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Abstract

The concept of partnering in the construction itdustands for a collaborative way of
working. Examples of partnering projects can bentbon every continent. As suggested in
the title this thesis makes contributions to theieeas of partnering research: the definition of

partnering, the theory behind partnering and hoevaluate the effects of the concept.

The thesis consists of six papers with the follayimain results. A new definition of the
concept is provided with the partnering flower lne tfirst paper. This definition model is a
concrete, flexible and structured way to definermming. It forces people to concretise and
pinpoint which components they include in partngiim a specific setting. The second paper
uses contract theory to understand how partnering loe justified from an efficiency
perspective. Partnering can either be seen as bomgehat neutralises opportunism when
there is an incomplete contract or something thdices transaction costs for renegotiation of
complete contracts when new information ariseseP&pis an empirical study of attitudes
towards partnering in the Swedish construction stigy which complements the preceding
studies. Among the results can be mentioned thapat for the definition of partnering
presented in paper 1 is found and that most regmadio not see partnering just as a new
fad - a result that is consistent from 2004 to 2006h the theory and the definition settled, it
remains to evaluate the effects of partnering. Thaone in two steps. The first step (in paper
4) is through reviewing earlier evaluations andvtimg suggestions on how the assessments
can be improved. One of these suggestions is applipaper 5, with a quasi-experimental
evaluation of partnering comparing ten partneringjgrts to ten similar non-partnering
projects. With improved data, mainly based onmiezting minutes, and a more well-founded
method, no support can be found for the strongtipesoutcome of partnering reported in
earlier evaluations. The final paper makes a doution to economic contract theory by
guestioning one of the essential assumptions ia literature, the distinction between
observable and verifiable characteristics. Thiseaespurfaced during the study of partnering
contracts and contract theory.
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Abstract

The concept of partnering in the construction imustands for a collaborative way
of working. Examples of partnering projects canfoend on every continent. As
suggested in the title this thesis makes contidmstito three areas of partnering
research: the definition of partnering, the thetwhind partnering and how to

evaluate the effects of the concept.

The thesis consists of six papers with the follguvmain results. A new definition of
the concept is provided with the partnering flowetthe first paper. This definition
model is a concrete, flexible and structured wagdtine partnering. It forces people
to concretise and pinpoint which components thejyuoke in partnering in a specific
setting. The second paper uses contract theompderstand how partnering can be
justified from an efficiency perspective. Partngrican either be seen as something
that neutralises opportunism when there is an iqpdetra contract or something that
reduces transaction costs for renegotiation of detapcontracts when new
information arises. Paper 3 is an empirical studgttitudes towards partnering in the
Swedish construction industry, which complemenésgreceding studies. Among the
results can be mentioned that support for the dieimof partnering presented in
paper 1 is found and that most respondents doesopartnering just as a new fad - a
result that is consistent from 2004 to 2006. With theory and the definition settled,
it remains to evaluate the effects of partnerirfyisTs done in two steps. The first step
(in paper 4) is through reviewing earlier evaluasicand providing suggestions on
how the assessments can be improved. One of thggesions is applied in paper 5,
with a quasi-experimental evaluation of partnemognparing ten partnering projects
to ten similar non-partnering projects. With impedvdata, mainly based on site
meeting minutes, and a more well-founded methodsupport can be found for the
strong positive outcome of partnering reportedarlier evaluations. The final paper
makes a contribution to economic contract theorybgstioning one of the essential
assumptions in this literature, the distinction ween observable and verifiable
characteristics. This aspect surfaced during thelysof partnering contracts and

contract theory.
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Partnering: definition, theory and evaluation — sunmary
and concluding analysis

1. Introduction
The concept of partnering in the construction itidustands for a collaborative way
of working. Examples of partnering projects canfbend on every continefitAs
suggested in the title this thesis makes contiimgtito three areas of partnering
research: the definition of partnering, the thetshind partnering and how to
evaluate the effects of the concept.

The first paper in the thesis provides a definitadnpartnering in the construction
industry; this is followed, in paper 2, by a thedimat shows how partnering can be
efficiency enhancing. Paper 3 is an empirical stofdgttitudes towards partnering in
the Swedish construction industry, which complersehé preceding studies. When
the theory and definition are settled, it remam®valuate the effects of partnering.
This is done in two steps. The first step (in pagpeis through reviewing earlier
evaluations and providing suggestions on how theessnents can be improved.
These suggestions are applied in paper 5, whiathgisasi-experimental evaluation of
partnering based on ten partnering projects and c@mparable non-partnering
projects. The final paper (co-written with Hans d)jmakes a theoretical contribution
to the economic research of contracts by scrutigisne of the essential assumptions
in this literature. This aspect surfaced during stedy of partnering contracts and
contract theory. To sum up, the thesis consisteefollowing six papers:

Paper 1The definition of partnering as a Wittgenstein figanésemblance
concept

Paper 2Theoretical foundations of partnering

Paper 3Partnering attitudes in the Swedish constructiauistry

Paper 4The naivety of partnering assessments

Paper 5A quasi-experimental evaluation of partnering — 588 meeting
minutes from 10 comparable projects

Paper 6‘Observable” and “verifiable”: Can these be the hasconcepts in
incomplete contract theory(2o-author Hans Lind)

The thesis follows a natural structure of defininigeorising and evaluating the
concept of partnering. This structure will alsofbkowed in the succeeding summary
with some additional reflections on partnering dhd thesis as a whole. The next
section will give a short background descriptiorireff dissertation work.

2. Background information
This doctoral project has been financed by the $hedational Road Administration
(SRA), the Swedish National Rail Administration (Barket) and SBU¥through
CDU®. The topic and the titleClient—contractor cooperation in infrastructure

! E.g. see Pefia-Mora and Harpoth (2001) for the Uréxano Project in South America and Ngowi
(2007) for African projects. Asian, Australian, Bpean and North American projects are frequent in
the literature.

2 SBUF is the construction industry's organisatianrésearch and development in Sweden.

® A centre for research on maintenance.



operation and maintenance managemeas specified before assigning a doctoral
student, but not the design of how the project khba carried out.

A reference group was assigned to the project sbingiof representatives from the
financing organisations with practical partnerixgperience. Meetings have been held
twice a year throughout the project, giving thehautuseful criticism, ideas and

guidance. In February 2005 a licentiate thesis pasished which included earlier

versions of papers 1-3 (Nystrom, 2005a).

The basic approach in this thesis can be deriveth feconomic theory, which
explains many of the choices made throughout tke However, some deviations
from mainstream economic assumptions and methode leen made where
appropriate. The assumption of utility maximisatien relaxed in paper 2 and
broadened with the introduction of the concepteafiprocity. Paper 5 adapts a quasi-
experimental method to the evaluation of partnenvigich was judged to be the most
suitable method, given the specific circumstan@éss thesis could be described as
applied contract theory.

3. Definition: The partnering flower revisited
Naturally, the first topic at hand was to define tboncept of partnering. Going
through the literature numerous definitions of twncept were found. This can be
explained by the fact that partnering projects edifffrom each other. Two
contributions to the debate about the definitiopaiftnering in the construction sector
are made in the papérThe first is a distinction betweegeneral prerequisites
componentandgoalswhen discussing the multifaceted concept of parige

To understand what is specific about partnering tbeus should be on the
components, which are identified through a literatreview. This review concluded
that there are two necessary components in pantpertrust and mutual
understanding, and that a number of different campts can be added in various
combinations to form a specific variant of partngriPaper 3 supports this result of
the review, with trust and mutual understandingigehe prominent components of
partnering, according to Swedish project managers.

* Published in Construction Management Economict5)2373-481.



The second contribution is to apply Ludwig Wittgems's idea of family
resemblance to the partnering concept. His idethds a complex concept can be
understood as a network of overlapping similaritidppling this to the literature
review provides a new method of defining the vagnd multi-faceted concept of
partnering in a flexible and structured way. Theaidis that partnering can be
described as a “flower”, with necessary compongentke centre and a set of the non-
necessary components that are the petals of tverfl@s seen in figure 1.

Figure 1. The partnering flower
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The structure described above enables a pracfidication of the somewhat vague
concept of family resemblance. Different designs paitnering projects can be
captured within the same structure. Figure 2 intdgahow two geographically
separated variants of partnering projects can peiged within the same structure.

Figure 2. The applied partnering flower
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This approach, presented in Nystrom (2005b), heesntéy been used by Yeung et al.

(2007) to define alliance contracts.




Despite this interest in the initial version of thertnering flower, some shortcomings
have arisen after publication. The flexibility ohpturing different variants and
forcing people to concretise what components thelude in partnering still holds,
but some of the components are too vague. Prawtitiohave pointed out that it can
be difficult to decide whether e.g. trust and om=share present, and it is therefore
difficult to define partnering in this way sinceetlierms are somewhat lacking in
precision.

A report aimed at practitioners, building on thensaflexible structure, has provided
more concrete components. FIA is an initiative loa part of the SRA and Banverket
to gather clients and contractors in the consiuctndustry with the intention of
improving the sector. One task force was assigoetk out practical guidelines for
partneringg The working group consisted of nine people reprisg clients,
contractors and consultarftsSix compulsory and eleven optional components for
partnering were described. The report did not unee flower setting but made a
distinction between compulsory and optional commsén order to keep the idea of
a flexible definition. Hence using the componemtsFiA’s model, as in figure 3,

Figure 3. FIA's partnering flower
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The FIA partnering flower is a concrete, flexibleadastructured way to define
partnering. It forces participants to concretisé ampoint which components they
include in partnering in a specific setting.

4. Theory: How partnering can be efficiency enhancing
Since the partnering relationship concerns an aoandransaction between two
parties a natural way to approach the concept wasigh contract theory.

Coase (1937) posed the question of what determimedoundaries of the firm, a
guestion that could not be answered by the neactdsheory where the firm was

® The term “extended collaboration” (author’s traisin) was used instead of partnering.
® The author of this thesis was also involved.



seen as a “black box” transforming inputs to ougpilitansaction costs came up as an
explanation as to why certain things are organigitttin a firm and certain things are
bought on the market. This explanation presuppasieory of incomplete contracts.
Contracts are incomplete in the sense that theyatdre completelgnforced cannot
include allcontingenciesind are costly tarite.”

Accepting this view entails that contracts can bdarstood as more or less complete
on a continuous scale. The motive for making areahtless complete is to avoid
transaction costs ex ante, i.e., writing costs, ibléads to ex post bargaining costs
and risks for opportunistic behaviour. Hence, thera trade-off between the risk of
opportunism and having to spend resources on makmgontracts more complete.
The use of incomplete contracts creates an inaentty reduce the risk of
opportunism, e.g. through some sort of trust, reggbanteraction or, in the extreme
case, vertical integration (Grossman and Hart, 1986more incomplete contract
based on trust and repeated interaction is usuefigrred to as a relational contract.
The relational contract is, in comparison to whabk®ns (2005) callsformal
contracts based upon outcomes that only can be verifieplosx by a third party, e.g.
a court, and not specified ex ante. It is a mooeinplete contract, which disregards
the task of specifying contingencies and insteatiges on developing a framework
for handling new information as it comes up duriing contract period. There are two
different explanations for what stops the partigsnf deviating from the implicit
contract and cheating on each other, either throagbated interaction, or trust, or a
mixture of the two. Repeated interaction is oftevdeiled in a game theory setting.

Going through the literature, it was found thatetational contract and partnering
have a lot in common. In a construction project ith@mplete relational contract
could be exemplified by an initial contract not sipgng more than the intention of
building a certain type of house. The contract wothien be filled in step by step
during the project. Partnering could then be seem avay to protect both parties
against cheating by the other party, through a uméxtof trust and repeated
interaction. This way of defining partnering, sonmetvsimplified, coincides with the
view of one of the leading Swedish constructiomfif NCC (NCC, 2007). NCC has
pushed partnering issues further in Sweden and srekase for early involvement of
the contractor in the project. The company arguned, tin order to use the full
capacity of partnering, the contractor needs tintselved in the design phase. Early
involvement entails relatively incomplete contracthere, as argued above,
partnering enhances efficiency by protecting baihtips from opportunism through
trust/repeated interaction and avoiding initialtimg costs.

When studying SRA’s and Banverket’'s partnering remt$ for maintenance this type
of situation was not found. Paradoxically, the cacts were relatively complete,
specifying in detail how the work was to be doniec8 a complete contract reduces
the risk of being exploited by an opportunistic e@upart, investing in a partnering
arrangement should not be called for when the gmtiave a (relatively) complete
contract. Why would anyone choose a costly panigedarrangement to neutralise

" A central underlying assumption in formal incompleontract theory (e.g. Hart and Moore, 1999) is
that information is observable by both partiesrmr-verifiable by a third party, e.g. a court. This
assumption is scrutinised in paper 5 and it is kated that this assumption should be questioned and
that the degree of verifiability is endogenaumsl depends on ex arecisions by the contracting
parties.



opportunism when the risk is reduced to a minimwmnabcomplete contract? The
second paper in the dissertation investigates whalid be a logical explanation for
this.

Three things need to be clarified in order to exptais phenomenon, partnering and
complete contracts. The first is that it is readigb assume that new information
arises during a construction project, and that tmesv information leads to the
possibility of pareto-sanctioned improvements tiglouenegotiations. The second
point consists in assuming that the client is askrse. If not, an incomplete contract
would have been chosen and new information wouldhéedled as the contract
period progresses. With a risk-averse client andl imformation arising during the
project, partnering could be justified as a reaiiygeenhancing activity, making it
easier to renegotiate the complete contract. Rediyris then the third aspect and
this is a topic that has been much discussed inagoix theory recently. The idea is
that human beings should not just be assumed ¢oecatusively about themselves.

The central argument in the paper is that intraalygartnering in a contract will

raise the probability of the parties acting in ademce with reciprocity. This

facilitates renegotiations because the client ahd tontractor have a good
relationship based on trust, a reputation mecharaswor reciprocity. Stylised

examples from maintenance contracts in Sweden lwdaled on the above reasoning,
show how partnering can be efficiency-enhancinghiwita complete contract by

lowering the transaction costs for renegotiatiohsarious aspects of the complete
contract. Three types of new information are usedhe examples: technological
improvements, changed demands and information alocosts for the agreed

measures and/or functions.

Paper 2 concludes that there are two differentstygiepartnering, depicted in figure
4: one with incomplete contracts and one with catglcontracts, and that the
justification for partnering differs between theotaases.

Figure 4. Two types of partnering

Incomplete contracts Complete contracts
( )

Two types of partnering:

(+) Low writing cost (+) Low risk for opportunism

(-) High risk for opportunism (-) High writing cost

With partnering to neutralise With partnering as a way for the
opportunism risk-averse client to handle new

information by lower transaction
costs for renegotiation

In the first case partnering can be seen as aiae#tcontract with the aim of

neutralising opportunism and thereby reducing islein an incomplete contract. The
second and more innovative interpretation of paitigeis to focus on the use of
partnering in combination with a (relatively) coref@d contract, which has been
observed in the Swedish construction industry.reaiig can then be justified as a
way to facilitate renegotiations when new inforroatarrives during the project and
the client is risk-averse. Investing in a procedorenhance trust and reciprocity can



be efficiency enhancing because it will reduce tust for, and increase the
probability of, carrying out pareto-sanctioned iguteations.

5. Evaluation: method and results
The licentiate thesis provided a definition andheotry of the partnering concept. The
main remaining work was to make an evaluation & #ffects of partnering in
Sweden. This work was initiated by reviewing earégaluations and working out a
method for improving the evaluations.

5.1 How should partnering be evaluated?
Construction management literature often arguesghims are to be made by using
partnering in terms of quality, cost and duratieng( Bennett and Jayes, 1998).
Voices have, however, been raised for approacharthering from a more critical
perspective (Green, 1999; Bresnen and Marshall0Y0@., to look at both the
advantages and disadvantages when investigatingcaheept. The fourth paper
investigates how partnering should be evaluatestientific way.

It begins by setting out three conditions that adyevaluation should fulfil. In order
to assess the effects of partnering in a valid way evaluation needs to
0] be based on project facts and not personal peotepti
(i) make a comparative analysis, including both pairigesind non-
partnering projects and
(i) control for other variables that can affect cost gnality in order to
extract the unique effect of partnering.

These conditions are then applied to earlier partgesvaluations, where three types
of studies can be distinguished: surveys, caseestuhd comparative studies with a
large number of observations. Partnering showsprdony to the reviewed studies,

most potential for improving communication and tiedationship between parties.

However, none of the reviewed papers fulfil aleticonditions formulated above, so
there are shortcomings in the evaluations. Insteadsuggested that either regression
analysis or a quasi-experimental approach, witheptodata, should be used to
evaluate partnering, as these methods are baseohgmarisons and control for other
affecting variables when measuring the effect ofring.

