU at 1991 constant prices)

Country 1991
Belgium 18.35
Denmark 11.99
‘France 95.43
Germany 159.10
Greece 3.21
Ireland 4.15
Italy 104.92
Netherlands 25.28
Portugal 6.58
Spain ' 58.70
United Kingdom 62.27
Total EC11 550.98
Austria 22.50
Finland 17.22
Norway 10.03 -
Sweden 28.31
Switzerland 29.46
Total EFTA 107.52

Source: Euroconstruct.

The structure of the three triad markets is fundamentally different. This has influenced the
structure and type of construction organizations that have emerged. The J apanese market is vast
with 7.9 per cent of GDP being spent on construction (this figure has been taken from OECD).
There are a variety of ways the percentage is expressed — the official Japanese figure is 18.4
per cent, but this includes off-site- manufacturing which is not included in many developed
nation’s figures. There is a large expenditure on infrastructure projects such as roads, drainage
schemes and railways. Europe spends, on average, 5.4 per cent of GDP on construction while

“the United States spends 4.9 per cent of GDP on construction. The structure of the three
markets is shown in figure 1.1. For example, the United States residential sector is its largest,
whereas in Japan it is the civil engineering sector. :

An important trend for the construction industry is the way that, as a country moves from
developing to newly industrialized, so it spends more of its GDP on construction. When it
reaches developed status there is a levelling off of expenditure at between 5 per cent and 6 per
cent of GDP. Figure 1.2 shows this with a sample of countries from around the world. The
developing countries lack the cash to invest in their capital projects. When a country has
achieved near newly and newly industrialized status, it spends on capital projects to keep pace
with rapid industrial expansion. When it reaches developed status a country tends to spend
between 5 per cent and 8 per cent of its GDP on construction works. The mature economies,
such as the United Kingdom and the United States where the infrastructure and building work
has been well developed, spend less on their construction work as a percentage of GDP.
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Figure 1.3. Incremental construction activity (% GDP 1985 minus 1950)
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Source: The author.

All the world’s major construction organizations have to forecast where the new expanding

' markets are going to emerge. The term “fattening the triad” is used to describe where the new

markets are likely to be. Figure 1.4 illustrates how the three markets are likely to change up
to the year 2000.

Figure 1.4. Fattening the triad (70 per cent of all work will still be in the triad)

Medium growth
in selectsd markets.
Central &Eastem Europoan 4
infrastructure work

Steady growth
Middle Eastand N. Africa |

Africa still depending
on aid work and
international agency

environmental
project
expansign

T
Rapid growth
Asia Pacific/
South Asia

G Economic
Community
N

South
America

Source: The author.

The North American market will expand in two ways. Firstly, the increase in expenditure
on environmentally related, projects and secondly, the substantial increase in expenditure in
Mexico with many new industrial plants being built to take advantage of the low-wage economy.
It has been forecast that by the year 2000 up to 30 per cent of the total annual construction
expenditure will be in the clean-up and environment-related projects.
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The European market will. expand. in:.Central ‘and - Bastern: Europe with :many: major
infrastructure projects being needed, Political stability will be a critical factor. It will be a long
process to improve the infrastructure and stanc}ard of housing and living conditions fo;r these
countries. There is a vast amount of ¢onstruction

: i}work to be undertaken and no hard cﬁnrency
to pay for it. Many countries, Poland for example, have a foreign debt comparable to tﬁe most

* indebted Latin American countries. Similarly, Hﬁngary' has exhausted its borrowing options.

} The Japanese market will expand| with the economic growth of Asia Pacific. The term Asia
4 Pacific defines a loose relationship of sovereign S\?Eates that is bounded by the Republic of Korea
1 and Japan to the north, the People’s Rep '5f China to the, east, Indonesia to the south and

the vastness of the Pacific Ocean in the sout he region will-see-expansion in infrastructure,
commercial and industrial projects. TwdKey issues emerge. Firstly, thle~.m_21SSive grgwth in
. population in the. Asia Pacific region.. Secondly, the gr}bwth}*iﬁ'_' he propoggtionfgf\,ypur'_lgé people
‘ in the Asian region. These people will have a basic expectation. for shelter, health care, power
" supply, clean water, waste water trea‘fnment and adequaj';te transporté?‘;tion s?ystér'nsf o |
: China plays-wap:i_mgortant: part in this growth with its move fron a centrally élanned
~-economy to a_socialist market economy. However, China will not open its doors to
multinational construction firms unless there is a need for specialist management
~~<kills, of special feckinology. S R LT LT o PP I
The Middle East and North Africa will have some small growth; mainly based upon oil-

and gas-related work. Latin America will show a small growth rate, while Africa will continue

.1, :sto-struggleandsbe dependent upen international aidsrelated-work:; 7"
O 1 ETRNIPEE Dot TR I+ VO TR TR LR A BRI I i
. .-1.1: “Construction-multinationals: operating . =~ ="
in the global market LRy
The main.countries which have major, multinational construction.enterprises are;
0  United States 0  Turkey
0 Japan B s Canada
O Frane. | ", O Finland RS
O Germany d g7 Sweden o 3
o “‘Italy' o . o ;;Denmark ( :
o United Kingdom .0 Australia L ‘
‘o Republic gf”'Kd\r“gea . Spain
‘oo Holland.

'+~ There is no definitive list.that, ranks the countries in any-given order. This list gives an
 indication of the ranking based upon the volume of nevs)""oryder‘s}\‘&on in 1992. Each country
" collects information on the proportion of overseas turnover of its construction industry.

""" The United States enterprises have the largest share of theglobal market because of the
influefice of the United States giants such as Bechtel, Fluor Corﬁération and Foster Wheeler.
These companies have developed from being merely engineering contractors to having an
expertise in design, procurement and construction in the oil, gas, power and petrochemical
sectors. They have also diversified into general construction works. From this base; they moved
. _into major industrial engineering and defence-related projects. Their comget_itive advantage has

“"hdent i deSin and fechnical skills coupled with the ability to; lagé effettively'and to arrange
' ‘that tiie Utlited States giants

P e N L BT T e TR 4 X

compétitive financing arrangements. A much used d cription is
Tt i At el G el b dt Ty B, f TG O U N NVt I I L R L AR S
~moved fl'Ol’];’l providing the hardware (construction) to the software (brain power). |
VR R LR P N Tl I S s SRS I S TN I R WAL TP L : P i

a:Zi‘riése"E:'ontréctor's“h’éﬁgé grown’ because “of the ‘country’s’ need. to 'exp"oirt' goods and
. R T T T R AT RIR VDTN EE I R SN e L) PEAATE 1 Lo E
services to pay for the raw ‘materials imports. The Japanese Government has been very

supportive of its major construction firms when they have operated overseas. Much Japanese
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overseas activity is based upon Japanese government aid-related work, Japanese clients who
have invested in buildings overseas and who have used a Japanese construction firm, and
investment in property by Japanese construction companies. Despite the size of the Japanese
contractors only a small percentage of their total turnover is abroad. For example, Shimizu
Corporation, the largest, had a 1991 turnover of US$19.2 billion. Only 4 per cent of the
workload was overseas. Kumagai is the only exception with 35 per cent of its work overseas,
much of it in property investment and development.

Companies from the Republic of Korea came to the fore with the growth of oil-related
work in the late 1960s and the 1970s. They succeeded in winning many projects based upon low
prices and the availability of skilled labour that was prepared to travel and work in harsh
conditions. The “bubble burst” for the Korean multinationals in the early 1980s, caused by a
low pricing strategy, resulted in heavy financial losses on many overseas projects. It is only in
the past five years that Korean companies have been emerging again, mainly in south-east Asia
and the Middle East. '

The European companies have long-standing associations with their home country’s former
colonies. Spanish contractors are the exception to that rule. The French, Italian and German
international construction companies all grew by having cultural and language ties to overseas
markets, as well as home government aid-related overseas work. Finnish and Swedish

- contractors are active in the CIS because of their previous links with the Soviet Union and

Eastern Europe. Spanish contractors are active in Spanish-speaking countries in South America.