From an economics perspective an argument is nadedusing evaluations on the
variables that create value, i.e., cost and quahtwever, these variables are often
hard to measure and, in practice, various indisatetated to cost and quality can
provide useful data. Suggested indicators are t{oedays), contract flexibility,
amount of additional work and number of disputes.

5.2 An example: the quasi-experimental evaluatiopaotnering

Paper 5 sets out to apply the principles suggdst@dper 4 in a quasi-experimental
evaluation of partnering. This method strives tdahgartnering projects with non-
partnering projects that are as similar as possibtbe relevant variables in order to
isolate the effect of partnering on the outcomesthef project (Rossi, 1989). In
comparison to a regular experiment, this methoéesebn matching instead of
random sampling when constructing the treatment emwtrol groups (Vedung,

1998).



20 publicly procured Swedish projects are studigatching has been done according
to type of project, type of specifications, type aafntracts, organisational size and
geographical proximity. Partnering is defined agraject where partnering (or

partnership/collaboration) or something similar nsentioned in the tendering

documents. The analysed material consists of 368rgeting minutes, but tendering
documents, contracts, economic outcomes, diffei@ms of outcome reports, e.qg.
final inspections and revisions, external projegparts and customer satisfaction
surveys were also studied. The strategy when gbirayigh the data was to focus on
the outcome variables defined in paper 4: costlityuaand the indicators time,

contract flexibility and disputes.

Table 1 summarizes the outcome for the investigedeidbles in each match.

Table 1. Summary of evaluations per match

. Lowest  Contract Avoidance -
Overall Quality L . Time
cost flexibility of disputes
: No . . .
Match 1 Partnering difference Partnering Partnering No difference -
: No . . .

Match 2 Partnering difference Partnering  No difference No difference -

. No Non- .
Match 3 Non partnering difference - partnering Non-partnering
Match 4 Partnering Partnering - No difference Partnering

; No . .
Match 5 Non partnering difference - No difference Non-partnering
Match 6 Partnering Partnering - No difference Partnering

; No Non- .
Match 7 Non partnering difference - partnering Non-partnering
Match 8 Partnering Partnering - Partnering Partnering

. Non- Non- : . No
Match 9 Non partnering partnering  partnering Partnering No difference difference

- No No . . .

Match 10  No difference difference  difference No difference No difference Partnering

* not applicable for maintenance
- indicates no data available

Comparison of the projects concluded in favouthef partnering project in five out of
the ten matches, if the overall evaluation of thagrts is used. Table 2 depicts the
same data per variable.

Table 2. Summary of evaluations per variable

Number of projects  Number of projects in ~ Number of matches with

in favour of favour of non- no difference between
partnering partnering the projects
Overall 5 4 1
Quality 3 1 6
Lowest cost 2 1 1
Contract flexibility 3 2 5
Avoidance of disputes 3 3 4
Time 1 0 1

No general trend can be seen in the outcome vasabl

A distinction can be made among the matches, howeased on how partnering is
interpreted and implemented in the specific projéd¢ntifying partnering projects
from what is stated in the tendering documentsds/ttie problem of only focusing
on successful partnering projects, but it entdiks potential dilemma of evaluating
“partnering projects” carried out without the uspattnering components. A solution



to this problem is to use the partnering flowemirpaper 1 to ascertain that the
“partnering” projects evaluated really includedtparing components. In order to be
classified as a “real” partnering project, a progwuld then at least include common
goals. Examining the partnering project in the rhascabove, it can be concluded
that although five projects mentioned partneringhi& tendering documents they did
not really include the central partnering composentthe actual work. Matches 1, 2,
3, 8 and 9 included common goals at least andgieen these criteria, be considered
as partnering projects as seen in table 3.

Table 3. Number of matches with no difference betven the projects

Number of projects  Number of projects in ~ Number of matches with

in favour of favour of non- no difference between
partnering partnering the projects
Overall 3 2 0
Quality 1 1 3
Lowest cost 2 1 0
Contract flexibility 3 1 1
Avoidance of disputes 1 1 3
Time 0 0 1

Even with the focus on this more homogenous grdupeal” partnering projects, no
overall trends in the outcome can be seen in thienaa The partnering projects did
however show some indication in favour of the ecoizooutcome for the two SNR
projects but not to a significant extent.

One insight is how hard it was to compare econamgicome in a meaningful way

and how important it is to avoid just relying orpoeted figures. This was due to

different reporting of costs, and lack of detaiheTeconomic comparisons included,
were either very clearly structured for both prtgeor the analysis was assisted by
people involved in the projects.

6. Partnering and intangible effects
The thesis has provided a definition, a theory anevaluation of partnering, which
will be put into a broader perspective here.

6.1 The relationship between theory and evaluation

The absence of general positive effects of pargetbes not necessarily exclude that
partnering can create value. There are two way®xpiaining the discrepancy
between the theory in paper 2 and the evaluatigraper 5, which saves the theory
from rejection. The theory suggests that partnekingers transaction costs in order
to improve the probability for efficiency improvingenegotiations. Cost for
renegotiations and additional work was, in mostjgms, not included in the
evaluation due to unavailable data. It might bet tine partnering projects were
superior in this respect.

Another explanation can be found in seeing pamgees a sign of change in the
problematic construction industry (see below). Tltemight also be the case that
non-partnering projects have been affected by deiseral will of improving. If all
projects shape up, the effect of partnering woeldhérd to identify.



It should also be remembered that the final evadnabf the “real” partnering
projects only included a small number of projetdsthe simple reason that it turned
out that there were only a few such projects thlilleéd the conditions.

6.2 Discussion of the evaluation result
A review of partnering evaluations in paper 4 showbat the most frequent
outcomes of partnering were improving communicatiomproving the relationship
between parties and better quality. These effectaviour of partnering could also be
found in some of the matches analyzed, but notsigstematic and general extent.

Paper 4 argues, from an economist’'s point of vidwt cost and quality are the
variables that create value. To this can be adbdedcomments on the absence of
tangible effects of partnering in Gransberg et(2999) and Beach et al. (2005).
Another related concern is the way in which earitridies have been conducted by
providing mostly anecdotal evidence (Bresnen andskll, 2000; Bresnen, 2007).
The evaluation in paper 5 has tried to fulfil thedhnds of these critics and pushed
the frontier for partnering evaluations forward.eTlack of a common systematic and
general trend in the evaluation casts a shadowtbeeearlier evaluations, due to the
fact that this study was conducted with better datd with an improved method,
even if the number of observations is small. Inibllegeffects, like more fun at the
workplace, a more attractive profession, an impdopécture of the construction
industry, etc was deliberately neglected in fawafumore tangible effects.

However, a reasonable question is whether parimehas its greatest impact

concerning cost and quality and other tangible odfePartnering in the UK and

Sweden emerged as a reaction to critical goverrmheaviews of the construction

industry. An appealing idea is that partnering dobé seen as something that is
intended to improve the general perception of atantion industry, a declaration of

a will to change. Both the clients and the contresctn the UK and Sweden have had
a common interest in achieving this, in order tg. ettract a qualified younger

generation to the sector. Partnering is likely isagpear as a specific term in time
and many of its elements will be included in “ttazhal projects” and become the
natural way of working.

10
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Partnering: definition, teori och utvardering
(Swedish summary)



Partnering: definition, teori och utvardering

1. Inledning
Partnering ar ett arbetssatt som baseras pa saanmverkllan primart bestéllare och
utférare i byggbranschen. Begreppet aterfinns pa akrldens kontinentér.
Foreliggande avhandling lamnar, som framgar av manre huvudsakliga bidrag till
partneringdebatten.

Den forsta artikeln definierar begreppet partneridgett flexibelt men strukturerat
sétt och foljs av en teori kring varfor partnerkan vara effektivitetshéjande. Skrift
nummer 3 baseras pa en enkat till 30 svenska lstadch entreprendrer med
erfarenhet av partnering. Studien kartlagger upglagsfasen och attityder till
begreppet. Tidigare versioner av dessa tre uppsatgek i licentiatavhandlingen
(Nystrom, 2005a). Den viktigaste delen av arbefegr€'licen” var att utvardera
effekterna av partnering. Arbetet inleddes medattidgga tidigare utvarderingar av
begreppet och analysera vad som kunde forbattras dét gallde
utvarderingsmetoden. Forslag till forbattrade metogresenteras varav ett av dessa
genomférs i avhandlingens det femte uppsats, dgratheringprojekt jamfors med
10 icke-partneringprojekt i en sk. kvasiexperim#érgeudie. Metoden syftar till att
med en icke slumpmassig metod matcha sa lika prej@k mojligt for att jamfora
utfallen. Den sista artikeln &r skriven tillsammansd Hans Lind och ifragasatter ett
grundlaggande antagande inom nationalekonomiskraktsteori; att ofullstandiga
kontrakt kan forklaras med att det finns situatiosem &ar observerbara for de
kontrakterande partnerna (las bestéllare och eemép) men inte verifierbara for en
tredje part (Ilas domstol). De féljande sex uppsatsagar alltsa i avhandlingen:

Uppsats 1The definition of partnering as a Wittgenstein figanesemblance
concept

Uppsats 2Theoretical foundations of partnering

Uppsats 3Partnering attitudes in the Swedish constructiasuistry

Uppsats 4The naivety of partnering assessments

Uppsats 5A quasi-experimental evaluation of partnering - 5%#@ meeting
minutes from 10 comparable projects

Uppsats 6'Observable” and "verifiable": Can these be theiba®ncepts in
incomplete contract theory? (skriven tillsammaregirilans Lind)

Sammanfattningen foljer i princip avhandlingensunigda struktur av definition, teori
och utvardering. Vissa utokade diskussioner kriefinitionen av partnering och dess
roll inkluderas ocksa samt en avslutning kring &gt i avhandlingen. Nasta avsnitt
ger forst en bakgrundsbild till avhandlingsarbetet.

2. Bakgrund
Detta projekt heteBamverkan mellan bestéllare och utférare i drifhamderhalls
entreprenaderoch ingar i CDUs (Centrum for Drift och Underha@ma for
upphandling. Finansieringen kommer fran VagverBanverket och SBUF (Svenska
Byggbranschens Utvecklingsfond). Till projektet hknutits en referensgrupp

! Tex Pefia-Mora och Harpoth (2001) for ett projekydlamerika och Ngowi (2007) for Afrika. Asien,
Australien, Europa och Nordamerika &r vanligt faneknande i litteraturen.



bestaende av Hardy Wikstrom (Vagverket), Birgittérrie (Banverket), Bjérn

Grangvist (Skanska), Leif Bystrom (Vagverket), LeBargin Juhl (Véagverket),

Carola Alzén (Banverket) samt Hans Kvarnlof (Vadety. Referensgruppen har
bistitt med manga intressanta diskussioner och iggikt synpunkter. |

handledargruppen ingick Hans Lind (KTH) (huvudha&udlre), Seth Jonsson (LiTH)
och Ulf Olsson (LuTH). Styrgruppen har inkluderaandledarena samt Hans
Cedermark (CDU) och Hakan Westerlund (CDU).

Den grundlaggande teorin for avhandlingen &r natekonomisk, vilket kan forklara
manga av de val som &r gjorda. En aterkommandik knibt denna skola &ar dess
forenklingar i form av antaganden om manniskors ficbtags beteende. Nar det har
bedomts lampligt har dock avsteg gjorts fran tiadill nationalekonomisk teori och
metod for att anpassas till en mer réattvisande dildle situationer som avhandlingen
behandlar. Utvarderingen ar gjord med en kvasiexpartell metod, vilken lampade
sig bast givet de data som fanns tillgangliga. Adiimgen skulle kunna beskrivas
som applicerad kontraktsteori.

3. Den uppdaterade partneringblomman

Det var naturligt att inleda avhandlingsarbetet rattdlefiniera begreppet partnering.
En genomgang av litteraturen i amnet resulteragie uppsjo av definitioner, vilket

kan forklaras av att varje partneringprojekt arktimisig. Den forsta artikeln lamnar
tva bidrag till debatten kring definitionen av peting. Forst gors en uppdelning i
generella forutsattningar, komponenter och mal npedtnering. For att forsta

begreppet argumenteras for att komponenterna dntdessanta. Dessa togs fram
genom en litteraturgenomgang som resulterade arfdg tabell 1, dar X betyder att
den aktuella komponenten inkluderats i den de@iniSom presenterats i artikeln.

Tabell 1. Kategorisering av Partnering litteraturen

Tillit Omsesidig Ekonomiska Relationsbyggande Kontinuerliga Moderator Vélja Uttalad  Oppen
forstaelse/ incitaments aktiviteter och medarbetare konfliktidsni- het
Artiklar/Komponenter gemensamma kontrakt strukturerade ngs
mal moéten metod

Barlow 2000 X X X X
Cheng et al. 2000 X X X X X
Crane et al. 1999 X X X
Kadefors 2002 X X X X X X X X X
Kemi 2001 X X X X X
Koraltan och Dikbas
2002 X X X X
Kwan and Ofori 2001 X X
Larson 1995 X X X X X X
Naoum 2003 X X X X
Ng et al. 2002 X X X X X
Packham et al. 2003 X X X X X
Rhodin 2002 X X X X X
'Thompson och Sanders
1998 X X X

13 13 6 6 6 6 2 8 4




For att ga vidare med detta resultat appliceraalaisegangar fran den tyske filosofen
Ludwig Wittgenstein. Han menade att komplexa begrepe gar att definiera pa ett
traditionellt sett med nédvandiga och tillrackligékor utan bér ses som natverk av
Overlappande likheter. Detta betraktelsesatt kankaltas "Familjelikhet" - ungefar
som medlemmar i en familj liknar varandra. Det hafidnte finnas nagot som alla
har gemensamt, men for par av familjemedlemmaisfeth antal likheter. Genom att
applicera detta synsatt pa tabell 1 kan den sk@angblomman skapas, se figur 1.
Tanken bakom denna ar att det finns tva saker saifigt litteraturstudien, "maste”
hora till ett partneringprojekt, "Tillit" och "Omstlig forstaelse/gemensamma mal".
Utover dessa kan partneringprojekt utformas pa masigt genom att kombinera
olika varianter av de resterande komponenterna.

Figur 1. Partneringblomman
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Detta utgor ett flexibelt men samtidigt struktutesdtt att fanga olika varianter av
partnering. Tva exempel kan ses i figur 2 som visar konkreta partneringprojekt
kan beskrivas med hjélp av partneringblomman.

Figur 2. Den tillampade Partneringblomman
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Definitionsmodellen &@r publicerad i tidskriften druction Management and
Economics (Nystrom, 2005b) och har senare uppmémksds av forskare i Hong
Kong (Yeung et al., 2007), som har anvant sig adetien for att definiera allianser i
byggsektorn.

Vissa svarigheter med modellen har dock uppmarksatsnefter publicering.
Definitionens flexibilitet och struktur haller fdarande, men praktiker har papekat
svarigheter med att klargéra huruvida komponerten §llit och 6ppenhet ingar. De
ar alltfor vaga for att vara anvandbara néar pantigeska definieras i praktiken.

Assistans for att konkretisera komponenterna hanrkit fran Vagverkets och
Banverkets gemensamma anstrangningar att forngmagmihgsbranschen med FiA.
En arbetsgrupp med representanter fran bestatlategprencrer och konsulter fick i
uppdrag att ta fram riktlinjer for att upphandlahoarbeta iUtokad Samverkah |
likhet med partneringblomman togs en flexibel mémkéurerad modell fram men
med mer konkreta komponenter. Dessa framstalls dioakivder, men med
obligatoriska och valbara moment. FIA:s komponeaterges i foljande figur 3.

Figur 3. FIA:s Partneringblomma
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FIA:s partneringblomma utgor ett konkret, flexibelen samtidigt strukturerat satt att
definiera partnering. Den tvingar folk att preceseilka komponenter de inkluderar i
sin version av partnering och bidrar till battrerkaunikation om vad som kan vara
lampligt att inkludera i ett specifikt projekt.

4. Teori: Hur kan partnering vara effektivitetshéjande
Ar 1937 skrev Ronald Coase en artikel som fokusegtvarfor vissa saker skottes
inom foretag medan andra skéttes genom kop oclilfidirsgar pa en marknad. Ska
produktionen ligga inom foretaget eller ska dend®m? Vad bestamde "féretagets
storlek"? Denna fragestéllning kunde inte besvaraslen da radande neoklassiska

Z www.fiasverige.se
% Utokad Samverkan skiljer sig inte fr&n vad somasapartnering i denna avhandling.



skolan som endast betraktade féretag som en virstreeande "svart lada", dar
varde skapades genom foradling av insatsvaror t#lutprodukter.
Transaktionskostnader kom upp som en forklaring v#rfor féretag valjer att
producera saker internt eller kopa fran marknaBe&mna forklaring innebar ocksa en
teori om inkompletta kontrakt, dar kontrakt intenkeara helt kompletta just pga
transaktionskostnader. Mer konkret kan inga komtvaka kompletta pga att spraket
ar ofullstandigt, alla eventualiteter inte kan fdes och att det ar kostsamt att skriva
kontrakt?

Accepteras denna bild s& kan kontrakt beskrivasrp&ontinuerlig skala med mer
eller mindre fullstandiga kontrakt. Motivet att gdtontrakten mindre kompletta ar att
det blir billigare att skriva dem ex ante (innanniaktet skrivs), dock féljer da
problemet med férhandlingar ex post (efter kontakskrivs) och risken for
opportunistiskt beteende, dvs att den starkare@artutnyttjar detta i férhandlingen.
Med ett komplett kontrakt skyddar sig bada partéfraa opportunism, men det ar
dyrare att initialt skriva ett saddant kontrakt at#t ar mindre anpassningsbart under
projektets genomférande. Valet av till vilken grettl kontrakt ska vara komplett kan
alltsa ses som en trade-off mellan risken for opmism och kostnader for att gora
kontraktet komplett.

Det inkompletta kontraktet skapar motiv till attrdéka reducera risken for
opportunism och detta kan géras med nagon forrilliavipprepad interaktion eller i
slutdndan vertikal integration, dvs att verksamimgténtegreras i samma organisation
(Grossman och Hart, 1986). Fenomenet "relationafraoting” har uppméarksammats
inom denna litteratur och innebar att foretag el langsiktiga samarbeten utan att
sarskilt mycket av villkoren ar reglerade i ettikgt kontrakt. Detta kan betraktas
som ett inkomplett kontrakt med en mix av tillitoaterupprepad interaktion mellan
partnerna for att motverka opportunism. Upprepaeraktion ar en spelteoretisk term
som syftar till att ens beteende idag har invergarframtiden, t ex misskoter sig en
entreprendr i projekt 1 kommer denne att uteshugdisframtida projekt 2.

| en genomgang av litteraturen patraffades mangaibgspunkter mellan partnering
och "relational contracting". Ett inkomplett korkta byggsektorn kan exemplifieras
av ett relativt ospecificerat forfragningsunderiagd intentionen att bygga ett hus
med ett "vitt papper" som beskrivning av huset. mensyn pa konceptet
sammanfaller, nagot férenklat, med NCC:s beskriyrin partnering. For att anvanda
partnering till dess fulla potential boér entrepres® komma in tidigt i processen
havdar Sveriges drivande partneringentreprentr.igdidskeenden medfor att
kontrakten ar relativt ofullstdndiga, dar partngrikan motiveras som ett satt att
motverka risken for opportunism och samtidigt ukdviransaktionskostnader for att
skriva detaljerade kontrakt.

Denna bild av kontrakt och partnering hittades dacte nar Vagverkets och
Banverkets drift- ochunderhallskontrakt borjade studeras. Har patraffaideillet
partnering tillsammans med relativt kompletta kaktr nagot som vid forsta

* | formell kontraktsteori anvands ett antagandeatinvissa situationer ar observerbara fér de
kontrakterande partnerna (las bestéllare och e®inép) men inte verifierbara for en tredje pars (1a
domstol) for att modellera inkompletta kontrakdlet sjatte pappret ifrdgasatts detta antagandeetch
fors fram ett argument om att verifierbarhet areeiiogent val som beror p& hur detaljerat parteitha
skriva kontraktet och utforma olika former av kafirocesser.



anblicken uppfattades paradoxalt. Kontrakten spmecdde i hog grad vad
entreprendren skulle gora. Da risken for opportuni liten/obefintlig i relativt
kompletta kontrakt borde det vara obefogat att ste& | kostsamma
partneringarrangemang som workshops etc. Den aumppsatsen i avhandlingen
staller sig fragan om det finns forhallanden somagbpartnering kan vara motiverat
aven med ett komplett kontrakt.

For att ga vidare med den fragan maste tre omghethr klargéras. Forst antas det
att ny information kommer fram under kontraktetstid som gér det motiverat med
omfdrhandlingar. Att det uppkommer information sejrvar tillganglig ex ante kan
uppfattas som ett realistiskt antagande for de taflestorre bygg- och
underhallsprojekt. For det andra antas att bestéllmte ar beredd att ta stora risker
(ar "risk averse"). Om sa icke ar fallet finns deget motiv att vélja ett komplett
kontrakt fore det inkompletta. Den som ar bereddaatisker kan forvantas vélja det
billigare men mer riskfyllda alternativet, dvs defullstindiga kontraktet, for att
behandla ny information. | en situation med ett gttt kontrakt och med en
bestéllare som bade vill minska risken och somkutina ta in ny information, sé kan
partnering motiveras som ett satt att bygga upjpeeiprocitet mellan parterna som
underlattar den omférhandling som motiveras avmgninformationen. Reciprocitet
ar alltsd den tredje byggstenen som pa senare raup@marksammats i bl a
nationalekonomisk experimentell forskning. Recijtietcinnebér att manniskor inte
uteslutande tanker pa sig sjalva utan ocksa adtaratt lita pa, samt ta hansyn till
den andre partens intresse, om man tror att dena gragten goér detsamma.

Tesen ar alltsd att partnering kan Oka sannolikhesdt partnerna agerar i
Overensstammelse med reciprocitet. Detta undarlégm tur omforhandlingar som
motiveras av ny information genom att partnernar Iid varandra och inte behover
kontrollera allt som s&gs, dvs transaktionskostmad&r omforhandlingar sénks med
hjalp av partnering. Med hjalp av stiliserade exemipdn Vagverkets drift- och
underhallskontrakt forklaras detta mer ingdendeni a@ndra artikeln i avhandlingen.

| denna artikel urskiljs alltsa tva typer av partng som beskrivs i figur 4. Den forsta
i kombination med inkompletta kontrakt (“relationadntracting”) och den andra i
kombination med kompletta kontrakt.

Figur 4. Tva typer av partnering
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Partnering kan i kombination med ett inkomplett tkakt betraktas som ett satt att
motverka opportunism, i likhet med teorin om "reatl contracting”. Den nya och
mer innovativa tolkningen i denna skrift ar, utifrd/agverkets och Banverkets
tilampning av konceptet, att se partnering somobd&pm aven kan férekomma
tillsammans med ett komplett kontrakt. Partneriagy kld motiveras genom att det
underlattar omforhandlingar av kontrakten och Okaannolikheten for
paretosanktionerade omférhandlingar. En versiondemna teori aterfinns aven i
Nystrom (2006).

5. Uppfattningar om partnering: Resultat fran enkatstudien
Den tredje uppsatsen bygger pa en enkatundersoletétig till projektledare bade
hos bestéllare och entreprendrer i 18 partneringkireom genomforts under senare
ar eller som annu pagar. Projekten skulle vara apglade enligt Lagen om Offentlig
Upphandling och omnamna partnering/partnerskap/seagan/win-win eller liknade i
forfragningsunderlaget.

Enkaten som skickades ut varen 2004 bestod awetee dar den forsta utgjordes av
faktafragor om respondenten och projektet, denaandr upphandlingsfasen och den
tredje och sista om respondentens syn pa partnedieg sista delen skickades ut
annu en gang under hosten 2006 for att undersokauppfattningarna kring
partnering hade férandrats. Av de totalt 36 utskittkenkéaterna (18+18) erholls svar
fran 30 och i tolv av dessa projekt fran bade g@né&nedr och bestéllare.

5.1 Respondenter och projekt
80 % av dem som svarade var mellan 40 och 60 & 98r man. En majoritet hade
arbetat tillsammans med den andra parten tidigahendstan alla ansag sig ha god
kunskap om den andra parten. Halften ansag sigtdra érfarenhet av partnering
medan Gvriga inte hade nagon erfarenhet alls idieaaktuella projektet startade

En knapp majoritet av de aktuella projekten ansagsr komplicerade &n
genomsnittet.

| huvudsak hade det inkommit s manga anbud sotdéllzesn forvantat sig och det
var en jamn spridning nar det galler relationenlamebnbud och budget. En klar
majoritet ansag att spridningen i anbuden i pairtigkontraktet inte var stérre an for
ett vanligt kontrakt.

5.2 Upphandlingsprocessen och forfragningsundetiage
| 11 av 18 projekt var det fastlagt att det skwidga partnering. De 6vriga sju hade
partnering angivet som en mdjlighet. Partneringklmss i regel relativt dversiktligt i
forfragningsunderlaget. | de flesta fallen var bhefet sarskilt informationsméte om
vadpartneringnnebar.

Den vanligaste erséattningsformen var riktkostnadd niecitament pa eventuell

awvikelse. | regel angavs inte om bestallaren skativanda ett eventuellt dverskott
till ytterligare bestéllningar eller inte. Forutomcitament knutna till riktkostnaden

fanns inget sarskilt bonussystem. Mjuka paramedraséandes i alla upphandlingar
utom en.



Respondenterna fick i enkatens sista del (se nedastiillning till nagra pastaenden
om upphandlingsfasen och de allra flesta holl inésl om pastdendena om att det blir
fler anbud med partnering eller att anbuden blgretar partnering ar inkluderat.

5.3 Hur uppfattades partnering?
| denna del av enkaten fick respondenterna svaratipantal frdgor om vad som
ansags kanneteckna partneringprojekt och ta stglltill ett antal pastdenden om

partnering.

De tva faktorer som de flesta ansdg kannetecknatngrargprojekt var
"Tillit/fortroende" och "Gemensamma mal" (se fighimedan). Andra faktorer som
namndes relativt ofta var "Aterkommande och strktade méten”, "Uppféljning av
de gemensamma malen" och "Gemensam atgardsplargpn?0O bocker" och
"Incitamentskontrakt" kom darefter. Ingen storréllisad kan ses om svaren fran
2004 och 2006 jamfors. De storsta forandringarmakdej signifikant sakerstallda,
var att "konfliktlosningsmetoder" uppfattades sormare viktiga och "Uppfdljning
av de gemensamma malen" gavs mer vikt an tidigare.

Figur 5. Respondenternas uppfattning av Partnering
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Resultatet fran enkaten ligger i linje med Partmgislomman som presenterades i
uppsats 1. Bade teoretiker och praktiker kan utiftét studerade materialet ses som
eniga om att "Tillit" och "Gemensamma mal" hor piirtnering. Ovriga komponenter
finns det mer delade meningar om de behover irlgéiste.

Nar det gallde pastaenden om partnering var dédanmajoritet som holl med om
att partnering underlattar kvalitetsforbattringatt halla budgeten, att undvika
konflikter samt att l6sa konflikter. Det ansagsréveer sannolikt att forbattringar av
produktionsmetoderna kunde uppkomma i partnerirjggtoAven for pastadendet om
att partnering ar har for att stanna, och att dedttiroligare sétt att jobba, fanns ett
stort stéd bland de svarande. En 6vervagande deirté med om att partnering

minskade affarsmassigheten.



En klar majoritet av entreprendrerna ansag genesdtl risken var mindre i
partneringprojekt. Det bor understrykas att de $msvarade enkaten arbetade med
partneringprojekt sa deras positiva installningaske inte sa forvanande.

5.4 Skillnader mellan olika grupper
| den tredje uppsatsens sista del analyseras attdinmellan olika grupper. Finns det
skillnader i svaren mellan bestallare och utféranellan yngre och &ldre, mellan
olika typer av projekt samt dver tiden? Nagra restldenna del foljer.

Bestallare - utforare

| det stora hela var svaren relativt lika mellarbdele grupperna. Storst var enigheten
om att partnering gjorde det lattare att |0sa kkitdt, att partnering &r har for att
stanna och att affarsmassigheten inte minskade.

Yngre - aldre

Med tanke pa den héga genomsnittsaldern som besakaten sa har "yngre" har
definierats som icke fyllda 50 ar. Skillnadernavaisvar aven har relativt sma. De
punkter dar storst skillnader kunde observerasattade yngre i nagot hogre grad
instamde i pastaendet att partnering gjorde dedréitatt [6sa konflikter och att de
aldre i nagot hogre grad holl med om pastaendepatnhering var en modefluga.
Dock bor det tillaggas att det var ett fatal aattlre holl med om det sistnamnda.

Underhallsprojekt - nybyggnad

Inte heller pa denna punkt var det nagra stordnskier. Det kunde noteras att bland
nybyggnadsprojekten var det en stérre andel somHhi#l med om pastaende att
partnering &r ett roligare satt att arbeta.

2004 — 2006

Inga storre skillnader hittades har heller. Derrss& skillnaden sags i pastaendet
huruvida antalen anbud blir fler nar partneringirédduderat, dvs respondenternas
uppfattning om det ar popularare att lamna anbparinering entreprenader. Svaren
fran 2006 var mer positivt installda.

6. Utvardering: metod och resultat
Licentiatavhandlingen inneholl saledes en definitach en teori samt en empirisk
attitydstudie rorande partnering. Det som aterstdatt utvardera effekterna av att
introducera partnering i ett projekt.

6.1 Hur ska partnering utvarderas?

| konsultrapporter och den internationella byggnugmaentlitteraturen havdas ofta att
partnering ger fordelar i form av hégre kvalitéigie kostnad och kortare byggtid (tex
Bennett och Jayes, 1998). Roster har dock hojtattdgranska partnering ur ett mer
kritiskt perspektiv, dvs att systematiskt titta bguf nackdelar och fordelar (Green,
1999; Bresnen och Marshall, 2000). Den fjarde usgsetar fasta pa denna kritik och
undersOker hur utvarderingar av partnering kandtiras. Initialt stélls tre kriterier
upp som innebar att goda utvarderingar maste:

i) baseras pa projektfakta och inte pa vad olika perstycker
i) inkludera en jamforande analys



iii) kontrollera for andra paverkande variabler pa yétesnatiskt satt for att
isolera den unika effekten av partnering.

Utifran dessa kriterier analyseras tidigare gened#o utvarderingar som kan

kategoriseras in i tre olika typer, enkatstudialistudier och kvantitativa jAmforande

studier. Slutsatsen ar att ingen av de totalt @8istna som analyseras uppfyller alla
ovanstaende kriterier for goda utvarderingar. lest&ior de metoder som anvants
tidigare foreslas en statistisk regressionsanalgs @n kvasiexperimentell studie. Om
dessa baseras pa projektfakta har de potentiapptylla alla kriterier ovan.

Utifran ett nationalekonomiskt perspektiv skapasdgaav hojd kvalitet och/eller
sankt kostnad, vilka ar de intressanta variableérgpartnering ska utvarderas. Dessa
storheter ar dock svara att mata och erhalla data loyggsektorn, vilket 6ppnar for
att anvanda olika indikatorer relaterade till deisstvarderingen. Sadana indikatorer
ar tid (férseningar), kontraktsflexibilitet (anpasgy till ny information), méngden
tillaggsarbete samt hur manga allvarliga konflildet varit under projektets gang.

6.2 En kvasiexperimentell utvardering av partnering

Den femte uppsatsen knyter an till férslagen fréanstaende studie och syftar till att
utvardera offentligt upphandlade partneringprojekien svenska byggsektorn med
hjalp av en kvasiexperimentell metod. Metoden straefter att para ihop

partneringprojekt med sa lika icke-partneringprojeem mojligt pa alla relevanta
variabler. Skillnader i resultatet mellan de matthétvilling"-projekten boér darmed

kunna forklaras av partnering, da allt annat (teskesett) gallande de tva projekten
ar lika.

Studien inkluderar 10 partneringprojekt som mathated 10 liknande icke-
partneringprojekt. Samtliga projekt ar offentligpphandlade enligt LOU och
matchningen har skett pa variablerna typ av prpjeknhtreprenadform,
ersattningsform, den utférande organisationendestach geografisk narhet mellan
projekten. Partneringprojekt definierades i urvedslet som projekt dar
partnering/partnerskap/samverkan/win-win  eller dkde ar omnamnt |
forfragningsunderlaget.
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For dessa totalt 20 projekt har sedan olika typenaterial studerats och analyserats.
Materialet bestar framst av 558 byggmotesprotokoied forfragningsunderlag,
kontrakt, ekonomiskt utfall, revisioner och stickpr Aven andra typer av rapporter
har anvants. Strategin i analysen var att fokupérandikatorerna frdn ovannamnda
studie, dvs tid, kontraktsflexibilitet och konfl&t For varje matchande par har en
sammanfattande beddmning gjorts av vilket projedinsvarit bast i just den
dimensionen. Tabell 2 visar utfallet.