The British contractors have a long history of working in the Commonwealth countries.
Britain exported its construction system with the use of design consultants, quantity surveyors
and bills of quantities. Over the past 50 years, United Kingdom contractors have been working
in such countries as Malaysia, Australia, Hong Kong, Kenya and Canada and many
Commonwealth countries still use the British system of procurement. A strong influence was.
the use of British architectural and engineering consultants who undertook the design of major
harbours, bridges, power stations, roads and institutional and commercial work, allied to the
use of British Standards and Codes of Practice. Inevitably British contractors followed the

British consultants and were able to secure work.

In 1992, British multinational construction enterprises obtained overseas contracts worth

. £2.9 billion, some 29 per cent more than in 1991. About a third of all new contracts in 1992

were in North America, with half of new contracts being from OECD countries. About 90 per
cent of the work is carried out by the top 12 companies.

British multinational construction firms have also seen an increase in work since 1991 in
the developing world, reflecting an increase in south-east Asia. This region is seen by all the
United Kingdom multinational firms as being very important in the next decade. The main
constraint on the companies is the ECGD (Export Credit Guarantee) cover available, which is
a form of insurance.

Many large development projects in the developing world continue to be funded by tied
bilateral aid from governments. Britain’s aid programme is lower than many other countries and
this can be a serious handicap for United Kingdom multinational construction enterprises.

1.2. The United Kingdom sequence

Listed below is the sequence that United Kingdom multinational construction companies
followed:
1960s O Boom in oil-related and commercial work in the Middle East.

Steady workload in Commonwealth countries, some coming from United
Kingdom government overseas aid-related work.

0  Strong focus on work for British consultants operating overseas.
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O Mergers and acquisitions

a

Political pressures
Closeness to customers

Next ten years

Speed in production innovation and delivery
Flexibility in delivery mix

Environmental consciousness

People development and deployment
Automation and information management
Joint ventures and alliances

Global scenarios

Closeness to customer and user markets
Partnering/enduring alliances
Sustainability/recyclability of products
Financial engineering and the ability to arrange finance
Safety and liability

o0 0o 0o 0o o0 o0 oo oo aao

High quality with guarantees for after-sales care

The world engineering market is changing. In the past, construction firms could rely upon
winning projects by having the lowest price combined with high-quality management skills and
technological advantage. In the next ten years that will not be sufficient. Many new players have
entered the global market from countries such as Turkey. They have a low wage base and can
offer competitive prices. Companies have to devise strategies to cope with the changing needs
of clients and with the new competition.

Many companies have recognized the need to develop their staff and more is being spent
on the education and training of all grades of personnel from top management downwards.

The international market has become a global market and companies have had to develop

- global scenarios which are flexible and responsive. For example, the United States market has
- sustained growth in the environmental construction market, particularly in terms of recyclability

and the disposal of hazardous and solid waste. The subject of pollution abatement and

environmental assessment has also grown.

As firms, governments, the public, and clients gain a better understanding of the scope and

-urgency of environmental concerns, new ways to mitigate or avoid ecological damage are

emerging. Already, the United States concern has spread to Europe and enterprises need to have
a global perspective on these issues.

1.4. Growing and shrinking markets in the global

engineering and construction industry

Growing markets

Rail transport

Road systems, urban transportation
Airports i
" Environmental pollution control
Hospitals and health care

o o o o o o

Water supply and sewerage treatment

82-6D.E94/v.2 53



2.1. Constructlon output and employment

Waste management R
Privately financed infrastructure and building projects capee i
Primary energy supply and energy conservation Castdens, L e
Repair, maintenance and refurbishment work

Urban regeneration projects (housmg that takes des1gn ser1ous1y)
Alternative energy (wind and wave power)

Underground storage and plants

Design and build projects

Work in Asia Pacific

O 0O 0o o0 oo oo

Shrinking markets NINRU TR
O  Nuclear power-related work s .
Professional services (they have become too:expensive - the cost/benefit has changed)

O  Petroleum products i
o  Coal mining L
O Commercial office development (until 1996)..

A brief review of the Unlted Klngdom

constructlon mdustry

¢ . . e iTAFre, H : P N
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"“The Construction mdustry is’a ldrge and 1mportant sector of theiUtited ngdom gconomy.

It accouiits, both directly and indirectly, for ovet- 10 per cent of thevalie 'of goods aiid:services
¢ produced in the United Kingddin: It is also dlrectly and 1nd1rect1y responsrble forat least 12 per

cent of total employment e SRS EE A R
The constructlon‘mdustry 'produces, in the i Ir'hvestm’ent goods‘rather‘than consumer

» goods As a consequence 1t is sub;ect to all of the uneertalntles* that characterrze investment

i T e

deCISlons U IRTRE oo g "“i ‘lr\f‘ ‘H 7 LR T DO
This 1mp11es that the construction 1ndustry, almost: by defmltlon Operates inan tinstable

T
i

' 'envrronment It has in the past’ ‘beeit subJect to wider swiiigs of actrvny thar dre faced by most
‘industries 4nd is unable'to operate ‘an inventory pohcy fo evét out ‘the’ extremes~1By the same

token, any general upswing in economic activity' is reﬂected iny and usually preceded by, an

upswmg 1n the level of constructron 1ndustry demand
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i

The year 1982 saw construction output in the United Klngdom at an hlStOI‘lC low It rose
steadily in the: 1follow1ng few. years-jumping -up- 13 ‘perscent.in -the: 1988:90 boom years.
However, by the end of. 199- t-was £1. brlhon less than mﬁ ‘1987 Flgure 2.1 shows the
construction output for the 1982-92 perrod

Private house building experienced the same erratic pattern between:1982:and 1992 There
was 53 per cent growth between 1982 and 1988, yet ten years later it slumped to below its 1982
level.

SISO IRIIBTE TR ALY e 0

Private commercial work peaked in 1990 as1 the Cllltyar of London underwent reconstructlon
Between 1982 and 1990 commercial building rose dramatxcally by 145 per dent. By the end of
1992 this sector was 35 per cent below its 1989 peak but' was'still 58 pércént/above the 1982 _

figure. s o sl odd
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3 .
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Construction activity in the public sector has been far more stable. The privatization by
the Government of the utilities boosted the industrial segment of construction which doubled in
size between 1982 and 1992.

Repair and maintenance has followed the ebb and flow of the United Kingdom economy.
In 1992 this sector was 5 per cent ahead of its 1982 level.

Figure 2.1. Construction output in the United Kingdom, 1982-92
(constant 1985 prices seasonally adjusted)

Repdir and
“ Mdintenance

. Other new work

L4 Commercidal
D Industrial
£l public
New Housing

Private

5000 - \ \ Q V % \\}\ % \ \N N \ | B puwic

0~

1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992

Source: DOE Housing and Construction Statistics.

Figure 2.2. United Kingdom construction employment, 1982-92
(thousands of people)
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Source: DOE Housing and Construction Statistics.

Figure 2.2 shows employment in the United Kingdom construction sector. An increase in
the numbers of the self-employed in the construction industry was the main reason for the peak
of 1.7 million in 1989. Direct employment remained relatively static at around 1 million
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..-employees.between:1982 and 1992. Thereafter, there: was a loss of: 279 000 _]ObS and 1992 saw
~'total construction employment.down to 1.3 million:: pe e ey
The annual average fall of 1 per cent during the 1970s ‘gave rise. to an. output per head of

.3.1 per cent between 1982 and 1992. Productivity. fell during the 1979-81 recession, but gains

between 1982 and 1988 were . particularly impressive: Between 1990. and 1992 productivity
continued to rise because employment fell by more than the 14 per cent fall in output

BETH g6k

2.2. United ngdom constructlon MNEs e
procurement methods

Varlous studles have observed the revolution in building procurement methods over the
past decade Flgure 2. 3 shows the varlous procurement methods The “des1gn and build

Destgn :BUlld

o . Promoter/contractor
%‘ Mcnogement contrctcts

S TR RSN S

17%

Source: Centre for Construction Market.Information. ... . .. . IRTII,

Management contracting has also had an impressive success: £890 million in 1984; it rose
dramatically to £5.3 billion in 1989.