Tabell 2. Sammanfattande utfall per matchning

- P
Totalt Kvalitet Lagsta kostnad fﬁ?(ri‘éﬁil:ést Alzz)ﬁfrlliclj(\t”ekra Tid

Match 1 Partnering Igen skillnad Partnering Partnering Igieitinad

Match 2 Partnering Igen skillnad Partnering Igen skillnad  gerl skillnad

Match 3  Icke-partnering Igen skillnad - Icke-partnering Icke-partnering

Match 4 Partnering Partnering - Igen skillnad Partnering

Match 5  Icke-partnering Igen skillnad - Igen skillnad Icke-partnering

Match 6 Partnering Partnering - Igen skillnad Partnering

Match 7  Icke-partnering Igen skillnad - Icke-partnering Icke-partnering

Match 8 Partnering Partnering - Partnering Partnering

Match 9  Icke-partnering Icke-partnering Icke-partnering Partnering Igen skillnad Ingen|skitl

Match 10 Igen skillnad | Igen skillnad Igen skillnad Igen $éd Igen skillnad Partnering

* inte applicerbart for drift och underhall
- indikerar att data inte finns tillganglig

Den jamforande analysen talar for partnering i fande tio matchningarna, sa ingen
trend kan utronas nar det galler jamforelsen malbada typerna av projekt. Tabell
3 beskriver samma utfall men nu grupperat eftgrakiive variabel.

Tabell 3. Sammanfattande utfall per variabel

Antal projekt med Antal projekt med Antal matchningar
fordel partnering fordel icke-partnering utan skillnad i resultat
Totalt 5 4 1
Kvalitet 3 1 6
Lagsta kostnad 2 1 1
Kontraktsflexibilitet 3 2 5
Att undvika konflikter 3 3 4
Tid 1 0 1

Genom att definiera partnering utifran observerlfakéa ex ante sa foljer att negativa
utfall inte kan "viftas bort" med formuleringen "medetta inte var ett riktigt
partneringprojekt". Problem kan dock uppsta i atigktet som klassificerats som ett
partneringprojekt utifrin upphandlingsdokumentektiékt inte innefattade vanliga
partnering komponenter enligt blomman (se ovan)t BEmhavare urval av
partneringprojekt gjordes darfor utifran den infaton som framkom vid
genomgangen av dokumenten. For att da bli klassdit som ett "riktigt"
partneringprojekt s& maste projektet atminstoneluddra gemensamma mal.
Observera att denna utrensning inte ar baseradfgdéet) utan pa de komponenterna
som faktiskt ingick. Genom denna avgransning framidet att projekten 1, 2, 3, 8
och 9 kunde ses som "riktiga" partneringprojektadeell 4.
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Tabell 4. Sammanfattande utfall per variabel, enbe matchning med "riktiga"
partneringprojekt

Antal projekt med Antal projekt med Antal matchningar
fordel partnering fordel icke-partnering utan skillnad i resultat
Totalt 3 2 0
Kvalitet 1 1 3
Lagsta kostnad 2 1 0
Kontraktsflexibilitet 3 1 1
Att undvika konflikter 1 1 3
Tid 0 0 1

Trots denna snévare avgransning av partneringdr&jekde fortfarande ingen trend
ses nar det géller utfallet i stort. Namnas kandatttva Vagverksprojekten med
partnering visade pa lagre kostnad, vilket docke ilkian generaliseras pa tva
observationer.

7. "Mjuka effekter” av partnering
Detta avsnitt syftar till att satta in avhandlingeesultat och partnering i ett storre
sammanhang.

7.1Relationen mellan teori och utvarderingen

Franvaron av stora effekter i utvarderingen foriakller som kostnad och kvalitet
innebéar inte att konceptet partnering kan avfandes hanvisning till att det inte

skapar varde. Det finns tva majliga forklaringdiratt teorin fran uppsats tva inte helt
aterspeglas i utvarderingen. Teorin indikerar aittrpering sanker kostnaderna for
omforhandlingar nar ny information ger upphov t#adana. Kostnader for

omférhandlingar och tillaggsarbete saknades i dstdl studerade projekt. Det finns
darfor en mojlighet att partnering var battre i n@mspekt. Resultaten for de "riktiga"
partneringprojekten ger visst stod for detta.

En annan forklaring kan ligga i att partnering kstraktas som en allméan reaktion
for forandring i en problemtyngd byggbransch (ser ingaende om detta nedan).
Finns det en allman uppfattning i branschen onalittmaste skarpa till sig sa bor det
aven paverka icke-partneringprojekten i posititnikg. | en sadan situation ar det
svart att hitta effekter av partnering, aven om it en viktig del av en bredare
forandringsprocess.

7.2Diskussion om utvarderingsresultatet
Genomgangen av tidigare utvarderingar av partndriten fiarde uppsatsen visade
pa att konceptet hade storst potential nar deeigéimmunikation, relationen mellan
parterna och kvalitet. Dessa effekter kan avenfiaters i nagra av de jamférande
matchningarna i uppsats fem, men inte i en geneceéllsystematisk utstrackning.

Ur ett nationalekonomiskt perspektiv havdas deen fjarde uppsatsen att kostnad
och kvalitet ar de viktiga variablerna att mata wvtvarderingar. Gransberg et al.
(1999) och Beach et al. (2005) poangterar briséedgssa variabler i utvarderingarna.
Vidare kritiserar Bresnen och Marshall (2000) odledden (2007) de presenterade
utvarderingar for att enbart lagga fram anekdotrtaevis. Utvarderingen i uppsats 5
forsoker tillfredstalla dessa uppmaningar om mengenta utvarderingar. Studien
har flyttat forskningsfronten framat bade gallandetod och ingaende data i
partneringutvarderingar. Resultatet, bristen pdiggdoch stora trender, lagger en
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skugga oOver tidigare utvarderingar som med samredee och sdmre data odelat
stallt sig positiva till partnering. Mjuka parametrsom roligare pa jobbet, mer
attraktivt yrke och en forbattrad bild av byggsehtdhar medvetet exkluderats i
studien utifran ovanstaende kritik.

En rimlig fraga ar huruvida partnering kanske harstora fordel just nar det galler
dessa mjuka parametrar och att det inte primarasyifl att sdnka kostnader och hoja
kvaliteten, trots att detta ofta hors i den allm@debatten. Partnering kom fram i
Storbritannien och Sverige efter kritiska statliggoporter om byggindustrin. En

rimlig tolkning kan da vara att se partnering soel dett krafttag att forandra

byggsektorn i syfte att forbattra den allméanna afipfngen om branschen. Detta
skulle ligga i bade bestéallarnas och entreprenéseintresse for att t ex. locka nya
kompetenta personer till branschen. Det ar tra@tgpartnering kommer att forsvinna
som ett specifikt och avgransat begrepp genom atipnenter fran partnering
inforlivas som det vanliga sattet att arbeta.

8. Avhandlingens bidrag
Avhandlingen har givit tre konkreta bidrag som visa bade vara av intresse for
praktiker saval som for akademiker.

Det forsta ar ett flexibelt men samtidigt strukratesatt att definiera partnering, dar
olika varianter av begreppet kan fangas inom sammoaell. Berorda personer
tvingas peka pa vilka komponenter de inkluderarini gersion av partnering.

Komponenterna har &ven konkretiseras i senare ntariaav modellen vilket

ytterligare underlattar anvandandet.

Det andra bidraget ar att satta in partnering iketttraktteoretiskt sammanhang.
Uppdelningen mellan partnering i kombination medkompletta kontrakt samt
partnering i kombination med kompletta kontrakt @y och ger tva olika
utgangspunkter for att forstd vilka fordelar paring kan ha ur ett
effektivitetsperspektiv.

Det tredje bidraget ar analysen av hur utvarderiaggpartnering kan forbattras samt
forsoket att pa ett mer stringent séatt praktiskéirdera partnering med hjélp av en
kvasiexperimentell metod. Resultatet av den genamaféGtudien ger inte stéd for
tidigare pastdenden om stora kvantitativa fordedad partnering. Detta foranleder
fragan om partnering mest ska ses som en del dvestare fornyelse av branschen
dar andrad image ar en viktig del.
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This article on partnering and family-resemblance makes two contributions to the debate about the definition of
partnering in construction. The first is a distinction between general prerequisites, components and goals when
discussing the concept. In order to understand what is specific about partnering the focus should be on the
components, which are identified through a literature review. The second contribution is to apply Ludwig
Wittgenstein’s idea of family-resemblance to the partnering concept. His idea is that a complex concept can be
understood as a network of overlapping similarities. From the literature review it is concluded that there are two
necessary components in partnering — zrust and mutual understanding — and that a number of different
components can be added to form a specific variant of partnering. This provides a new method to define the
vague and multifaceted concept of partnering in a flexible and structured way.

Keywords: Components, construction, definition, family-resemblance, general prerequisites, goals, partnering,

Wittgenstein

Introduction

Although many articles have discussed the character-
istics of partnering, there is no consensus about the
meaning of the concept. Partnering can be charac-
terised, as a complex and complicated concept where it
has been hard to reach an agreement about a standard
type of definition. An explanation for the numerous
partnering definitions is that the concept is yet to
mature (Li et al., 2000). If that were the case a
definition of partnering — stating the necessary and
sufficient conditions — will eventually arise. The first
step towards a clearer conception of partnering is
probably to realize that such a definition does not exist
for this multifaceted concept.

Still there is a need for a common perception of
partnering, as discussions without a mutual starting
point often will be cross-purposed and ineffective.
Examples of this are: (1) when different partnering
projects are evaluated (given the same measurement of

* E-mail: johan.nystrom@infra.kth.se

success) what do the evaluators include in the partner-
ing concept, do they refer to the same concept or (2)
when two people have different opinions about the
potential with partnering, are they really talking about
the same thing, do they include the same components?
The aim of this article is to present a new method to
define partnering. As in earlier studies (see, e.g. Crowley
and Karim, 1995; Matthews er al., 1996; Tyler and
Matthews, 1996; Black ez al., 2000; Cheng and Li, 2001;
Cheung er al., 2003) the critical success factors of the
concept will be determined from reviewed literature.
However, the first new step is a distinction between
general prerequisites, components and goals of partnering.
This distinction will make it clear that when searching
for the essence of the concept, focus should be on the
components. The second step is to apply the philosopher
Wittgenstein’s idea of family-resemblance when defining
the relation between these components and partnering.
This approach will generate a method to define different
partnering versions within the same structure.
Partnering has been portrayed as both the saviour in
the unhealthy construction industry and as another
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trendy term to describe ‘common sense’ business
relations. This paper does not set out to assess the
strength or weakness of partnering, but only to discuss
how partnering can be defined. The approach pre-
sented is applicable for both project-based and strategic
partnering because the literature from which the study
is based handles both.

The study begins with emphasizing the distinction
between the general prerequisites, components and
goals of partnering. Wittgenstein’s idea of family-
resemblance will then be introduced and followed by
a short presentation of important components men-
tioned in the partnering literature. The idea of family-
resemblance will be used to find a structure among the
components. Two examples of how the method can be
used and concluding comments on how this approach
can be useful will bring the paper to a close.

General prerequisites, components and goals

Sorting out the key factors of partnering for the purpose
of understanding the concept has been a popular
subject in research. This is also initially conducted
here, where the factors in figure 1 are taken from the
partnering literature. A closer look at these factors leads
to the conclusion that they can be divided into three
groups, presented in Figure 1.

The general prerequisites are factors, which in no
sense are unique for partnering. Top wmanagement
support (Barlow ez al., 1997; Black et al., 2000; Cheng
et al., 2000; Cheng and Li, 2001) and Adequate resources
(Black et al., 2000; Cheng et al., 2000; Cheng and Li,
2001) are probably required in all types of construction
projects. Studying these factors does not add to our
knowledge about partnering as they are so general.

Nystrom

All things considered, the goals of partnering are of
course the most interesting thing, the results that we are
striving for. In getting there it could be helpful to clarify
what partnering consists of, which is not done
by studying the outcome. Continuous development
(Thompson and Sanders, 1998; Crane er al., 1999;
Barlow, 2000; Black ez al., 2000; Cheng ez al., 2000;
Cheng and Li, 2001; Kemi, 2001; Kadefors, 2002;
Rhodin, 2002; Naoum, 2003) should be seen as a
desirable outcome of partnering, a goal. Partnering
projects might fail and not lead to continuous devel-
opment, but we would still call it a partnering project if
it had a selection the characteristics mentioned under
‘components’ above.

Hence, this paper takes general prerequisites and
goals as given and focuses on the components in trying
to define partnering.

Wittgenstein’s method of definition

The numerous definitions of partnering indicate how
difficult it is to give a concise explanation of the
concept. There seems to be no agreement about which
specific components should be included and therefore
the concept appear hopelessly vague. The German
philosopher Ludwig Wittgenstein would disagree, and
argue that complicated concepts cannot be defined in
the traditional way by stating necessary and sufficient
conditions. There might not be a single or a small
number of features, which are common for all variants
of a term and therefore it cannot be defined in the
traditional way. Instead he argued that there are
complex networks of overlapping similarities among
the things that fall under a complex concept. His
classical example is the term ‘game’. There are a large

® Trust

® Openness

Components

® Mutual understanding
® Economic incentive

General contracts
prerequisites ® Relationship building Goals
tivities
® Top management S| 2 > ® Continuous
support | ® Continuous and structured - development
® Adequate resources meetings
® Facilitator

® Choosing working partners

® Predetermined dispute
resolution method

Figure 1 Distinction of partnering factors



Partnering as a Wittgenstein family-resemblance concept

number of activities characterized as games but he
argues that a single, common feature for all of them is
missing. Ball games such as tennis and football have
rules to follow, but there are no rules when a boy just
throws a ball in the air. Some elements of the ball
games, such as rules and competitiveness, remains and
some fall off, such as hard physical work and the ball,
when the thought goes to board games. Wittgenstein
argues that there is just a complex network of over-
lapping features without any common characteristic
that covers all types of games. This approach to
understand a concept came to be called family-
resemblance, because it resembles the type of similarity
that can be found within a family. The daughter in a
family could have the ‘same’ nose as her father, while
the father and the son have the ‘same’ ears, but there is
no characteristic common to all members of the family,
still there is a bond between them (this description is
based on Kenny, 1975 and Murphy, 1991).

Approaching a concept in this manner deviates from
the usual way of defining a word. The Wittgenstein
method is more flexible since it does not restrict the
meaning of a concept to a small number of simple
characteristics. Therefore it might be preferable to use
this method for understanding complicated concepts
that might be looked upon as vague.

A presentation of the partnering components

The Wittgenstein approach could appear to be a little
unstructured, as it does not say much about how one
should identify the components that is to be included in
the network of overlapping features. The strategy here
is to start by looking at how often various components
are mentioned in descriptions of partnering and then
apply the family-resemblance approach to the result of
this quantitative study.

Components relevant for understanding partnering
have been identified from the leading construction
management journals (see Wing, 1997). Articles were
chosen on the premise that they generally discussed the
concept and not just a specific part of partnering. The
procedure led to a selection of nine articles in journals
ranked by Wing, and to broaden the review another
four writings that also deal with partnering in a general
way were added. The added writings are two licentiate
theses and one research report by prominent and
influential researchers of partnering in Sweden. These
three writings can be considered the most serious
attempts to generally review partnering, which have
come out of the Swedish research community. Another
often-quoted article from a journal not ranked by Wing
was also included. Hence, 13 well-reputed research
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reports and articles from scientific journals about
partnering in construction, found mainly through
cross-references, constitute the empirical base of the
study. Although consultant- and best practice-reports
most probably have had a major influence on the
application of partnering, they were judged not to be
included as many reports are referred to in the
selected articles (an alternative method to find
the components would have been to study actual
partnering projects).

Nine components have been crystallized from the
analysed material. The writers do not always use the
same terms in describing a feature, but from the
reasoning it has been possible to see what was intended.
The analysis of the 13 reports and articles led to the
result presented in Table 1. An X in Table 1 indicates
that the author has mentioned this component as an
important part of the partnering concept.

According to the reviewed literature, zrust and mutual
understanding are the most important components
[compare with Tyler and Matthews (1996), who in
Table 2 have identified the common elements in 20
reviewed partnering papers]. The following section will
briefly present all components that constitute the
‘partnering family’ in the way that they are usually
portrayed in the literature. Then it will be shown how
the family-resemblance concept can be applied.

Trust

Various scholars have tried to label different types
of trust in business relations, e.g. deterrence-, calculus-,
relational- and institution-based trust (Rousseau
et al., 1998). Another example is the distinction
between contractual-, competence- and goodwill-
trust (Sako, 1992). A distinction can also be made
between interpersonal trust and interorganizational
trust (see Kadefors, 2004, for a latter type). There
are complex relationships between all the above-
mentioned types of trust, which will not be discussed
further here.

What can be stated about trust is that it seems to be
desirable in all kinds of business relationships because
of its negative correlation with transactions costs
(Williamson, 1975). It is judged to be especially
important in partnering as such contracts usually are
portrayed as less complete or implies continuous
renegotiation. Trust can arise in several different ways.
Three alternatives have been mentioned in the litera-
ture; it can pre-exist the relationship based on reputa-
tion (1), appear spontaneously (2) or develop over time
from repeated interactions (3) (LLazar, 2000). The usual
argument is that it takes time to develop trust, but that
might not always be true. Alternatives (1) and (2) do
not require repeated interactions and can exist even in a



476

Table 1 Categorizing the partnering literature

Nystrom

Papers/ Trust Mutual Economic Relationship Continuous Facilitator Choosing Predeterm. Open-
Components understanding incentive building and working dispute  ness
contracts activities structured partners  resolution
meetings method

Barlow 2000 X X X X
Cheng et al. 2000 X X X X X
Crane et al. 1999 X X X
Kadefors 2002 X X X X X X X X X
Kemi 2001 X X X X X
Koraltan and X X X X

Dikbas 2002
Kwan and X X

Ofori 2001
Larson 1995 X X X X X X
Naoum 2003 X X X X
Ng ez al. 2002 X X X X X
Packham X X X X X

et al. 2003
Rhodin 2002 X X X X X X
Thompson and X X X X X X

Sanders 1998

13 13 6 6 6 6 2 8 4

single construction project. The client and the con-
tractor might be known as honourable actors on the
market (1) and/or project managers from the two
parties can find themselves on the same ‘wavelength’
immediately (2). How trust over time (3) develops can
be explained in a game-theory setting (Axelrod, 1984).
A general construction-partnering scenario is assumed
to fit the circumstances of a repeated prisoner’s
dilemma game (Friedland, 1990; Cheung ez al.,
2003). The essence of this approach is that trust
develops through reciprocal co-operative strategies
from both parties (Lazar 1997, 2000; Cheung ez al.,
2003).

Table 2 Key elements of partnering

Elements of partnering Number of authors

Goals and Objectives 14
Trust 14
Problem Resolution 13
Commitment 12
Continuous Evaluation 7
Group Working / Teams 7
Equity 6
Shared Risk 3
Win-Win Philosophy 3
Collaboration / Co-operation 2

Mutual understanding, ‘common goals’

A realistic assumption is that firms aim at maximizing
their own profits, at least in a longer perspective. This
entails an inherent conflict between the client’s and the
contractor’s goals, e.g. as higher revenue for the
contractor means higher cost for the client (Himes,
1995; Kanaji and Wong, 1998; Hamza et al., 1999;
Pinnel, 1999; Naoum, 2003). The partnering literature
often describes scenarios where win—-win solutions are
achieved. There is a belief that the individual goal will
fulfil a common goal, and this is described as the
thought behind partnering (Crowley and Karim, 1995;
Kadefors, 2002). With the above starting point a
‘common goal’ is impossible. What the authors must
intend is that in partnering there is a mutual under-
standing and respect of each other’s interests. This
understanding and respect makes it easier to reach a
compromise in a situation where you realize that the
other party’s marginal benefit is much higher then your
marginal loss — and that it might be the other way
around next time. In a functioning partnering relation-
ship the long-term consequence of these compromises
is higher profits to both parties.

Even if companies are profit maximizing and there-
fore have different economical goals, there can still exist
common goals in other respects such as, for example,
safety, respect, pleasant working environment, etc.
These can facilitate the understanding of each other’s
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interests and are considered as an important part of
partnering. The subordinated goals are usually outlined
in a partnering charter.

Economic incentive contracts

Generally there are three types of contracts in
construction: the fixed-price, the cost-plus contract
and the cost-sharing contract. These entail different
incentives for a rational contractor, with the former
focusing on cutting costs and the next on quality. The
cost-sharing contract can be placed in between these
two concerning incentives. A deviation from a pre-
determined target cost is shared by a percentage factor
between both parties. This is said to encourage the
contractor to consider both quality and cost (Scherer,
1964). Monetary incentives can also be given to
other important issues, e.g. project duration, quality,
safety, technical development, co-operation and less
utilization of resources. In these cases the contrac-
tor receives a bonus if a predetermined level is
exceeded (or underachieved in the case of duration
and utilization).

The above reasoning gives the impression that
incentives are preferable in all contracts, but it is not
necessarily so. There might be conflicts between
economic goals and other goals, as has been shown in
experimental economics where contracts without eco-
nomical incentives can yield better outcomes in certain
situations (Fehr and Géchter, 2002). Other sources for
motivation than money are often underestimated
(Bresnen and Marshall, 2000). Non-financial incen-
tives such as personal development, influence, appre-
ciation, a feeling of meaningful assignments, etc. can
also improve efforts. In fact, it has been stressed that
intrinsic rewards such as the above-mentioned result in
better outcomes then financial rewards (Bresnen and
Marshall, 2000; Kadefors, 2002). These intrinsic
incentives to work harder are often portrayed as one
of the advantages of partnering.

Relationship building activities

The partnering group, with key personnel in the project
from both parties and subcontractors, are recom-
mended to meet as soon as possible for the purpose
of strengthening the team spirit and getting to know
each other (Cheng et al., 2000; Humphreys ez al.,
2003). It is generally stressed that the first meeting
should preferably be held at a neutral location and have
the nature of a social event. Teamwork education could
also take place during the meeting. Returning from the
event, the hopefully well-knitted partnering group can
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start drafting the subordinated goals in a partnering
charter.

Continuous and structured meetings

A common view is that goals should be followed-up
continuously if they are to serve any purpose. This is
recommended to be carried out by the partnering
group, who also constitutes a forum for problem
solving and for ideas of improvements from all levels
in both organizations. It can be of importance that the
group has mandate to take decisions quickly and
thereby obtain a flexible organization (Crowley and
Karim, 1995).

Facilitator

An external facilitator’s role can be described as an
impartial discussion leader, who sees to it that both
parties have their views heard in a balanced way. His
task is also to manage the meeting in such a way that
the discussion focuses on the relevant issues and does
not become stuck on trivial, unconstructive matters.
This governance of the meetings is said to be especially
important at the beginning of the relationship (Baden
Hellard, 1995). It is considered a positive characteristic
if the facilitator has experience of partnering and can
function as an introducer to the concept on the initial
meetings (Stephenson, 1996; Kadefors, 2002; Rhodin,
2002).

Choosing working partners

Because partnering is thought to entail a closer
relationship between client and contractor, it is more
dependent upon good personal interaction. Therefore,
it is of great importance that the people working
together get along (Kadefors, 2002). A successful
outcome will be easier to achieve with the participants
having an initial positive attitude towards each other
and the partnering concept (Crane ez al., 1999). To get
the ‘right people’ in the partnering group, both parties
can handpick the suitable staff. If the relationship
between representatives for the two parties were not to
work, it is recommended to have a predetermined way
of how to exchange people in the group.

Predetermined dispute resolution method

Expensive litigation in the American construction
industry during the 1980s were common, and some
argue that the partnering concept originated to avoid
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the high cost of these litigations (Larson, 1995;
Gransberg er al., 1999; Stephenson, 1996).

The predetermined dispute resolution method for
partnering is generally supported in the literature
(Naoum, 2003). Problems usually arise in construc-
tions projects and these can be resolved in two ways,
either productively or destructively (Mohr and
Spekman, 1994). Settling a disagreement in court or
with an internally designed dispute resolution board
can only result in one winner, which characterizes a
destructive solution. The other way of settling a dispute
is to discuss the matter, preferably between the people
where the problem arose, usually at the operational
level (Bennett and Jayes, 1995). Entering a partnering
relationship is an implicit promise from both parties
that they will try to do that in a positive spirit, which
hopefully will lead to productive solutions when
problems arise.

Openness

It is argued that a well-functioning partnering relation-
ship entails sharing information between the parties.
The knowledge about each other’s dilemmas will
hopefully facilitate the understanding and make it
easier to compromise (Thompson and Sanders,
1998). The information-sharing also provides a better
possibility to contribute with improvements. Open
books seem to be a factor where openness is particularly
called for (Bennett and Jayes, 1998; Kadefors, 2002).

This can be interpreted as a paradox when the
partnering relationship is claimed to have a higher
degree of trust, which theoretically should be negatively
correlated with the importance of open books.
Contractors can see this financial monitoring as a lack
of trust from the client, which does not initiate a
healthy partnering relationship (Humphreys er al.,
2003). At the same time it can be argued that open
books are vital at the beginning of a business relation-
ship as a signal of good will from the contractor when
trust does not yet exist.

Analysing partnering as a family-
resemblance concept

The partnering flower

Looking at the result presented in Table 1 it can be seen
that there are actually two features mentioned in all the
reviewed partnering literature: trust and mutual under-
standing. These could be interpreted as necessary, but
not sufficient, conditions for partnering. This means
that a slight change/widening must be made of the

Nystrom
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Figure 2 Partnering flower

family-resemblance theory in order to use it as a
method to define partnering. Instead of simply having a
network of overlapping similarities, there are two
common features and beside that an overlapping
network of similarities. The resulting analysis of the
partnering concept can be described as a ‘flower’, where
the centre contains the two common components to all
partnering designs. The rest of the components men-
tioned in the literature can be seen as petals. Something
is then to be called partnering if, first, it contains the two
centre components and secondly, some of the petals, but
there is no specific petal or set of petals that they must
contain. Adding different sets leads to different variants
of partnering. The flower as an entirety can be seen as the
base for describing the whole ‘family’ of all partnering
variants (Figure 2).

Application

The structure described above enables a practical
application of the somewhat vague concept of
family-resemblance. Different designs of partnering
projects can be captured within the same structure,
which is shown by the following two examples:

The first example is taken from Kadefors (2002),
who described KappAhls’ service office. The client was
KF Real Estate and the contractor was NCC. Besides
trust and mutual understanding this partnering rela-
tionship included:

e Incentive contracts
e Continuous and structured meetings
e Open books

The variant of partnering is illustrated by the set of
components within the dotted line in Figure 3.

The second example is an infrastructure project, the
Tren Urbano project in Puerto Rico, taken from Pefa-
Mora and Harpoth (2001). The client was the Puerto
Rico Highway and Transportation Authority and
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Siemens Transit Team was the contractor. Again,
besides trust and mutual understanding this partnering
relationship included:

e Facilitator
e Continuous and structured meetings
e Relationship building activities

This variant of partnering is illustrated by the set of
components within the full line in Figure 3. The figure
indicates that even though both projects ‘obviously’ are
partnering projects they are put together by different
sets of ‘partnering petals’.

Conclusions

Two contributions have been made in this paper. First,
it is necessary to distinguish between general prerequi-
sites, components and goals when partnering is
analysed. It is concluded that the specific components
are the interesting factors when understanding what is
unique about partnering. The second contribution
consists of seeing partnering as a complex concept
and that such concepts are difficult to define in the
standard way by giving necessary and sufficient condi-
tions. Instead, an approach developed by the philoso-
pher Wittgenstein is introduced, where a concept is
understood by looking for a network of overlapping
similarities. This is applied to the partnering literature,
where it was found that two components were always
included in the descriptions, trust and mutual under-
standing. Besides these two, there was an overlapping
network of the other components.
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The two contributions provide a method to define
partnering, which can be of use to both the research
community and to practitioners. The partnering flower
facilitates further research in assessing partnering as
more precise hypotheses can be formulated, e.g. where
effects are related to specific variants of partnering and
not to partnering in general. Different combinations of
the partnering ‘petals’ can be tested and evaluated.
Further research can also look closer at how each
specific component can be designed and at the relation
between the petals on a more theoretical level: are
certain components more closely linked? Are certain
components more difficult to combine?

Practitioners may find the partnering flower useful in
the procurement phase of a construction project, both
as a description of the concept, if that is needed, and as
a common starting point for discussions between the
client and the contractor on how to frame a specific
partnering project, i.e. which ‘petals’ to include (there
has already been interest shown in Swedish public
procurement of construction projects for using the
flower as a way to present partnering in the contract
documents).
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Theoretical foundations of partnering

Abstract

A theory of partnering in the construction indusiigm an efficiency perspective is
absent. Some conceptualisations of partnering haea made but they are lacking in
precision. Based on empirical observations and raonttheory, the existence of
partnering can be theoretically justified as effirety enhancing in two ways. The first
way of understanding partnering covers the caseenihés used in combination with
an incomplete contract. Similar to a relationaltcact, partnering can then be seen as
something that neutralises opportunism. The secamdl more innovative
interpretation is based on paradoxical observatiohgpartnering and complete
contracts from the Swedish construction industrartriering is in this case
interpreted as something that incorporate reciprpevhich facilitate renegotiations
of complete contracts when new information arrivekence, partnering lowers
transaction costs and enhances the probabilitytp-sanctioned renegotiations.
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1. Introduction

The U.S. Army Corps of Engineers used structurethpeng to avoid litigation in
the 1980s (Gransberg et al. 1999). Since thenaat ree governmental initiatives
have been taken in Europe to endorse partnerirsgveasy of improving problematic
construction industries. Both the Latham report9@)9and the Egan report (1998)
have, in a powerful way, promoted partnering inthé Similar schemes have been
introduced in Denmark by By- og BoligministerieB@8) and in Sweden it has been
promoted in several governmental reports (SOU 2B00SOU 2002:115). The
concept has also been a frequent topic in congtruchanagerial journals in recent
years (see Naoum 2003 for an overview). Most of twork is done with an
optimistic view about the consequences of partgeriadding to the growing
consultancy literature on the subject, which byuretis even more optimistic.
Without much empirical or theoretical substance {iterature indicates that
partnering will improve performance within the ctostion industry in terms of
quality, cost and duration (e.g. Bennett and Ja¥898). One important question is
then whether partnering should primarily be seea asw fad or, if partnering can be
given a theoretical explanation, from an efficiepeyspective. The aim of this article
is to approach partnering from the perspective asinemic theory in order to find
logical explanations for the advantages of usingngaing in construction projects.

In the theoretical literature partnering has usuladlen seen as a part of an incomplete
relational contract and as a way of neutralisirggriek of opportunism. An empirical
study of partnering in Swedish maintenance corgrgsée Nystrom, 2005a) has,
however, shown that partnering is also used in ¢oation with relatively complete
contracts, when the risk for opportunistic beharisuather small. A new theoretical
explanation of partnering must therefore be fourad tan explain the combination of
partnering and (relatively) complete contracts. Thgothesis developed in this
article is that new information and changes inwinstances create a need to reduce
the cost of renegotiations during the contract queriPartnering, which fosters
reciprocity, can then be seen as a way of fadiligatenegotiations for risk-averse
clients.

This paper then argues that there are two diffetgpes of settings in which

partnering is used from the perspective of contrigory. One is to reduce

opportunism in the standard incomplete relatiomaltiact and the second one is to
reduce the cost of renegotiations in relatively ptate contracts.

The paper begins by introducing the concept of neaig. Section 3 gives the
straightforward interpretation of partnering asedational contract. To the above
view, a further explanation of partnering used icomplete contract is added, based
on observations in the Swedish construction ingu&ection 5 illustrates partnering
and complete contracts in a game theory settingsantion 6 concludes.

2. Classic partnering in the construction industry
Partnering has been portrayed as both the savioan ailing construction industry
and as another trendy term to describe “commoneSdnssiness relations. There are
numerous definitions of partnering and, despiteftw that they point in a similar
direction, there is no consensus of how the conslepuld be defined precisely. For
this multifaceted concept a general definition, egivnecessary and sufficient



conditions, is problematic, but a common startiognpfor discussing partnering is
still needed. A possible solution is offered inufig 1, which presents a flexible but
structured definition based on Ludwig Wittgenstgimdea of family resemblance
(Nystrom, 2005b). The idea is that the conceptaBned in terms of a series of
overlapping similarities.

Figure 1. The partnering flower
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The “partnering flower” presented in figure 1 issbd on a review of the theoretical
partnering literature, where it was found thattla#l authors consider trust and mutual
understanding/‘common goals” as important compaarftpartnering. The result
has since been supported by an empirical studygfattnering projects in Sweden,
where all the respondents also included trust anghton goals as the most important
components in partnering (Nystrom, 2005b). Othermmonly mentioned
components in partnering are economic incentivetraots, relationship-building
activities, continuous and structured meetings,ilifators, choice of working
partners, predetermined dispute resolution metlamodis openness. According to the
partnering flower, a partnering project always umgs trust and common goals and
some of the additional components (the petals efflilwer). This enables different
variants of partnering to be captured within theeatructure.