2.3. Large and small flrms

Instabilities in demand, the srte—based nature “'co St
the construction process itself — mvolvmg as 1t does a host of dlfferent skllls and trades, lead
toa complex industry structire w1th the separatlon of de51gn and constructlon and the multiple
layers of skills involved i in the construction process. Throughout the-industrialized countries,
the ‘construction industry is characterized by a particular ohgopollstlc form Typically, the

* industry is composed of a small number of relatively large firms and a very large number of

quite small, ofteri one-person, enterprises. In the United Kingdom, for example, the construction
industry consists of more than 205,000 firms of which 163,000 employ less than eight people.

.. Only about 100 firms employ 600 or more people. They account for almost 20 per cent of the,

industry’s output.

The smaller, firms; tend to concentrate on repalr and mamtenance work In the third quarter
of 1992, firms employing fewer than eight people accounted for 27 per cent of total construction
output but 44 per cent of all repairs and maintenance work.

Larger firms tend to concentrate on new projects. In the same period, firms employing 600
or more people were responsible for 28 per cent’of new construction work, but only:3per cent
of repairs and maintenance.

. :Similarstructures ‘are found-in most other countries: In Japan, for.example; there are more
than 500,000 licensed construction enterprises; of which nearly 50 per cent’ employ)only one
. person ‘afid 95 per cent employ fewerithanit30:people. .. ho. i P e
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‘ At its best, the United Kingdom industry achieved standards of performance equal to any
in the world. However, a 1993 comparison of the performance of the UK industry with that of
the US showed that its results were less impressive than expected.

2.4. Two decades of change

The construction industry has to cope with rapid changes in the overall level of economic
activity. In the last two decades, it has also had to deal with significant changes in the
workload. The changes have taken place in every aspect of its operations. There has been a
major switch in the sourcing of demand from public to private sector. In 1970, over 51 per cent
of new work was publicly funded. By 1992, this had declined to 33 per cent. A number of other
trends can be discerned.

O Public housing declined from over 12 per cent of construction output in 1970, to less than
3 per cent in 1980. Private housing continues to account for 12-14 per cent of output.

O Repair and maintenance is a substantial proportion of the industry’s workload at 41 per
cent of the total output in 1992.

0O The boom in the private commercial -sector in the 1980s resulted in an increase of
- construction output from 11 per cent in 1970 to just under 17 per cent in 1986, with a fall
back to 10 per cent in 1992.

O The economic recession, which started in 1990, has shaken the construction industry to the
core. Most of the United ngdorn multinational construction enterprises have scaled down
their operations.

There has been an equally dramatic change in the private sector itself, whether looked at

by its distribution by ownership, industrial sector or geographic region. The United Kingdom

~ has traditionally been host to multinational enterprises wishing to establish a foothold in Europe.
Entry to the European Union, relaxation of exchange controls and increased J apanese foreign
direct investment have all enhanced the United Kingdom'’s role as host to these large companies.
This has brought to the United Kingdom industry a set of clients with different experiences,
priorities and cultures. It has also given a foothold in the United Kingdom to contractors,
subcontractors and professionals from other nations.

There are few barriers to entry to the United Kingdom construction market for foreign
multinational construction firms. There is no mandatory industry registration system for
companies or workmen in Britain, unlike many other countries.

The sectoral shift in economic activity has seen the emergence of commercial and leisure
industries as major employers and wealth generators. There has been an attendant change in the
types of buildings demanded: offices, leisure complexes and “service” buildings such as hotels
and restaurants rather than manufacturing plants. The buildings demanded by every sector of
economic activity have become more complex. High technology is entering into all aspects of

- life, whether work or play. Buildings must now be able to accommodate this high technology
and be flexible enough to cater for the rapid technological progress that characterizes an
information society. :

2.5. The impact of the Government

The construction industry is significantly affected by government both directly and
indirectly. Directly, the Government is a major client of the industry. Also of mmportance is the
indirect effect of the Government’s overall economic policy. Interest rates are particularly
critical as they are a major determinant of construction workload. Any government policy on
wages is also important, particularly for the private housing sector, where research has shown
a close correlation between the trends in incomes and those in house prices.
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. Goyernment policy also affects the general investment climate in the countzy; It has already
been stated. that construction output is largely an investment: good, essentially congtituting an
intermediate input to ‘manufacturing or commercial activities. Investment: is;; by-definition, a
long-term decision, fraught with uncertainty and sensitive to underlying confidence in the
economy. Policies affecting business confidence will, therefore, have a more dramatic impact
on the workload of the constructlon mdustry than that of many other sectors

i AR

2 6 Clients’ requnrements L

: The chents of the construction 1ndustry are partrcularly drverse So too are their
requirements. ¥ . o Cei

Private sector chents can be d1v1ded into three groups

-0, - owners Co e : ‘ e

O . ‘investors RN .o T i PR SR

4

" property dealers ‘ : N NERILT

Of these, the property dealers have been especrally active in forcmg change on the
mdustry However,' the largest group, oth by number and value of work, areé the owners
gréup. “Their demands cin range from a housé’to a major new department store or sewage
treatment facility. R

© The public sector, with its needs for public accountability, has in‘the past opted for the
most risk-averse and non-innovative approaches to design and:construction. However, recently,
a more commercial outlook has prevailed. The public sector has'shown itself'to be more
. prepared. to innovate with design.and build, management fee arrangements and incentive
payments based upon performance N

The. srngle overrtdlng feature that. characterrzes the modern chent of the 1ndustry is
mcreased sophrstlcatron Thrs has changed and clarlfred clrents requn'ements These can be
classrfred under three broad. headmgs time; cost and quahty More spemftcally, cltents want:

-No surprises — certainty of. performance in cost, time and quality!. ;i .cf »u
‘Design’ durability; reliability and: mamta1nab111ty of bulldrngs

Realistic and affordable runmng costs and no latent defects

' Qurck rectlflcatlon and w1thout recourse to llttgatlon ‘

Value for money —. public ¢ cllents also want accountablhty

Minimal exposure to risk.. - “ :

Clear allocatlon of responsrbrhtles '

" Harmonious and trustmg busmess relatlonshlps with the contractor.

Clear. 1nformat10n on any future contractual cllalms.
 Guarantees and after-sales service.

Minimal interference from external pressures such as planmng and butldmg
control/restrictions.

O  Early start on construction work.
O  Design and firm price indicatéd as early as possrble

/o' "Adequate safety’ precautions oii all-projects.. © < USTM USRI
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2.7. Past and present fortunes

The changes of the past two decades noted above have provoked significént changes in the
structure and attitude of firms, particularly contracting firms in the United Kingdom
construction industry. Three distinct phases can be identified:

O 1973-80 — a period of recession
O 1980-89 — a post-recession period of adjustment, recovery and boom
O 1989-93 — a period of recession and depression

1973-80

In contrast to the 1960s, the 1970s were characterized by spectacular changes. These were
both unexpected, unprecedented and required some hard thinking about that which companies
wanted to achieve and the ways in which they intended to achieve it.

Companies had to be prepared to serve a wider range of markets in order to r1de out the
uncertainties and declines in demand in particular markets. :

Overseas markets had also changed. The Government was no longer optlrnlstlc about the
value of aid programmes and was less able to afford them. However, the effects of the decline
of such projects were more than offset by the Middle East construction boom. With their
experience of overseas contracting, United Kingdom firms were well placed to compete with
United States and European contractors.

1980-89

Changes which took place during that decade were the result of long-term shifts in the
structure of the industry, such as the emergence of labour-only subcontracting, the changing role
of the quantity surveyor and the client’s changing perceptions.

The changes had their roots in, for example, changed patterns of demand, a decline in
opportunities overseas, a reduction in the availability of skilled labour as well as new attitudes
of clients especially in relation to forms of contract and project f1nancmg, and lack of public
finance.

1989-93

That period was marked by uncertainty and change for everyone in the construction

. industry. Multinational construction firms cut staff and there was a move to increased

subcontracting and specialist trade contracting. Much of the work that was previously
undertaken on site was transferred to factories manufacturing pre-fabricated components.

The construction industry in the United Kingdom proved remarkably resilient in dealing
with changes in its economic environment. There was a noticeable increase in the industry’s
productivity. New types of construction firms emerged. They were more sensitive to client
needs and able to provide a broad range of sophisticated managerial services. The industry
embraced new technologies in design and construction, and recognized the need for flexible
relationships between site-based and factory-based activities. New forms of contract and
contractual relationships developed in response to the new experiences and demands of clients.

In conclusion, it can be said that there remains an uncomfortable fragmentation in the
industry between professionals, contractors and subcontractors. The move to increased
subcontracting and specialized subcontracting with the “traditional” contractor now filling a
higher-level managerial role, is a sensible response to changed economic, social and
technological demands on the industry. However, it has led to a situation where no individual
or group sees the entire process of construction as its responsibility.
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£1 billion. For the purposes of this study, the’ top ‘tén compames‘ were contacted ‘All the
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Turnover % Pre-tax
profit/loss £m

1989 1990 1992
Balfour Beatty Ltd. ?
Civil engineering - - - -
Building - - : -
Mechanical and electrical - - -
Property development - - -
Homes . - - -
- - £40.0
George Wimpey plc
Homes 33.5 29.0 9.7
Construction 45.0 42.5 8.0
Minerals 18.5 18.0 4.3
Property 2.5 11.0 1.2
Other 0.5 0.5 -2.4
Exceptional items 0.0 0.0 -113.8
Interest 0.0 0.0 -19.4
100.0 100.0 -£112.4
Bovis. Construction Ltd.?
Building contracting 100.0 100.0 -£39.8
Taylor Woodrow plc i
Contracting . 74.0 71.0 -32.5
Property development and investment 7.5 8.0 17.2
Housing 11.0 12.5 6.6
Trading and financial’ 7.5 8.5 9.0
Exceptional item 0.0 0.0 -66.4
100.0 100.0 -£66.1 .
John Laing plc
Construction 89.5 85.0 25.1
Homes 9.5 14.0 4.8
Property development - - -
Investments and other activities 1.0 1.0 0.2 -
Exceptional items 0.0 0.0 -21.4
100.0 100.0 £8.7
John Mowlem and Co. plc
Contracting 76.0 72.5 6.9 .
Property development 0.5 0.5 1.6
Homes 3.0 4.0 -1.4
Scaffolding and access service 19.0 22.0 5.0
Equipment hire 4.5 5.0 1.8
Aviation activities 0.5 0.5 ~-4.8
Intra Group -3.5 -4.5 0.0
Investment income 0.0 0.0 0.2
Exceptional items 0.0 0.0 -20.2
Net interest 0.0 0.0 -10.8
Unallocated costs 0.0 0.0 -5.5
100.0 100.0 -£27.2
Costain Group plc
Engineering and construction 74.5 75.0 -5.3
Mining ) 24.5 24.5 25.6
Commercial and residential property 3.5 3.0 -7.1
Associated undertakings -2.5 -2.5 " 0.0
Inter-company interest 0.0 0.0 -10.3
Interest (net) ‘ 0.0 0.0 -18.2
Exceptional items 0.0 0.0 -133.3
100.0 100.0 -£148.6

Notes: ' Trafalgar House plc is a conglomerate that has interests in passenger shipping (Cunard), hotels, -
commercial and residential property, industrial engineering (Davy Corporation) and construction. It has
diversified since its inception in 1957. ? Balfour Beatty is part of the BICC plc Group. BICC has four divisions,
Balfour Beatty is an international engineering and construction group and there are three divisions responsible
for manufacturing cables and metals. The company accounts do not give the breakdown of the construction

activities in the form required. ® Bovis Construction Ltd. is part of the Peninsular and Oriental Steam Navigation

Company, one of the world’s largest shipping companies. The group is involved in passenger shipping,
container and bulk shipping, house building, development, and construction. The turnover shown is for Bovis
Construction, not the P&0O Group.
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. The construction enterprises haye diversified into property investment and development and
home§ The construction aspect, of the business tends to provide the lowest profit percentage,
because construction is-a very hlgh risk activity with low profit margins: The-low margin is a
function of the fierce competition in the market and the highly cychcal >nature of the workload.

The multinational companies have been listed alphabetically ‘d¢toss the tQp row of table
3.1. The areas of activity for all the companies were analysed. Itiis: s1gmﬁcantvhow similar the
areas of expertise are, with very few blank spaces in the table: Bovis is'the énly company which
prefers; to focus on building works as opposed to civil and industrial engineering work.

i . e

Table 3.1. An analysis of the areas of activity of the top ten Unlted ngdom

. 1’_' multmatlonal construct;on enterprises Lo
Skills and expertise of the UK T ’ AMEC ;,B,a_ltnur Bovis Costain  John John Tanmac : faylor Trafalgar  George
construction multinationals . - . Beatty Group  Laing  Mowlem Woodr ¢ - House  Wimpey

ey o N CRE e
Mam co!ntractor .« e . . . L e, e o
Management contractor T T e et e . . .« e . o .
Construction manager , . e . . . . “«('3\;*\&»:’;\“ e e .
Deslgn and build contractor ° ° . ° * LI ST TREC . .
Bunldmg serv:ces contractor . e ‘ e e ‘ ‘.‘l .
Housing - . . . e .. e ’ . . . o
Fac:t}olﬁgs.,lwarehouses ( ] . . . . ":_' . " . .
Offices R c e« e s . . . .
Shaps. .. . LI . . o . o °
Entertammentllelsure . o e ° . . . . .
Garages ‘ . . . . 6“ : . °
Schools/colleges C e e e . . o b . .
Transnnri terminals - o T . R RURPL B .
Health/hospitals e e . . o e o . e ©
Airports . . . . . W et e ‘ . e
Damis” ' . e . G e e Sl el . °
Resan}oirs - e L. . . LA e 1‘; *
Ea{ti\\nforks ' . . . . . . o T e o
Piliﬁ.[it(f,f' : ,‘ . ‘, 9 . . . . e e e ﬂa‘.. . ®
Fonnd"'a:_tfons o e . . . . e . | . .
Underpinning : . e . . . . . .
Geotechnical processes V . . . w.” e . . .
Site: investigation : o e . o« el U . .
En\}irdnmental engineering . . . o e : ; R .
Tunnelhng " e . . o e ey . .
Rallways . o e . . . . '_H L. '
Roads'- * Co . ‘e . . . ° ° ° ° °
Motorways Ao b X TR 0 e e e . o
AN L i y . B 'O AU B

_Motorway recnnstructmn i o e e . ¢ - . ‘- e . e
‘Bridge under 100m, span e o e e e e e
Bidge over 0 mspan L UL 0 e e e e
Watét-and-reatient < e e e e e e e e
Drainage -and sewerage . . . . o e .
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Skills and expertise of the UK AMEC  Balfour Bovis Costain - John John  Tarmac Taylor ~Trafalgar  George
construction multinationals Beatty Group  laing Mowlem Woodrow House  Wimpey
Sewage treatment . U . . . . . . . .
Water disposal . . . . . . . .
Harbours and docks U . . . . . . . .
Coastal protection . . . . . . .
Waterways . . . . . . .
Irrigation . . . °

Offshore engineering . . . . . .
Power stations . . . ° . . . .
Pipelines . ° . . . ® °

Services distribution . . ° . ° . .

Source: Annual reports.

The geographical spread of activities has been analysed in table 3.2. The United States,
the Netherlands, and the Channel Islands are the areas where all the contractors were active.

Table 3.2. The geographical spread of the activities of the top ten companies

Country/territory Bovis Laing Tarmac Costain Wimpey Taylor Mowlem Trafalgar
Woodrow

" BICC

AMEC

OECD countries

Australia . . . e ° . °
Belgium . ° . .
Canada . . . . . .
Denmark . . .

France . . ° ° .
Germany ° . . . .
Greece ®

Italy .
freland . . . °
Netherlands . . ® . . . . .
New Zealand . . .
Norway ° . ..
Portugal . . * . .
Spain . . . . . .
Sweden - . . e
Switzerland .

Turkey

United States . . e . . . . . .

Non-OECD countries

Africa

Angola

Botswana .

Cameroon .

Egypt .

Ghana _ : ° ) .
Kenya . .
Lesotho .

Liberia - .