The main difference between a traditional constonctproject and a partnering
project can be illustrated in a process model.rifeoto provide an understanding of
partnering, a starting point is taken in a simetifimodel (model 1 below) of a
theoretical construction project without partnering

Model 1. The theoretical construction project

> Time line
The contract papers Completion ¢,
are signed and work The contractor the project
begins works according to
the plans

In this ideal world the contractor is appointedotigh competitive tendering, the
contract is signed and the work starts. The praegtlops according to the tendering



documents and the contractor gets paid according to the paynplan in the
contract. After completion, the project is inspectand if everything is done
according to the tendering documents the final piithe payment is made.

However, the above model is not a good descriptibmeality, as things do not
usually run this smoothly. Disagreements oftenearedated to, e.g., lack of clarity in
the tendering documents and these disagreemerdsmée settled. The parties have
to interact with each other. Moreover, the paréis® check up on each other for the
purpose of monitoring: the contractor wants to maike that his payment arrives on
time and the client wants to know that the progetelops according to what has
been ordered. A suspicious atmosphere often clesises many of these interactions,
as each party is afraid of being cheated by theroffhe following description, model
2, is therefore a more realistic description obastruction project.

Model 2. The more realistic construction project

» Time line

The contract Occasional interactions during Completion of
papers are signed the completion to monitor and the project
and work begins confront each other

The partnering procedure, within a process modtinge differs from a regular
project in the way that it incorporates more pusitinteraction between client and
contractor. Partnering is often characterised asaqtive, whereas regular
construction projects are reactive concerning noisl that might arise. A typical
partnering process is described in model 3.

Model 3. The construction project with partnering

A social gathering to build a
“team spirit” for all the people

involved in the project, which ) )
includes senior and project Structured meetings every month for the partnering

management, the partnering group group to update the partnering charter
and the workers, . . . .

> Time line
Ll

The

contrac The partnering group (with key

papers personnel from both client and
are contractor) develop the partnering

signed. charter with common goals for the

project.

The purpose of all these interactions can be se@naviding a way for the client and
the contractor to create a situation where theywark together towards common
project goals. Trust is also incorporated in threcpss, accompanied by some
additional components from the partnering flowehisTprocess can be assumed to
entail higher initial transaction costs for a partng project in comparison to a
traditional project, and the fundamental questian be seen as asking what the gains
are from making this initial investment.

! The tendering documents are the documents thaifiieact is procured on, also known as the
contract specifications, contract, procuremengraquiry documents.



There have been some attempts to conceptualiseepag in models, e.g., Crowley
and Karim (1995) and Cheng and Li (2001). Crowlegl 8arim use an organisation
theory approach and make a good point in seeingpéraering group as a new
organisation. Cheng and Li develop a process medpported by an empirical
survey. However, both papers are somewhat lackimgecision concerning the gains
that partnering leads to.

Partnering, as used in the construction industdy@mstruction managerial journals,
has, to my knowledge, not yet been analysed frorafficiency perspective within a
contract, theoretical, or transaction costs settmgl the basic purpose of this paper is
to present such an analysis.

3. Partnering and relational contracting
Coase (1937) posed the question of what determimedoundaries of the firm, a
guestion that could not be answered by the neaclds=ory, where the firm was seen
as a “black box” transforming inputs to outputsarfigaction costs came up as an
explanation, which presupposed a theory of incoteplontracts. Contracts are
incomplete in the sense that they cannot be comiplenforced cannot include all
contingenciesnd are costly tarrite. Accepting this view entails that contracts can be
understood as more or less complete contracts @mtnuous scale, i.e., the set of
contracts is bounded but open. Where to draw the between complete and
incomplete on this scale is neither obvious noevaht in this paper. It is only
assumed that contracts can be compared and raskew@@ or less complete — no
absolute scale is needd.

The motive for making a contract less complet@iauoid transaction costs ex ante,
I.e., writing costs, but it can lead to ex postgaaming, i.e., a hold-up problem. This
trade-off was formalised by Grossman and Hart (128@l can be represented by an
incomplete contract, one that does not entail langgs for identifying and writing
contingencies, versus negotiation over (quasi)lssrgx post since the contingencies
are not regulated. This is the situation that terofeferred to as the hold-up problem,
where the party making relationship- specific irnments ex ante finds itself in a
vulnerable position ex post and risks being exptbiby the other party. Williamson
(1975) called the exploitative behaviour opportomiself-interest-seeking with guile
Even if no investments are made ex ante, the pmoldé opportunism is always
present with incomplete contracts due to asymmaétfiermation and gaps in the
contract. If, for example, the contractor has sigpeénformation on a non-regulated
aspect, there is a risk that the client will beathd.

% This view is similar to that of Saussier (2000).



Hence, a trade-off is apparent between the rislofgortunism and having to spend
resources on making the contract more completa. donstruction project the client
always makes the first move, which means the cfiecds the problem of designing
the contract. This choice can be outlined by thieviong figure.

Figure 2. The client’s trade-off choice

Incomplete contracts Complete contracts
( )
(+) Low writing cost (+) Low risk for opportunism
(-) High risk for opportunism (-) High writing cost

The use of incomplete contracts creates an inaentov reduce the risk of
opportunism, e.g. through some sort of trust, reggeateraction or, in the extreme
case, vertical integration (Grossman and Hart, 1986more incomplete contract
based on trust and repeated interaction is usuedgrred to as a relational contract
(Macaulay, 1963; Macneil, 1978). The relational tcact, in comparison with what
Gibbons (2005) calldormal contracts is based upon outcomes that can only be
verified ex post by a third party, e.g. a courtdamot specified ex ante. In a
construction project, this could be exemplified bgth parties starting with an
unspecified contract not consisting of more thanegxample, that a house should be
built. The contract will then be filled in durinbe project.

The relational contract is a more incomplete catravhich disregards the task of
specifying contingencies and instead focuses orldping a framework for handling
information as it arises during the contract perid¢hat hinders the parties from
deviating and cheating can be explained in twoedéfit ways, or a mix of the two,
either by repeated interaction or by trust. Remkatteraction is often modelled in a
game theory setting. The conclusion is that bottigmrealise that there are surpluses
to make over a long time period by not cheatindnesber during the current contract
(see e.g. Kreps, 1990Trust is the other way of explaining why the mtdo not
take advantage of each other in an incomplete acntBoth parties trust that the
opposite party will not act opportunistically fotheal reasons. In reality there is
probably a mixture of moral and economic motivest #teeps the contract together.

A straightforward interpretation of partnering lretconstruction industry is to see the
concept as a relational contract, which includesitigredients of trust and repeated
interaction. This comparison has also been madehmeng et al. (2006).



Economic theory suggests that more incomplete aotstrhave lower transaction
costs but entail opportunism, and that partneragyd relational contract) would be
called for as something that reduces the risk godpnism. This way to understand
partnering is described in figure 3. The choicebéween (relatively) incomplete
contracts with partnering and (relatively) completatracts where partnering is not
needed.

Figure 3. The client’s trade-off choice with partneing

Incomplete contracts Complete contracts
( )
(+) Low writing cost (+) Low risk for opportunism
(-) High risk for opportunism (-) High writing cost

With partnering to neutralise
opportunism

4. Partnering and complete contracts

4.1 Introduction
Neither of the two cases described above was, hemveound when studying
partnering contracts in the Swedish constructiodugtry. The Swedish National
Road Administration (SRA) and the Swedish NatioriRhil Administration
(Banverket) have contracted out road and rail neagmice for a number of years.
Experience of public tendering has been collectedl developed into standardised
tendering documents. Analysing these shows thahg@ang has been tendered with
roughly the same type of tendering documents aspaoimering projects, i.e.,
relatively complete contracts, or at least not mommplete contracts than in non-
partnering maintenance contratts.

This observation can be further strengthened wéference to the principle of
transparency, which applies to all public clientge do EU directives. The motive for
the principle is that fair and objective evaluasioof the bids can be made (NOU,
2002). This does not exclude incomplete contramis,it is easier for the client to
justify why he chose contractor X over contractobdsed on price instead of more
subjective parameters. Thus, choosing the lowease peduces the client’s risk of
having the evaluation reviewed. The contractorsroétpplaud the more complete and
specific specifications in the tendering documestduse it facilitates their estimates
of what it would cost them to do the job and, theme, of what is a reasonable bid.

% For example, The road maintenance contracts iseBoand Arvika 2003, also rail maintenance
Harparandabanan 2003 and Trunkline, part 124, hd1143 2004.



Studying the publicly procured partnering projedtsyas found that these contracts
were rather complete, but still included partnerifigis is, given the reasoning above,
contradictory since opportunism is lower/non-existesith complete contracts and
therefore there should not be any need for invgstira partnering arrangement. The
two situations where partnering is used are desdrib figure 4.

Figure 4. The client’s trade-off choice, includingoartnering with a complete contract

Incomplete contracts Complete contracts
( )

(+) Low risk for opportunism
(-) High writing cost

Two types of partnering:
(+) Low writing cost
(-) High risk for opportunism With partnering as what?

With partnering to neutralise
opportunism

The efficiency aspect of partnering with incompletatracts, as explained above, is
rather straightforward, but introducing partnerwgh a complete contract seems
uncalled for. Why would anyone choose a completeraot with a costly partnering
arrangement to neutralise opportunism when theisiskduced to a minimum by a
complete contract? This combination looks like amacessary double protection,
using both completeness and partnering.

The rest of the paper focuses on the right siddigefre 4 in order to find an
explanation for this phenomenon, partnering and piete contracts. Under what
circumstances could this combination be an efficgamtution? In order to go forward
with this questiorihree things need clarification.

4.2 New information — the complex construction stdu

It has been said that complexity in the contracsigation adds to the justification of
incompleteness (Segal, 1999). Complexity has besmussed in a number of articles
and has been defined in somewhat different waygal§&999) defines complexity as
the number of potentially relevant future trade ogipnities which means that
complexity rises with the number of possible traitethe future. Casadesus-Masanell
and Al-Najjar (2001) have another way of definimgmplexity, not by focusing on
the number of contingencies but thember of independent pieces of information
within every contingency. The explanation for whynplexity adds to the
justification for incompleteness is that complexitykes the complete contract even
more expensive because of the growing number ef/aek contingencies to regulate
(Segal, 1999) and/or because it requires more ngritvithin each contingency
(Casadesus-Masanell and Al-Najjar, 2001).

Adopting Segal’s (1999) definition of complexitytaits accepting that if a lot of new
information arrives ex post then this makes thetraating situation more complex.
This is relevant in construction projects, whiclvéna long duration and where there
are many unexpected circumstances in comparisarth@r contracts. Bajari et al.
(2006) state that the ex ante design most ofters dme coincide with what is
delivered ex post. The authors estimate the castdpegotiation of the ex ante
contract to be ten percent of the initial amounthi@ contract. Brousseau (1994) says



that, due to the high level of uncertainty in tlo@struction industry, more incomplete
contracts are used frequently as a way to attakidility. The idea behind this type
of flexibility is that filling in an incomplete cdract as the project progresses is easier
than renegotiating it. So when the number potentially relevant future trade
opportunitiesrise, it will be too expensive to foresee and feguthem ex ante.

Just adding new information to the scenario doéshmwever, offer explanations for
the use of both partnering and complete contréicssead it would be an incentive to
make the contract more incomplete.

4.3 The risk-averse client
In order to justify the combination of partneringdacomplete contracts it must be
assumed that the client is risk-averse. A riskdAgvclient would never choose a
complete contract with partnering, as this candensas a double protection against
opportunism by using both completeness in the aoch@ind partnering. They would
prefer to handle new information by means of aminglete contract, as that would
reduce the initial cost.

4.4 Reciprocity
Reciprocity is a topic that has been much discusseatonomic theory recently. In
contradiction to the traditionahomo economicusassumption, the concept of
reciprocity means that human beings do not exahligivare about themselves.

There are two ways to explain reciprocity withinoeomics: by (i) “social
preferences” ofii) intention-based reciprocity (Fehr and Schmidt,22@ufwenberg
and Kirchsteiger, 2004). The first type of theooguses on changing the traditional
utility functions, so that distributions over outses for both the person herself and
others matter. Intention-based reciprocity, ondtieer hand, is usually handled in a
game theory setting by assuming that people alpktysa lead—follow strategy based
on intentions, i.e., they always repay a kind actuath a kind action and the other
way around concerning cruel actions.

The existence of reciprocity has been shown over @rer again by experimental
studies (see e.g. Davis and Holt, 1993). It ismsgslihere that introducing partnering
into a contract will raise the probability of therpes acting in accordance with
reciprocity. Reciprocity is, of course, not exclgsito partnering, but the probability
of attaining such behaviour is assumed to improitd wartnering. An explanation

for this is the initial social gatherings and teduwlding activities (see model 3

above), which can be seen as a way to build upreadiy between the firms and the
people involved. Regular and recurrent structuregetings, focused on how to
improve the project and solve problems together @0 be seen as a way of
strengthening reciprocity.

4.5 The role of partnering in the complete contract
Combining the assumptions of complexity, risk-ai@rsand reciprocity creates a
setting where a risk-averse client encourages memi@rocal behaviour between the
parties in order to handle new information by a enftexible way of renegotiating the
contract. Partnering has been pictured“asway of signalling an intention of
techniques and approaches to improve relationshi@derman and Ivory, 2007,
p.7). Entering into a partnering contract wouldingseconomic terminology, be a
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way of signalling that the parties are preparedettegotiate the complete contract.
Mentioning partnering in the tendering documentsaf@omplete contract could then
be interpreted as a desire on the part of thetdis@mmore flexibility in order to lower
the cost of renegotiations when there is a needlépt to new circumstances. Easier
renegotiations are possible because the client thedcontractor have a good
relationship based on trust, a reputation mecharasahor reciprocity. The exact
mixture of the last three components is not obvidust the assumption is that
partnering improves the possibility for more fldeiland cheaper renegotiations.

Hence, partnering and complete contracts can ligigdswhen the situation is such
that new information can be expected to arriverduthe project, when the client is
risk-averse and when reciprocity can lower thesaation costs for renegotiations.

The following section will, in a game theory seftiand with stylised examples from
maintenance contracts in Sweden, show what kindeof information is needed to
explain how partnering can be efficiency enhancirmg, how it can lower transaction
costs for negotiations.

5. How partnering as part of a relatively complete cotract can

increase efficiency: examples from maintenance camaicts
The underlying and most realistic assumption is ggction is that new information
arises during the contract period since these giojare rather long, usually about
five years, and concern complex contract situations

New information is defined as information not aghle ex ante, i.e., it is not
regulated in the contract and can be seen as amakfactor that might influence the
contract. The types of new information that willdemplified in this paper are:

1. Technological improvements

2. Changed demand

3. Information about costs for the agreed measure®afuhctions

The first kind is new information, which initiallpenefits both parties whereas the
second and the third type are initially only beciefi to one party and necessitates
redistribution of surplus to achieve pareto-efinzg.

Coase (1960) showed that a pareto-efficient poithtalways be found if there are no
transaction costs (the Coase theorem). Examplethign section will show how
possible pareto-sanctioned improvements due toinfanmation are easier to realise
through partnering, lowering the costs for renegan.

5.1 Technological improvements
Let us start off with a simple example: assume #ptiblicly owned research centre
develops a new snowplough. This innovation is madslable to every actor on the
market, both clients and contractors. The new sihmwgh revolutionizes the
industry, as it is both cheaper and delivers baitelity. Assume further that the
contract specifies what kind of snowplough the mxtor should use (a prescriptive
contract in contrast to a performance contracthsd renegotiation is needed before
introducing the new snowplough. It would be in bp#ties’ interest to adopt the
new snowplough, given that transaction costs atéamhigh. Transaction costs can
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here be exemplified by the cost for renegotiati@mut ways to monitor the
snowplough and perhaps how the payments shouldljosted, etc. There would be
no incentive for any party to adopt the new snowgloif the costs of changing the
contract exceed the surplus generated by the spagipl Partnering can be seen as a
way to reduce these transaction costs since ibisiacessary to monitor each other
strictly in a trusting environment — not every pgnreeds to be counted nor every
proposal questioned. The parties know and trush estber, which make these
renegotiations smoother, i.e., lower transactiostdor the renegotiations. The
probability of reaching pareto-efficient solutioimereases by introducing partnering
as a way to reduce transaction costs for renegoigat

However, just like the Coase theorem, this newcalion does not say anything
about the distribution over the surplus. Even thougnegotiations are pareto-
sanctioned, they might be refused by some party tduan unfair distribution of
surplus, e.g. if the contractor will gain a biggamrplus from the new snowplough
than the client. Experimental evidence has showh shch renegotiations might not
take place, even though they are pareto-sancti@eldr and Schmidt, 2001). This
problem grows with the existence of noisy obsemsbWhere parties are prevented
from assessing each other's gain from the new slumgp. Both parties have
incentives to signal a lower surplus in order fEamagotiations to take place.