Malawi e
Mozambique

Namibia
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=3

Countriy/territory © ‘Bolis  Laing  Tarmac

%

- Qastains. -

Wimpey

Taylor
v Woodrow

Mowlem  Trafalgar BIEC. AMEC

IEEER S

Nigeria .
South Africa s "

Tanzania o o

Uganda

Zambia

Zimbabwe

Asia v

Brunei

Fiji )

Hong Kong T .
India ’ '

Indonesia @

Japan

Malaysia . . . .
Pakistan .

‘Papiia New Gifnea © » i oo
- Republic: of-Korea; < i1

Singapore
Srilanka . ... ...
Thailand ' .
Europe ' o
Czechoslovakia .

Gibraltar

Guernsey = . 4 .
Isle of Man:

Jersey = . . ..
Malta

Middle East

Abu Dhabi e

Bahrain

Dibai .
Iran

Kuwait

Oman o

Saudi Arabia . ‘e
United Aral’ Emirates ' . o
Latin America and

the Caribbean

Aﬁtigua .

Argentina , B

Bahamas ) T .

Barbados

Bermuda °

Brazil

Cayman Islands .

Chile

Mexico

Panama ¢ ' ° °
St. Lucia -

Trinidad and Tobago

Venezuela .

SGurce: Anntial reports.
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The United Kingdom multinational construction enterprises have focused their activities
in Europe and the United States over the past five years. Work in developing countries has been
mainly for international aid agencies, United Kingdom government aid-related agencies or
United Kingdom companies investing overseas. Countries such as India and Pakistan were
regarded as difficult markets to penetrate because of the low wage base of the indigenous
companies.

Figure 1 (see Appendix) shows the overseas work as a percentage of total turnover for the
companies. All emphasized that as the recession began to have a major impact on the home
market, there was a search for work overseas. An analysis has also been made of staff operating
in the United Kingdom and overseas (see Appendix Figure 2).

With a deep economic recession in the United Kingdom from 1990 to 1993, most of the
United Kingdom multinational firms reduced the number of staff. In order to compensate for
the downturn in domestic activity, the firms sought work overseas. Some acquisitions of foreign
construction firms were made in the United States and mainland Europe. Acquisitions were not
sought in developing countries as the risks were considered to be too high.

3.2. Some perspectives on the companies’ views
of the overseas market :

AMEC plc

Making progress in south-east Asia remains a priority for the group. There are special
~ opportunities for the construction sector in the major infrastructural development now taking
place in Hong Kong. The main opportunities will be in the process and energy sector, based
on the growing need of local economies to develop their oil and gas resources. AMEC say that
they are well advanced in the development of partnerships in South-East Asia. _
, The Australian businesses have been restructured and there is a shift in emphasis from the
still depressed commercial sector to specialist and industrial work.

In the United States, they have continued to rationalize their business and to develop areas
where growth potential is apparent. , :

AMEC’s overseas strategy is based upon the selection of markets to enable them to use
their skills to establish profitable long-term positions. They aim to expand through partnerships
with established local companies. They are also disposing of some smaller peripheral businesses
overseas which are unprofitable and now inconsistent with their longer term objectives.

Taylor Woodrow plc

During 1992, Taylor Woodrow’s international contracting operations continued to face an
intensely competitive market, which affected their profitability. Their strategy is to focus on
regions where they have developed an established and profitable presence — the Far East, West
Africa, the Gulf and the former Soviet Union.

In the Far East, they continued to secure key projects during 1992, including a joint
venture award to develop a master plan for the construction of a new combat training centre for
the Malaysian Government. :

In Australia, their strategy is to focus on residential land development opportunities which
are seen to offer greater profit potential. '

The group’s North American housing companies performed well, despite a difficult market,
and emerged from 1992 with good results.

John Laing plc

They are continuing with their strategy of expanding in selected markets throughout the
world. They were awarded a contract to build an airport terminal building at Ashgabat, the

82-6D.E94/v.2 65



capltal of Turkmenlstan It is.the company s first pr03ect in recent times in the former Soviet

- Union. i w7 e S
Yy i The year 1992 also marked the return of Lamg to Abu Dhab1 w1th the award of two
burldmg projects.: , : e TR

et o, A strategically, 1mportant 1mt1at1ve was the formatron :of val Brussels-based; European
company called Société Européenne de Construction (SEC). It was formed; -with other
.. . companies; to pursue major infrastructure projects within, ot funded by. the EU,. !

SFHGI | ¥ 1993 ; John Larng ‘was awarded;a prOJect to bu11d and- operate -an alrport in;Vietnam.

l Cathoe d JUTTE LISy S V0

George anpey plc

George W1mpey plc embarked on 4 strategtc review of their worldw1de operatlons in 1992.
They considered all aspects of the company s actrvrtres w1th a v1ew "to* 1mprov1ng long-term
. ' effrcrency and’ profrtabrhty ‘ " co CEHEGL S
R “In the Umted States hous ‘market; the1r Fiorrda operatrons ‘bénefited from P red’e’sign of
their product range = “$aiés Almost doubled. i Ontario, ‘sales and’ completldns feil“as a result
of a shortage of prepared sites. It was felt that new sites should increase sales.
In France[*tHé‘high interest rates- caused salés and completrons fo falll b‘y 30 per cent.
George Wimpey plc intend to expand their :multidiscipliary.: ‘capabilities and broaden
significantly the geographical scope of their overseas construction activities. Thelr workload has
rlsen substantlally in the Mlddle East and there has been a revival of act1v1ty in Trlmdad and

g 2 Lo T ..<, et ,"(n Gy @

s LT st

b PR v .
In engme ing. and c nstructron the dr1ve to expand Costarn 8 1nternatronal 1nterests has

. been extremely jsuccessful They have been awarded the Tslng Ma s‘uspensron brldge and airport

platform1 ‘contracts in Hong Kong and have de \eloped new | ] both the Mlddle and Far

East. o e

The cigmpany S 1nternatlona1 expertlse in specrallst dlrectlon "_dr1lhng led to a number of
... contracts 1n the Umited States, Burope, and Indonesr' ) here they opened a new ofﬁce to take
L‘, - advantage ‘of the gfow1ng market ' o :
s The. Oil, ’*da‘é and Process
opportumtles OVe i ]
“[nternational operat1ons are managed through Costain offices in Hong Kong, Bahram Abu

Dhabi, Dubai, Cairo, Oman, Al Khobar, Kuala Lumpur, Jakarta and Caracas o

R I Lo

CoL Tarmac pIC J [ i“'l RS VS RO I ;‘

LI TR
1h contrnental Fur:

As the Un' ed Klngdom develops clo er tres |
o prll VeI A R ;":,

market as hold1ng a great “deal of potentlal for them They are cu ently operatlng on a relatrvely
rring o small  scale from 30, locatlons in frve co ntr1e| They are bulldmg a sound comrnerc1a1
- 'u derstan mg, together w1th strong ‘relatronshlpsﬂfrom wh1ch to undertake selectrve expansion

"Wwhen the time is rlght "One such opportumty is their option on a major coa fal ha ( t‘depos1t
. in. southern Norway, secured for 2 normnal;_‘ sum, whrch could become r
o mvestment in the latter half of the decade serving aggregﬂ e' markets acr oy Northern Europe.

1 he Umted States the volume of constructlon act1v1ty is for ,ast to ’rlse s1gn1flcantly
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John Mowlem and Co. plc

In Australia the company continues to win and complete a wide range of construction
projects from rail engineering, materials handling, civil engineering and building.

The company’s European division had an encouraging start to its existence and further
opportunities in the eastern part of the unified Germany are being sought.

Balfour Beatty Ltd.

The group continued to penetrate overseas markets by winning major power and
transportation projects in both south-east Asia and the United States. The company is seeking
to build on its strong presence in these areas.

In Asia Pacific, the group is active in China, Hong Kong, Malaysia, Indonesia and
Thailand. It is involved mainly in power generation and transmission projects, and also in the
design, engineering and construction work for airports and rail systems.

The United States is seen as an important market-place with its vast infrastructure
investment programme.

The Middle East is a reviving market and the company has major road and power projects
in Dubai.

In Africa, Balfour Beatty is involved in a massive power and irrigation project in Lesotho.
They are also present in the Caribbean and Europe.

Trafalgar House Construction

More emphasis is being placed on obtaining contracts in the Middle and Far East.
Opportunities are being developed through joint ventures with the division’s Hong Kong
associate company, Gammon, in Hong Kong, Malaysia and Taiwan. :

In Mexico, a 50 per cent share has been purchased in a construction business. An office
has been opened in Berlin, with another to follow in Disseldorf, to develop opportunities in
Germany and Eastern Europe. ‘

In the United States, the business will benefit from economic improvement with additional
emphasis being placed on the Pittsburgh office.

A greater emphasis is being placed on targeting difficult major international infrastructure
projects.

Bovis Construction Ltd.

The company has wholly owned subsidiaries and joint venture companies throughout
Europe, south-east Asia and Australia.

International projects range from the redevelopment of the Kuala Lumpur city centre to a
£100 million expansion of Spain’s Palma de Mallorca airport. It is also involved in a 1 million
square foot retail development in Oberhausen, Germany.

The company operates extensively in the United States and have a number of projects in
Japan.

The pie chart in figure 3.1 was produced by the Export Group for the Construction
Industries. It shows the region where the United Kingdom contractors won contracts in 1991/92.
The most successful region was North America with 38.2 per cent of total orders followed by
Asia with 26.2 per cent of total orders. These figures confirm those relating to the sample of
ten contractors used in the study (see Appendix Figure 3). These figures will include work done
by overseas companies which are either partly or wholly owned by United Kingdom
multinationals.
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Figure 3.1. United Kingdom multinational contractors’. overseas contracts i i
_, won.in 1991-92, by region |
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3.3. A global perspective‘

All the top ten United Kingdom multinational 'Companies’ ‘have a'global petspective to their
business. - An:important question is. why:, these; companies, . ‘have, followed ; this policy of
1nternat10na11_zat10n The: companles 1ncncated that they: pursued that 'strategy for the followmg

Loy =)

reasons: R,

S S TS C LI RN R opt pboLe LA Y RENEAR TR PR
w10 reduce: the reliance upon:the domesttc market! with'its mherent boom-bust/ cycles

£

" spread the’ risk'of being reliant upon’ one' markety

Doy

ez¢ R
A” )frlun :

g
3, enhance the prof1tab111ty of the company; . , ) ‘ )
4. give an international perspective to the buslness DTS g

*;

4, "Wh‘at is the b sm'ess strategy of the R
United Kingdom multinational construction
enterprlses with respect to overseas work7

~(,".‘?

This section s Jbased on ‘the results of .a urvey of the topi’ ten Umted Klngdom

i) mult1nat10nal contractors In each case a questlonn_aireI ryy\as, distri ted‘(see rthe_ Annex) and
1nterv1ews were conducted. The contractors asked, not | ,be 1de t1f1ed L1sted below is a

if Feal, . HELE RSN

Jsurrrtmary of the key pomts on, a ques on-by-questron bas1s L e -
o 0 EEEN ST ST IS
1 o What are the most /mportant markets? B
There 1s aﬂ( rr;creasmg amount of cons ction work belng done 1n the OECD countries.

k for,OPEC countrles is slowly returmng, the competltlon 1s very flerce The.United

1 38 { safg and sec re market n ththstandrng the strong competltlon and low profit

A 3 oyt

u % 'PI;OJe(;tS 1n q;e_;{% plng countrles are in dechne and the competltlon fro contractors from
low-wage economies and newly 1ndustr1allzed countnes is becomlng flercer One contractor
noted that, in 1982, some 72 per cent of work undertaken by British contractors was in

developing countries. By 1991 the figure had fallen to 41 per cent. The United Kingdom

oV
00,
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Government has not helped, by insisting on high premiums for Export Credit Guarantee
Insurance. The underlying reason is that the ECGD have been made self-financing.

European countries are an important market but entry has to be by partial acquisition,
strategic alliance or joint venture. Germany is identified as the key to future European work
because of its access to the Central and Eastern European markets. '

Asia Pacific is seen as being the major growth area but competition will be fierce and the
main method of entering the market will be by concluding attractive financing arrangements.
China is regarded as being important for the long term, but mainly as a market where finance
or very advanced technology will be the key.

None of the companies saw much prospect in the medium and long terms for operating in
Africa or Latin America other than on international aid-related projects.

2. What are the three most important factors that contribute
to winning overseas work?

The most important mentioned were:

O competitive price and value for money, a working knowledge of the region or collaboration
with a local partner

ability to arrange a financing package
technology — special knowledge
management skills

O o o a

ability to provide both design and construction services and to offer satisfactory long-term
guarantees.

a

reputation for quality and reliability
knowledge of aid-related projects

3. The business strategies used to penetrate international markets

All the companies used different strategies for different regions depending on the risks and
the clients. In developing countries, a joint venture with a “substantial” local company was seen
as the most appropriate. In developed countries, a strategic alliance with a national company
in the region was seen as more important.

There was a general view that acquisitions had not proved to be successful in the past.

- There is a three- to six-month period within which to bring about changes in an acquired

company. After that there is a tendency to be an “absentee landlord” or for the management to
go native and be involved with the same culture of the acquired company. In many cases,
despite background research, the acquiring company discovered many hidden problems.

In very few instances would a United Kingdom multinational construction firm set up a
new business overseas unless there was a clearicompetitive advantage.

4.- ‘How has the international market-place changed in the /ast five years?

The international market-place has become much more competitive with the contractors
‘from NIEs now competing successfully for work. In the 1960s and 1970s, the United Kingdom
contractors could obtain work based on their management skills and reputation. However, the
global market has changed and indigenous companies have become more competent. There is
a growing demand for:

9 higher quality
O higher safety standards
O greater recognition of environmental issues
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the debt problems' of mariy countries-has meant that financial engineering is increasingly
important and more ingenious < o cw wel e

& the need fo address protectionism where invisible barriers to enitry into a miarket are being

[}

“erected ) v o _
privatization of infrastructure and building \pr'Qjeqfs is enabling United Kingdom

multinational construction firms to be involved in the operation phase of projects under the

A _ 'BOT, BOOT, BOO, BLT arrangements ‘

5

(]

a

a

a

6.

_-on an average joint.venture project? - - .. - .

Where you have entered into joint venture, how has your partner ..
been identified? TR TR Co cet
through approaches made by indigenous contractors seeking specialist expertise not
available within theit organization - T AR U P

G

as a result of previous links which have been suc¢essful BTN
. o I R L RNt e

by identifying a local organization that is able to provide a competent workforce but does

ot have the financial fesources to undertake specialist projects ot the ability to handle the

risk e

through intermediaries

What type of organizational structure would you expect to'adopt:
poeh e g
A management board is formed from each participant organization.. The project manager

is appointed by the joint venture management board, together with a deputy, project manager.
In integrated joint venture consortia, there is a roughly equal balance of each organization’s
representation according to the percentage share holding in ‘the joint venture. Engineering
specialists will normally be appointed by, and be responsible to, the joint venture board. Subject
to the engineering and-management skills+being available, it is often better. to:have:a local
| ... project manager who canrelate tothie workforce much moré easily.- The deputy project manager

. would.be from the United Kingdom and be responsible for the commiercial:aspectsi.of the

~project. The key to succéss i§ to build an integrated team. oot nn Sl

In international partnerships in which managers-and workers from two or more.conipanies

- work closely together, managers must ensure that people-oriented: issues receive adequate
..+ attention. -Major. issués ‘that arise when:there. is; -significant sustained- :interaction ‘among

-employees. of :collaborating firms include:. .= . o o sk S
-0 ¢ “thé mixture of the cultures and management stylest <

o recruiting and staffing strategies. e |

O  compensation and benefits

O “:labour management relations. . - o oA

ST AOS B R PRI : ‘ ¥
7. "',KWha}tibe,“r&éﬁtag'e{ of the management team would you'expect to be local
"'1”""andLWha'f'p‘éﬁcéh’fﬁgé from the United Kingdém? ' o ot

“The percentage depends ‘on the'fype of job and the geographic region. In Africa it-would

be expected to have 25-30 per cent of the management being British, whereas in Malaysia, only
5 per cent would be from the United Kingdom. It is usual to have only senior management from
the United Kingdom. Wherever possible, local skills are used: T

90

§2:6E.E04/v.2"



8. How are subcontractors identified? How does their selection differ
according to the domestic market?

In many regions, subcontracting packages are following the pattern of the United Kingdom,
with a substantial proportion of the work being subcontracted. The direct employment of labour
is becoming less usual. Unless the work is highly specialized and very technical, the local firms
will win the work on price. International specialists will only win if they have a technical or
financing ability. '

In the developing countries, achieving the desired quality is the biggest difficulty, coupled
with the problems of management. Much closer supervision is required to ensure that quality
is maintained. Most of the companies use standard international conditions of contract. In all
cases the advice of the local partner is sought in work practices. It is important to respect the
sovereign rights and national laws and regulations. International standards must be balanced
with local practices in a realistic manner.