Partnering is often seen as a closer relationslefwden client and contractor
entailing openness, which can smooth the issumisf/robservables. This will make
both parties less suspicious of the other partygnad, which will facilitate
renegotiation. An example of this is that the dliigets access to the contractor’s
books, i.e., the “openness” component (see figiure 1

5.2 Changed demand and information about costthimagreed measures and/or

functions
Given the complete contract, there are often saonatwhere the client wants to
change what was initially ordered. Assume thateh®ave been reports of fatal car
accidents due to poor maintenance of crash barfiéis new information has led to
public pressure to improve the barriers, which guressure on the client to act. The
client would then like to renegotiate, within thedget restriction, a higher standard
in a performance contract, or more checks on thgela in a prescriptive contract.
Such a change would lead to a surplus of e.gofShe client but a negative outcome
of (-2) for the contractor. The positive figure repents the client’s, i.e., the public’s,
value for avoiding fatal accidents, which requireren effort from the contractor,
represented by the negative figure. Given thesmugistances, the contractor would
like to stick with the initial contract. Howevehdre are pareto-improvements to be
found if allowing for redistribution of surplus aeading up in e.g. (1.5; 1.5).

Partnering can be seen as a way to smooth thigggedowards finding the most
efficient solution. As mentioned above, partnerfagilitates solving the problem
with “noise in the observables”, i.e., asymmetnformation, with a more open way
of working. Both parties can together evaluate shgpluses and the client does not
have to fear that the contractor is demanding eskeescompensation for changing
the contract. Theoretically, the parties can enthyf.5; 1.5) by a monetary transfer.
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A less costly solution than monetary transferserppiteting partnering as a form of
reciprocity, is that the contractor agrees to the-2) proposition, i.e., the contractor
agrees to better functional levels or more checks tbe barriers without
compensation. This could, in normal circumstaficesth asymmetric information
lead to the contractor slacking on some other asségits to compensate for this loss.
(see Holmstrom and Milgrom, 1991 on multitasking)wéver, seeing partnering as
something that incorporates reciprocal thinking toatractor knows that it is very
likely that he will be repaid later, given that néwormation will arise and where
renegotiations will be to his advantage. Sincecth@ractor “played nice” in this case
he will be repaid with the same behaviour later.

An example of such information, where renegotiattan be to the advantage of the
contractor, is when it is realised, for exampleattielearing the ditches is more
expensive than anticipated because of some unegebtracteristics of the ditches.
This is an example of new information about costs the initially agreed-upon
measures for clearing the ditches. Assume thatnitial contract specifies that this
should be done every year. A reduction to doing &very second year would result
in a quality reduction of (-1) for the client andcast-saving benefit of (4) for the
contractor, Given the prior arrangement concerning the craalridss, and/or
expectations about such situations in the futune, tlient would, according to
reciprocity, agree to this renegotiation of thetcact.

Following the same line of reasoning, partnering akso facilitate pareto-sanctioned
renegotiations where they would otherwise be helttkbbecause of unfair

distribution of gain (see the snowplough examplevah. Given that new information

comes with an equal probability of both partiesereing a surplus, both parties are
willing to renegotiate with partnering.

6. Conclusion
Two theoretical explanations have been providedhimwv partnering can enhance
efficiency in the construction industry. Firstlyanmnering can be seen as part of a
relational contract with the aim of neutralisingpoptunism and thereby reduce the
risk in an incomplete contract. The reduction ip@punism is then based on a mix
of trust and repeated interaction. This is a stahdasult in applied economic theory
and has been presented before by Cheung et ab)(a@Bough not as precise.

The second and more innovative interpretation ofngaing is to focus on the use of
partnering in combination with a (relatively) corafd contract, which existence has
been discovered in the Swedish construction inguBtrtnering can then be justified
as a way to facilitate renegotiations when newrimfation arrives during the project
and the client is risk-averse. Investing in a pdure to enhance trust and reciprocity
can be efficiency enhancing because it will redtlee cost for and increase the
probability of carrying out pareto-sanctioned restegions.

* The contractor would not renegotiate under noiralmstances, the example is used for illustrative
purposes only.
> This is a real example from the maintenance ptajeArvika with fictional figures in the text.
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Partnering attitudes in the public Swedish constrution industry”

Abstract

This paper has the purpose of empirically mappingtbe procurement phase with
partnering and investigating the perception of rEaihg among Swedish project
managers that have been working with partnering. rEsults are compared between
different age groups, type of projects and whetter respondent is a client or
contractor. There is also a comparison over timd #me “partnering flower"
(Nystrom, 2005) is tested empirically. Data werdemted through a questionnaire in
2004 and 2006 and focus on 18 Swedish partneriogegis from the construction
industry, procured with competitive tendering unttex Public Procurement Act. The
results show that most projects used incentiveraots with target costs and included
soft parameters in the bid evaluation. Concernivg gerception of partnering, the
concept is viewed to have most potential in achigwost reductions. There was also
a large consensus among the respondents that gagtréid not deteriorate the
businesslike relationships, that it was a more Way of working, and that the
concept has a future in the construction indusiryew major differences could be
observed between the different groups. The clievése more sceptical to seeing
themselves as winners of partnering, in compartsotine contractors perception on
the same subject. Concerning partnering being aenfimn way of working the
respondents from maintenance projects were nobsiiye as the respondents from
the other types of projects (new-investment anshvestment). It could also be seen
that the younger respondents were more positive tthe older concerning partnering
being a way to resolve disputes and not seeingaheept just as a fad. Support for
the partnering flower could be found in the matesiace all respondents considered
trust and common goals important components ofnpartg. In order to make a
comparison over time, when the actors had gainede nexperience, a second
guestionnaire was sent out to the same responfe2@6, but no big changes in the
views could be found.

" I would like to thank Hans Lind, Han-Suck Songedhik Brunes, Seth Jonsson, Ulf Olsson, Hans
Cedermark for their constructive comments and rfgreace group for commenting on the
guestionnaire. The respondents should also be ad&dged and last but not least the financial
support from SBUF, the Swedish National Road Adstiation, the Swedish National Rail
Administration (Banverket) and CDU.



1. Introduction
Most empirical partnering studies are conducted wjtiestionnaires (Blackt al.,
2000; Haksever et al., 2001; Chan et al., 2003 cBe& al., 2005 and Fortune and
Setiawan, 2005). The questionnaires are suitethépping out opinions and attitudes
concerning critical success factors or outcomess phaper adds to this literature in
three ways. Firstly, it collects information abaiie procurement process when
partnering is included in order to see if there ang special characteristics in the
procurement phase. Secondly, the paper sets dest@ertain issues concerning the
general perception of partnering and see if thegption differs between age groups,
type of projects or whether the respondent isentlor a contractor. A new feature is
that the answers were followed-up two years laiesete if any opinions had changed
over time with more experience of partnering. Tlyirdthe partnering flower
presented in Nystrom (2005) is “tested” among ptiacers.

The paper starts in section 2 with a descriptiothefmethod. In section 3 the results
from the questionnaire are presented. Section éstigates differences between
groups and over time concerning the answers witloraparametric rank test. This
section also includes the empirical test of thetrfmaimg flower, followed by the
conclusion in section 5.

2. Method
The material examined was collected in 2004 witbll@w-up on part 3 (see below)
in 2006.

2.1 Selection of projects

18 partnering projects were examined through a toquesire and the projects
consisted of ten maintenance, six new-investmedttan reinvestment projects. The
study started by finding the current populationpobjects (up to summer 2004)
fulfilling the criteria of being procured under thaet on public procuremenin
competition and with partnering/partnership/collietimn or suchlike mentioned in
the tendering documertsThis law oblige the public client to choose thevést bid
or the economically most advantageous tender.

The projects were mainly found through contactirejlymformed persons associated
with partnering. These persons were found from wadrthouth, articles, conferences
etc and included people at the Swedish NationaldR&dministration (SRA), the
Swedish National Rail Administration (Banverket)ffatent municipalities and the
larger construction companies in Sweden. Someefttlygested partnering projects
were excluded because of not fulfilling the esti®id criteria. The method cannot
exclude that projects were missed, but the rigkedsiced because of the rather small
size of the Swedish construction industry.

! The Act (SFS 1992:1528) on Public Procurement
% The tendering documents are the documents thaiifiieact is procured on, also known as the
contract specifications, contract-, procuremenergjuiry documents.



2.2The guestionnaire
The questionnaire consisted of the following thpa#s,

Part (1) facts about the respondent and the project
Part (2) the procurement process and the contoaetrdents, and
Part (3) the respondents’ perception of partnering.

In order to serve the three purposes mentioned eabthe questionnaire design
differed somewhat between client and contractois Thifferentiation was made to
adapt the questions according to what the responceumd be expected to have
knowledge about. The client version had 42 questanmd the contractor version had
41 questions, where 36 questions were common fibr tlespondents. The contractor
version had five open questions, eleven semi-opmstepns with the opportunity to
express themselves freely under the alternativieetst and 25 closed questions. In
comparison, the client had three open, 15 semi-apeii24 closed questions.

Part 3 included statements about partnering, wthehrespondents were to take a
stand on. There was also an additional part wheredspondents had the opportunity
to express themselves freely on partnering. Theveup questionnaire from 2006
included part 3 only.

2.3The respondents

It was not obvious who was the most suitable petsoanswer the questionnaire
within each organisation. Optimally, the personwutobe familiar with both the
procurement stage and the day-to-day work in tisgept. Although the title "project
manager” has different meaning in different orgatias, this position was initially
asked for when contacting the organisations. Howetie questionnaire was not tied
to the title and the aim was to find the most dégerson to answer the questions.
This searching process was conducted over thehihep Usually a respondent was
found from one part of the project and this pergwn referred to his counterpart in
the other organisation. The same persons werededlin the follow-up survey.

2.4Interpretation
There is always a risk of misinterpretation in @&sfionnaire. In order to reduce this
risk the questionnaire was reviewed and tested byraber of people familiar with
procurement process and partnering before it was@é. However clearness is not
always possible when dealing with complex issuekehlVa risk of misinterpretation
has been found afterwards, by the author or bye¢bpondent, it will be commented
on in the presentation of the results.

3. Results
This section will present the result from the giostaire on both project level,
consisting of totally 18 observations, and indiatllevel, consisting of totally 30
observations. The presentation will follow the dig®aire structure and conclude
with the separated questions for clients and ceéortsiclt will be indicated when the
answers from client and contractor within the sapneject differ on fact-based
guestions.

% See appendix 6 the client questionnaire.



The follow-up questionnaire included 27 respondamtd is presented in section 4.2
and 4.6.

3.1Response rate
The survey was conducted through 36 postal questices to both clients and
contractors with 30 replies after a number of retams per e-mail and/or phone,
which gives a response rate of 83 %. In twelvehef 18 projects, answers were
received from both client and contractor. The remma six projects only had one
respondent, summing up to 17 contractors and &8&tsli

In the autumn of 2006 part 3 of the questionnaias wosted to the same respondents
again. 35 questionnaires were sent out with a respoate of 77 %.

These response rates must be considered goodrsaatigereasons to believe that the
results give a reasonably correct picture.

The rest of section 3 will only present the resuitgarding the main questionnaire
from 2004.

3.2Part 1, Facts about the respondent and the project
Out of the 30 respondents, three were women. Tles af) the respondents were
distributed as shown in table 1.

Table 1. Age of respondents

Age
<25
25-30
31-40
41-50
51-60
60<

whERE»sro

The clients in this survey consist of Swedish NaioRoad Association (SRA), the
Swedish National Rail Association (Banverket), Muipalities and Governmental
owned housing-companies (GOH-C).

The contract fees were between 166 million SEK a@dnillion SEK. One project
with a county council was also included but no arswas received. The client
respondents were distributed among the types ¢égisoin the following way.

Table 2. Type of project and clients

SRA Banverket Municipalities G O H-C| Total
Maintenance 2 2 6 0 10
New- investment 3 0 0 3 6
Re-investment 0 1 0 1 2

Partnering has been described as most benefictalimplex projects (Barlow, 2000).
The respondents were asked to determine the coityplex their project in



comparison to other projects of the same type t@gle 2 for types). As can be seen
in table 3, many respondents interpreted theirgotajs more complex than a regular
one.

Table 3. Complexity of the project

Degree of complexity

More complex 13
Average 11
Less complex 2
No opinion 4

Knowledge about the other partyefore implementation of the contract was
investigated by the following two questions.

Table 4. Experience of the other party

Has your organisation worked with the
other party earlier

Yes 11
No 4
Different opinion between

client and contractor

Table 5. Knowledge of the opposite party

Do both parties have a good knowledge
about each oher’s organisations and thi
people within it

Yes 16
No 0
Different opinion between
client and contractor

The result showed that in most cases the orgaoisathave worked together
previously and have good overall knowledge aboadh edher.

The Swedish construction industry has, generaliyed types of specifications for
projects, design and build-, prescriptive and penBnce contracts. These
specifications regulate the responsibility in tmejgcts. In the design and build type,
one contractor has the responsibility for both plag and delivering. This type of
specification is often supported by so-called AB®nditions. ABT and also AHs a
set of specialised conditions for the Swedish acaotibn industry, accepted and
developed by both clients and contractors. Withptesscriptive type of specification,
the client has responsibility for planning and ttumtractor for the work. AB often
supports this type of specification. With the periance specifications, the client has
formulated functional claims for the object thag ttontractor shall deliver but is free

* General conditions of contract for building, cigitgineering and installation work performed on a
package deal basis. Translation taken from The @aign Contracts Committee.

> General conditions of contract for building, ciefigineering and installation work. Translatioretak
from The Construction Contracts Committee.



to choose the method for delivering the functioifiese projects are usually
supported by ABT conditions. The specificationsfatif somewhat in meaning
depending on project type and therefore the resilitbe presented according to
project type in table 6. Most of the projects imsthtudy used the design and build
type of specifications.

Table 6. Type of specification

Type of specifications New- Re-

. . . Total

Maintenance investment investment

Design and build 3 5 1 9
Prescriptive 1 1 1 3
Performance 3 0 0 3
Other 0 0 0 0
Different opinions
between client and 3 0 0 3
contractor

It should also be noticed that projects often angxdure of these specifications, e.g.
pure performance contracts only exists theoreyicsithce all functions do not have
proper measurements. The three performance progdcige can be interpreted as
having a higher degree of functional claims in ith&pecifications than the usual
projects.

Concerning the condition documents most of thereoid used ABT 94, this result is
presented on type of project level for the samsaeas above.

Table 7. Type of conditions

Type of conditions New- Re-
) . . Total
Maintenance investment investment
AB 92 2 1 1 4
ABT 94 4 5 1 10
ABFF 99 2 0 0 2
Other 2 0 1 3

It is not obvious how the introduction of partneriwill affect the number of bids.
The clients were asked for their opinions and as lma seen in table 8, they did at
least not expect fewer bids.

Table 8. Tenders

Statement to clients Approximately the
More same number Fewer

6 7 0

How many tenders/bids
did you expect




Another interesting issue is how the introductidrpartnering affects how high the
bids are. An indication can be found by comparimg @ccepted bid with the clients’
own budgets. No real trend could be seen from tisgvars, presented in table 9.

Table 9. Bid in comparison to budget

Statement to clients Approximately No
Higher equal Lower answer

What was the level of the
accepted bid in
comparison to your own
budget

Since partnering is a relatively new concept in 8veedish construction industry it
might entail some uncertainty when leaving bids,, iit may be harder for the
contactors to calculate a contract document whetngrang is included (Olsson,
2003). From this indication there are reasons tie\a that partnering would entail a
wider distribution among the received bids. Frore tiients perspective no such
support could be found.

Table 10. Distribution of bids

Statement to clients Yes No

Was the distribution of bids wider in comparison 4 9
to a contract without partnering

3.3Part 2, The procurement process and the contractidments
The clients were asked about their motives foromhticing partnering, with the
answering alternatives taken from the literature #e general debate on partnering.
On this multivariable question the 13 clients an&aein the following way. The
respondents could mark several alternatives.