It was often felt by the local subcontractors that the conditions laid down by the foreign
partner were too stringent. However, once the local companies realized the standards expected
of them, they priced the projects accordingly.

9. What is the position on technology transfer?

0 Technology transfer is now increasingly being written into the contracts, particularly in
"~ developing countries. Many of the multinational construction enterprises recognize that
there is a competitive advantage to be gained in offering a technology transfer package as

part of the bid. '

Countries differ in their ability to absorb technology. This depends on several factors. The
most important is the educational level of the population. Educational programmes geared
to vocational and technical training are the basic requirements for acquiring the ability to
absorb technology. ‘

0 Technology transfer includes design, management, materials technology, and other skills
relating to the construction industry. In every instance, appropriate technology must be
used bearing in mind the needs of the host country. Another issue is that technologies have
to be balanced with the need to provide local employment.

Technology transfer should be aimed at all levels and at all parties, including the client.

O Training is obviously the key to effective technology transfer. Training schools on-site and
off-site education centres are methods frequently used. Construction is different from many
other industries because it is project-based. Once the project is completed the team is
disbanded. This is sometimes attenuated through the conclusion of ongoing maintenance
contracts. All the multinational construction firms felt that in the long run training saved
money.

0 Technology transfer costs are always built into the contract price.

10. Is it becoming more common in developing countries to have a training
component in the contract conditions?
The training of local trainers is usually the method adopted. Training is now considered
as a “product” by many companies. The aim is always to encourage skill formation for the local
workforce.

11. Is the direct employment of local operations.declining on overseas projects?

On building and civil engineering works, direct employment is declining. The exception
is on energy and power projects where control over quality is paramount and there is still the
need for direct employment. .
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- .. Wages.and conditions of' work-on multihational enterprise sites are usually more favourable
.« than those provided on locally run.projects. The best possible wages are paid but there is still
-~ little security of employmeni.: Local labour expects better wages and conditions to.be provided
- by multinational-construction enterprises. On, average, the daily.wage paid by, United Kingdom

©* * multinatio

- ir.employment-on‘a casual basis. The compan
" erhployment, law:., SRR S TR

It has to be borne in mind that the. labour force is-often made up -of migrant workers,
young workers, seasonal workers and sometiiies. women. Many of these .groups prefer
jes always-observé:jocal practice.with respect to
et wrovs st - eani chatklertee Lo
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.+12. s the ‘developing world movingtowards greater security

of employment in construction? A

companies to site. workers is much higher than the national:minimum wage." .. "

. s .

In some countries “labour contracting” is becoming common: Fer example;: in:Malaysia,
labour: ¢ontractors:are.usedirii. . o 0 R S B IRAt

Women do experience difficulties in acquiring skills and having security ofiemployment
on construction sites. Opportunities for practical training in construction work are limited and
they are the jealously guarded preserve.of male employees. .ot

-+ *“Képalas” employ teams of workers:on:a daily-rate or ipiece-rate basis. Similarly, in Indonesia

S T SR TR PR

;. Because each, nation has an interest in regulating workplaces, he national
ur and employment Jaws will ysually apply to foreign citizens employed and working within

“its territory. This interest leads to an emphasis on the applicatidn of5 national law and practice
en weak. In reality
A AR

0., Legislatiye interyention,often protects the interests, of workers in the areas of labour and
. ~gmployment relations,

e o i b T

" 13 The importance of safety and health” ™~ R

Safety and health have to be the most important priorities. Safety 'pléné ‘are always prepared

for'all "projects and all'risks and spedial Hiazirds dr¢ evaltiated. The reputation for safety of a
onal contractor is & stronig selling point and that réplitation must be maintained.

A

CUTe The wotkfotcd'is madé aware of ‘the standards of saféty expected of it. Itis difficult to

CLF

o

loyalty, and.commitment, of employees,
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force workers to take protective médsures becduse they feel local practice’should prevail.
. Safety equiprient siich as helmets, safety boots, gloves, goggles and’other prescribed gear
. vare always made;available, However, many workers lack -an awareness-of the value of safety

; .+ equipment. One comment was that workers said that such gear: interferes with.theii-movements.
- The.United Kingdom companies .always.issue. safety equipment, with instructions for their use
. -owritten-in.the local-language <1~ o eoinpnosn : ‘

IS T i i

MRS IR
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14. What kinds of industrial relations problems do you encounter?
None of the multinational .contractors had experienced ,any.difficulty, with industrial

relations in developing countries. One view was that labour unions were not strong or well
organized in the construction industry due to the casual nature of employment. The companies

o

5f 1 ethcgds to gain the
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felt they were more advanced than domestic enterprises, in their aaépt}l‘og‘__

B S S N L T2 IS i
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15. Do you have a company policy on the employment of women

in the construction industry?
. In Asia there are many female construction workers. Rather than following the cultural
JYnEY ThENY RN (ISR T N GO Py ATy » Y
~United Kingdom

O REAT Y IME 4% PR
‘ struction MNEs can and should
R S T B D S SR Y VST .
ogni g the cpntrlbﬁtlon o}f' wordﬁen and i1 ensuring equality of
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16. How do you handle the use of skilled and unskilled migrant workers

on projects?

Every attempt is made to ensure that migrant workers are given equal opportunities. In
reality it is difficult to keep track of the illegal migrant workers where subcontractors are
involved.

17. Do you adopt any special policies with regard to managing and motivating
staff on overseas projects?

There are no special policies other than creating a corporate culture that reflects a Western
management style yet is comfortable with the local culture. Ways to help workers adjust to the
new value system include integrating training into daily operations and stressing the need for
accountability. In some countries, such as India, there is a mismatch between the Indian and
Western culture and value system.

18. Any other points? _
Some contractors felt that understanding local culture was a very important ingredient for
success and that its importance was often underestimated.

Summary

1. British multinational construction firms have a long history of working overseas. The
" United Kingdom exported its construction system with the use of design consultants, quantity
surveyors and bills of quantities. Over the past 50 years, United Kingdom contractors have been
working in such places as Malaysia, Australia, Hong Kong, Kenya and Canada and many
Commonwealth countries still use the British system of procurement. A strong influence was
the use of British architectural engineering consultants who undertook the design and building
of major segments of bridges, power stations, roads and other facilities using British Standards
and British Codes of Practice.

2. In 1992 British multinational construction enterprises obtained overseas contracts
worth £2.9 billion, some 29 per cent more than in 1991. About one-third of all new contracts
in 1992 were in North America. An important emerging market for United Kingdom
multinational construction firms is Asia Pacific.

3. About 90 per cent of the work done overseas in 1992 was carried out by the top 12
multinational construction companies.

4. The key challenges which United Kingdom multinational construction firms will have
to face in the next decade are:

O The emergence of overseas competition from contractors in newly industrialized countries.
O The emergence of four critical factors for winning contracts:

(a) finance

(b) specialization

(c) design capability

(d) the application of appropriate technology (including technology transfer)

Being the lowest bidder on a project no longer guarantees winning the tender. The United
Kingdom domestic market is in the deepest recession for 60 years and recovery will be slow
and fragile. The lack of work in the United Kingdom will force multinational contractors to look

overseas for work. Europe, North America, and Asia Pacific are seen as the three key areas on
which their long-term strategy is based.
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.- gained by offermg a technology package as part. of the b1d Countrres do. d1ffer in

/‘ balanced with a need to provrde local employment

5. - .The international market has become. global and multinational construction companies
have had to develop strategies which are both flexible and responsive...There is no long term
‘stability’ any..more in the:world: market-and'the boom:bust cycles are. becoming longer and
deeper. The multinational companiés have.needed to devise strategies.to cope with this.changing
situation. G

6. The business strategies used to penetrate international markets vary. In developing
-countries-a joint venture with a'“substanitial” local corpany ‘was seen;as the most appropriate.
In developed countries, a strategic alliance with a national company was seen as being more
important. The United Kingdom mult1nat1onal compames ‘were of the view thab acqulsrt1ons had
not: proved to be successful in'the past. ' i 0ol e R

7. Over the past five years;.the international:market for: ‘construction work has changed

* significantly. Thére is greater protectionism withdnvisible barriers to-entry. Companies are now

becoming involved in the financing of projects as well:as the construction phase: There is an
increase in privatization of infrastructure and building projects using build-operate-transfer, and
other similar arrangements. On international projects, where there‘are partnership-arrangements

: - withumanagers and workers from two or more: Gompaniss. workirnig! closely together, management

has to ensure that people-oriented issues receive adequate attention. In particular, the differences
in cultures and management styles as well as recruiting and staffing strategies raise issues that
have to be addressed. Performance appraisal and compensation and benefits are also 1mportant
matters.

8. Technology transfer is now 1ncreasmgly being wrrtten into contracts, parttcularly in
developmg countries. Many enterprlses recogmze that there 1s ‘a c“mpetmve advantage to be
th ’11“ ability
to absorb technology The most important is the, educatlonal level of the populat1 YOcanonal
and techmcal trammg programmes are useful basrc requrrements for developmg any. ablhty to

absorb technology The United ngdom compames recogmze that technologres have to be

9.* Trammg is the key to effective technology transfer T aining schools on-srte and
.off-site education centres .are both methods used by United Krngdom ontractors to 1rnprove
trammg Constructlon is dlfferent to many other 1ndustr1es because 1t is prOJect-based once a
prOJect 1is completed the team is d1sbanded Thrs is tackled by seekmg ongomg mamtenance
contracts. All the United ngdom multmatlonal constructron flrms felt that, 1n the long run,
. training saves money. Training is now consxdered asa product by many companles

10, 'As regards building and civil engmeermg works, direct. employment is dechnmg with
~the exceptlon of energy and power projects where control over quahty Is. paramount and there
is still a need for direc employment.

11.. Wages and conditions of work on multmat1onal enterprlse s1tes are usually more
*fabourable than those offereéd by local contractors. The best poss1ble wages are pa1d but there
is little security of employmient.. Liocal: labour has an- .expectation of higher:wages and better
working conditions from multinational construction enterprises.

12. Women do experience difficulties in acquiring skills and havmg secur1ty of
employment on construction sites. Opportunities for practical trarnmg il conistruetion work are
limited and they are jealously guarded by male employees. /it oy (L

13 Safety .and health have: the highest priority.. The reputation for.safety of a United
ngdom multinational contractor 1s a strong sellmg pornt and that reputanon must be protected.

14 None of the mult1‘ tronal contractors have exper ¢ nced any maJor dlffrculty with
1ndustr1al relatrons in developmg countrles Labour umons arﬂe"not st‘;ong or well orgamzed in
the construct1on mdustry due to th jsual nature of construct n workers.

15" “Thé United ngdom multinational contractors have a Very clear'\ strategy They want
to provide the best opportunity for the local workforcé and 'to develop and ' trsin labour,
Companies are conscious of their responsibilities as regards technology transfer and on the
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whole, the United Kingdom construction organizations set very high standards for the world’s
construction industry.
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Appendix

Figure 1. Overseas work of the top ten United Kingdom construction MNEs
as a percentage of total turnover
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Note: These figures are for the BICC plc. Balfour Beatty is not shown separately.

82-6E.E94/v.2 ‘ 77



Costain Group plc
100

75

&

Percentage

25

0
1987 1988 1989 1990 1991 1992 Year

John Mowlem & Co. plc ]‘ ; ; | ‘ v
‘lm ‘\ Tty --}! _‘;_',.::_::, E ‘, - e SRl "U o

75

8

Percentage

25 : < e ) h

1987 1988 1989 1990 9’

Tarmac plc SR S S
100 g h ; |

75

\50‘

Percentage

25

O .
1987 1988 1989 1990 19917 1992 Yedr™:" T U a

Taylor Woodrow plc
100

75

&

- Percentage

e Lol B { ! [ >
wiorio il ey ae] S (RS N : ; ‘

0
1987 1988 19892 1990 1991 1992 Year




Trafalgar House pic
100

75

Percentage

25

| 0
1987 1988 1989 1990 1991 1992 Year

Note: These figures relate to Trafalgar House plc group companies, not just construction.

‘ George Wimpey plc
100
o 75
o)
S
§ 2
v
o
B 25 e —\)
0

1987 1988 1989 1990 1991 1992 Year

82-6E.E94/v.2 7 9



Figure 2. United Kingdom multinational staffing levels
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Figure 3. Overseas turnover of the top ten | nited Kingdom consfFizjdii'Bh MNEs

by geographical region
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Annex

Questionnaire - ILO project

10.

11.

12..

The following questions should be answered with respect to a typical overseas contract.

The competitive environment

What are your most important overseas markets for construction?
Please indicate the three most important factors that contribute to your winning overseas projects.

Notes: Typical factors might be, for example, price, technology, management skills, reputation,
experience of project type, working knowledge of the area.

There are various business strategies you might employ to penetrate international markets. Typical
strategies are: joint venture with an international partner; joint venture with a local partner; strategic
alliance; establishment of an overseas affiliate; acquisition of a local firm.

(a) Please indicate which of these you have chosen.

‘(b) Does your preferred strategy vary from country to country or from region to region? If so,

why is this the case (e.g. political pressures, the need to gain access to local knowledge)?
In what ways do you feel the international market-place has changed over the last five years?

Organizational issues

Where you have entered into joint venture, how has your partner been identified?

Please detail the type of organizational structure you would expect to adopt on an overseas joint
venture. This should include factors such as: nationality of project manager and deputy project
manager; inputs by visiting specialists; engineering teams and their responsibilities — is there an
attempt to build integrated teams?

On a typical project what percentage of the management team would you expect to be local and
what percentage from the United Kingdom?

How are subcontractors identified? Who has the responsibility for their appointment and
supervision? To what extent and in what ways do subcontracting arrangements on international
projects differ from those on projects in the domestic market?

Technology transfer and labour-related issues
The International Labour Office is particularly interested in examples of technology transfer by
international construction firms. Can you give examples of technology transfer?

Notes: “Technology” should be widely interpreted to include “soft” technologies such as the design
and management processes as well as “hard” technologies such as installation and demonstration.

(2) Is technology transfer a condition of you being awarded international contracts?
(b) What types of technology have been transferred?

(c¢) To whom is technology transferred, e.g. joint venture, subcontractors?

(d) How is the technology transfer effected?

(e) Is there an allowance in contract price for the costs of technology transfer?

Is it becoming more common to have a training component in the contract conditions? If so, what
form does the training take? How is the training budget financed?

In your experience, is the direct employment by your company of local operatives on overseas
projects declining? If so, what mechanisms are replacing direct employment?

In your opinion, is the developing world moving towards greater security of employment for
construction operatives?
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13. Bearing in mind work practices in developing countries, are safety and health a major conce‘rn?
RS R A
How is responsibility for safety and health allocated among joint ventures partners? ’
14. What kinds of industrial relations problems do you ex rience, o your overseas rojects?..
K \.\ y ”"n ‘ Y
15. Do you have a company policy on the employment of women n the construcuon process?
16. How do you handle the use of skilled ‘and unskilled migrant' workefs on. projects? -
17. Do you adopt any special policies with regard to managmg and rnouvatlng staff on overseas
projects? s S AR N ;
18. Any other important aspects that we have overlooked, especially 10-14?:
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