Table 11. The clients’ motives for partnering

Motives for partnering

Get more out of the project for the same amoumafey 10
Make way for a better collaboration environment 10
Secure quality 9
Learn from the contractors 8
Save money 7
Flexibility 6
Avoid/prevent disputes 6
Become more well-informed about the contractor 3
Other 3
Get a better contact with the contractor's contract 1
None, decided from above in the organisation 0




In the tendering documents partnering can be ptedeasa possible wayr asthe
only way of carrying out the project. The result shows timathe majority of the
studied projects, partnering was described asrheaiternative.

Table 12. Partnering settled or a possibility

Was partnering settled as the way of

working or was it described as a possible

way of working in the contract documents
Settled 11
As a possibility 7

In the cases where the concept was presented assaifity, it was further asked
what would make either of the parts reject partrierNo support could be found for
the hypotheses that this was related to experience.

Table 13. Rejection of partnering

Reasons for rejecting partnering

My organisation does not have enough experience 0
The opposite organisation does not have enough

experience 2
Responsible persons with the opposite organise 3
are not suitable for partnering

Other 5

One of the projects rejected the possibility oftparing after the procurement phase.
The two observations from this project answered h&Dt reasons than given
alternatives in table 13, commenting that this sieai was taken at a higher level in
the client organisation.

There are examples of partnering projects that haote been working well. A
guestion is whether was handled in the contractishents with a clause for annulling
partnering? However, most of the projects did rament on this in the tendering
documents.

Table 14. Annulment of partnering

Did the contract documents include an
opportunity to annul the partnering collaboration
and continue the projects without partnering

Yes 4
No 7
Different opinion between client and 4
contractor

No answer 3




One question concerned how detailed partnering described in the contract
documents.

Table 15. Description of partnering in the tenderirg documents

How was partnering described in the contract

documents

Very detailed 4
Rather detailed 6
Overall description 11
Only mentioned, for constructor to describe 6
No description, only mentioned 3

This is a subjective question, as the term "deddilwas not defined. The result
indicates that the clients usually described thecept in a rather general way. An
interesting observation was that in only 3 outhaf total 18 projects did the client and
contractor agree about how detailed partneringdeasribed.

In table 16, it is shown that only three projectsrevclear on that an information
meeting about partnering would be undertaken.

Table 16. Information meeting

Was there an information
meeting about partnering

Yes

No

Different opinion between client
and contractor

No answer

A W 0O W

An incentive contract included a target cost, whardeviation from this target is

shared by the client and the contractor by predeted percentage factor. The
theoretical justification for this type of contrastto give the contractor an incentive
to consider both cost and quality (Scherer, 1964)m table 17 it can be seen that
even though target cost contracts dominated, pamnevas also used with fixed

price contracts.

Table 17. Type of contract

Type of contract

Cost plus 0

Fixed-price with adjusting quantities 2
Fixed-price without adjusting quantities 3
Target cost with incentives 13

The tendering documents were clear under whiclugistances the target cost should
be raised in nine of the 13 projects with incentivatracts.

10



Table 18. Raise target cost

Was it evident what circumstances

would raise the target cost

Yes 9
No 2
Different opinion between
client and contractor

Since this survey is dealing with public clientsisiinteresting to see how a possible
reduction in costs below target price will be spent two of the projects, the
contractor knew how the client would spend thearshof an eventual surplus as seen
above.

Table 19. Client spending of surplus

Was it clear how a possible surplu
would be spent by the client

Yes 2
No 9
Different opinion between
client and contractor

The partnering contract can also include other ragencentives than target costs,
e.g. related to project duration, quality, safégchnical development, cooperation
and reduced utilisation of resources. Five projectsluded such economical
incentives/bonuses besides incentives on targét cos

Table 20. Incentives/bonuses

Was there any economical
incentives/bonuses (besides
incentives on target cost)

No 13
Yes, consisting of 5
Time 1
Security 0
Other 4

A clear majority of projects in this study usedtspdrameters when evaluating the
bids, i.e., factors such as management, qualifin&ixperience, quality,
environmental aspects etc.

Table 21. Soft parameters

Were soft parameters included ir

the evaluation of the bids

Yes 17
No 1

The weight of the soft parameters compared to tive pliffered from 3 to 95 percent,
with a mean value of 28 percent.

11



3.4Part 3, The respondents’ perception of partnering
Partnering is a multifaceted concept, and it hasmiarous definitions. To test the
respondents’ view of partnering, a number of conembi®m were listed. The
components were taken from the literature (Nystr@305) and the general debate
about partnering. The respondents were then askedt avhat components they
included in partnering and also asked to grade I¢ivel of importance of the
components.

The result presented in figure 1 shows that albeaedents included trust, common
goals and following up common goals as importantawy important components.

Figure 1. The respondents’ view of partnering

The respondents' view of Partnering

O Included w ithout
listed as important

B Important

O Very important

The respondents’ experiences of partnering werergdy small as can be seen in
table 22.

Table 22. The respondents experience of partnering

The respondents’
experiences of partnering

None 13
Small 12
Vast 5

In section 3 of the questionnaire a number of statés about partnering were also
put forward to the responderitIhe statements were based on what is often said
about partnering.

® See appendix 1 for graphical representation ahallanswers.
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Two statements concerned the number and the ldvéids when partnering is
included. Most of the respondents disagreed with btatements.

Table 23. Statements about partnering and bids

Statements
Disagree Agree partially Totally agree No opinion
The number of bids will be higher with
A partnering in comparison with traditior 15 7 1 7
projects
The bids will be higher with partnering
in comparison with traditional projects

14 7 2 7

Some questions were asked concerning the respandesiiefs about the effects,
which are presented in table 24. The most evidestlt is that the respondents
believed that it isasier to achieve cost reductiondth partnering in comparison to
projects without partnering (D). There was alsmaarwhelming consensus that it is
easier toavoid disputedbetween client and contractor with partnering @amparison
with traditional projects (F). It can be noted thia¢ transaction costs of partnering
did not seem to be lower (1), and this is furthiscdssed in Nystrom (2007).

Table 24. Statements about the effects of partnenin

Statements
Disagree Agree partially Totally agree No opinion

It is easier to achieve prescribed quality
C with partnering in comparison with 1 11 17 1
traditional projects

It is easier to achieve cost reductions
D with partnering in comparison with 0 8 22 0
traditional projects

It is easier to achieve time reductions
E with partnering in comparison with 3 9 11 7
traditional projects

It is easier to avoid disputes between
F client and contractor with partneringin 1 11 18 0
comparison with traditional projects

It is easier to resolve disputes between
G client and contractor with partneringin 1 13 16 0
comparison with traditional projects

It is more likely for production
H improvement to arise with partnering in 2 7 19 2
comparison with traditional projects

More time/resources for meetings and
discussions are used in partnering
projects in comparison with traditional
projects

14 13 0

" Traditional projects are projects without partngri
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No support could be found for the statement thattnpang deteriorate the
businesslike relationship.

Table 25. Statements about partnering and businessé behaviour

Statements
Disagree Agree partially Totally agree No opinion

Partnering deteriorate the businesslike

relationship between client and contractor 18 11 0 1

Both clients and contractors, respectively, havenbeescribed as winners in
partnering projects. Most of the respondents desdjito both statements, K and L.
Noticeable is also that a large number of respaisdesd no opinion about this.

Table 26. Statements about the relative winner fronpartnering

Statements
Disagree Agree partially Totally agree No opinion

The client has relatively more to win with 12 5 4 9

K partnering than the contractor

The contractor has relatively more to win

with partnering than the client 15 5 1 9

L

The answers, presented in table 27, indicate tmatréspondents had a positive
attitude towards partnering and thought that thésy wf working will remain in the
future.

Table 27. Statements about partnering

Statements
Disagree Agree partially Totally agree No opinion
Partnering, or suchlike business
. 4 0 6 23 1

relationship, are here to stay

N Partnering is a more fun way of working 0O 11 16 3
Partnering is not more than a new fad, for

0] a way of working that has been done for 19 5 4 2
ages

Most concurrence in the answers from this parthef questionnaire was that the
respondents agreed

- that it is easier to obtain cost reductions wisintnering (D),

- that partnering as an organisational form is hergtay (M) and

- that partnering is a more fun way of working (N).

- that partnering would not worsen the businessiationship (J).

It should, however, be remembered that the respusdeere all involved in
partnering projects which might bias the answer.
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Questions only to the clients

One of the statements was only put forward to tents, and this concerned the
workload with the tendering documents when partgeis included. The answers
differed considerably among the clients.

Table 28. More work with the tendering documents wkn partnering is included

Statement to clients
DisagreeAgree partially Totally agree No opinion

More work is required with

developing the tendering

documents with partnering in 4 4 3 2
comparison with traditional

projects

Questions only to the contractors

Three statements and one question were specifictifer questionnaire to the
contractors. The first statement concerned riskitpland partnering. As can be seen
in table 29 the majority of the contractors leat@dards perceiving partnering as a
project form that reduces risk, something thatrthier discussed in Nystrém (2007).

Table 29. Risk and partnering

Question to contractors No No
Larger difference  Smaller answer

Does partnering entail a larger or smaller
risk-taking for your firm in comparisontoa 2 4 8 3
contract without partnering

One statement focused on the interest in partnepirgjects, and most of the
contractors indicated that they would be more edtad in partnering projects
compared to traditional projects as seen in table 3

Table 30. Interest for partnering projects

Statement to contractors Agree Totally No
Disagree partially agree  opinion

Out of two identical projects, my company
would be more interested of working inthe 1 5 11 0
project that included partnering.

Concerning the distribution of bids, there wadditsupport for the statement that
partnering makes the distribution wider.

Table 31. Distribution of bids

Statement to contractors Agree Totally No
Disagree partially agree  opinion

The distribution among bids is wider if
partnering is included in comparison to a 5 3 1 8
contract without partnering

The risk and distribution of bids can, among otlaspects, be related to the
possibility for the contractor to calculate the lpable cost for carrying out the task
described in the tendering documents. Howeveratisvers concerning calculation
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for a project with partnering differed considerablyiong the contractors as seen in
table 32.

Table 32. Possibility to calculate with partnering

Statement to contractors Agree Totally No
Disagree partially agree  opinion

A contract document, which includes

partnering is harder to calculate 4 ! 3 3

3.5Conclusion about the procurement phase and thegpéian of partnering

The data collected from the questionnaire have m®en presented. It can be
concluded that most of the partnering projects,notall, had incentive contracts and
that all but one included soft parameters whenuatalg the bids. Not surprisingly in

a small market like Sweden, the actors had goodvledge about each other. The
description of partnering in the tendering docureenis most often not detailed.
Little support could be found for statements thettipering increases the level of the
bids, which is consistent with the contractors’veeis that partnering do not entalil
higher risks. However, five of the clients answetfeat their accepted bid was higher
than budgeted.

From the result concerning the type of specificqati¢see table 6) it can be concluded
that partnering is a way of working and not a newet of specification. This
conclusion can be drawn since partnering obvioissiyndertaken with different types
of contract specifications and regulations. Howgteg questions remains on which
type of specifications and regulations works begéth wartnering and whether
partnering needs a unigue regulation. These impbgaestions lie outside the scope
of this paper.

Getting more out of the project for the same amoahtmoneyand A better
collaborative environmentvere the two highest ranked motives for partnering
according to the clients. Noticeable is that thekmag of the motive of avoiding
conflicts was relatively low, considering that tissoften mentioned in the literature
as the initial purpose of partnering. A possiblplaration for this might be that the
Swedish construction industry has been characterése having a relatively low
degree of conflicts (Kadefors, 2002).

The respondents viewed trust, common goals andwolly up common goals as the
most important components in partnering.

Concerning the statements about partnering, theree wnost agreement on that
partnering improves the possibility of cost redow$i, does not deteriorate the
businesslike relationship and that it is a way ofking that is here to stay. It can also
be concluded that partnering is seen as a morewfay of working. The widest
distribution of responses was found on the questibather the client have more to
win by the introduction of partnering.
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4. Do the attitudes differ between subgroups?
The analysis below will investigate whether anyeiasting relations can be found
between the answers on selected questions and roackigfactors like the type of
project, age of respondent, whether the resporidentlient or a contractor and if the
attitudes towards partnering have changed over. firhe partnering flower will also
be tested empirically.

4.1 Statistical method
The printed alternatives for the respondents’ viewshe statements about partnering
provided answers in the form of ordinal data. Thare non-parametric statistical
methods suitable for handling this kind of rankingterial in order to draw inference
about differences between samples. Non-paramegitiods have the advantage of
not having to assume any specific underlying distion in order to draw
conclusions and generalise. However, the focukigstudy is not primarily to make
statistical generalisations, and therefore a pegdehed significance level was not
determined. The methods below are primarily seegoasl ways to determine the
differences between the sub-samples in the mateeakertheless significance levels
will be mentioned when used.

Comparisons of the attitudes to the statementsrade for four cases: client vs.
contractor, young vs. old, type of project and lestv answers in the 2004 and the
2006 questionnaire.

Two statistical tests are used, the Mann-Whitnete&i-for the comparison of two
populations and the Kruskal-Wallis H-test for comipg more than two populations,
i.e., type of project. Both these methods are basedank sums, which make it
possible to test whether two independently drawnpas are drawn from the same
population (Levin and Rubin, 1991). Hence, the-hylbothesis can be formulated in
the following way:

Ho = There is no difference between the groups (digntcontractor),
and the alternative hypothesis is then:
H; = There is a difference between the groups.

Even though both methods above are suited for dl sraenber of observations,
significant results must be handled carefully amdgeneral conclusion about the
selected aspects will be drawn in this paper. Cuiilcg the methods it can be said
that the Z- (Mann-Whitney) and H-values (Kruskalli¢a are positively correlated
with differences between grotend U-values are negatively correlated. High Z+ an
H- values and low U-value indicates that there islear difference between the
groups.

The persons who answered with the alternative “ldmion” have been excluded
from the statistical analysis, since these respatisd#o not add any information to the
specific question.

8 It should be noticed that the Mann-Whitney tesegiboth a negative and a positive value of Z.
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4.2 Empirical test of the partnering flower
In Nystrom (2005) there is a literature review o3 articles about important
components of partnering. Table 33 shows the redutis study, and it can be seen
that all authors included trust and common goaks esmponent in partnering.

Table 33. Components of partnering from Nystrom (205)

Components Number of
authors

Trust 13
Common goals 13
Predeterm. dispute 8
resolution method
Economic incentive 6
contracts
Relationship building 6
activities
Continuous and

. 6
structured meetings
Facilitator 6
Open-books 4
Choosing work >
partners

Applying the philosopher Ludwig Wittgenstein's ide&family-resemblance to this
result, the partnering flower was developed as se&gure 2.

Figure 2. The partnering flower

Predeterm. dispude
resolution method

Relationship
building
activities

Choosi Mutual E .
oosing Trust understanding £conomic
working / "common incentive

partner contract

1
goals

Continuous
and

structured
meetings

Facilitator

Openness
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According to this model, partnering always includegst and common goals,
accompanied by some additional components. Howdverpartnering flower can be
criticised for only being based on the theoretilitdrature. Therefore, questions
concerning the components of partnering were ireduit the questionnaire in order
to get the practitioners’ views. The respondentsevasked which components they
included in partnering and level of importance lté¢ tomponents. Table 34, present

the results from both the first and the second ttimmsaireg.a

Table 34. The respondents’ view of partnering

Components 2004 answers 2006 answers
Included
wittlgl(jlulg(tagd as Important . Very WithOUt Important . very
- important | listed as important
important .
important
Trust 0 2 28 0 1 26
Common goals 0 4 26 0 5 22
Following up common goals 3 9 18 1 3 21
Common plan of action 4 11 11 2 9 12
(r?]c;rgirr\lléc;us and structured 2 9 15 3 13 11
Open books 3 6 16 3 7 16
Incentive contracts 7 9 7 7 11 5
Predetermined dispute
resolution method P 6 6 10 9 9 2
Choosing work partners 4 7 11 5 9 7
Relationship building activities 10 7 5 7 6 6
Facilitator 8 5 1 9 4 1

It can be seen that the view in Nystrom (2005) #wedrespondents’ view correspond
to a large extent. Both practitioners and reseaschieclude trust and common goals
as components in partnering. To conclude, thisesusupports the view of partnering

that is described with the partnering flower.

° See Figure 1 for a graphical representation o264 answers.
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Moreover, no major change in the perception ofnmg can be seen over time in
the analysed material. Although, there are somagd®in the ranking in figure 3, no
significant change is observed according to the mMaitney test’ The main
change concerned following up common goals, whiel assigned more importance
in the answers from 2006, and predetermined dispegelution method, that was
considered as less important in 2006.

Figure 3. View of partnering, 2004 vs. 2006
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19270 responses from 2004 and 252 responses frof) dng U1=33531.5 U2=34508.5 and
Z=0.28
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4.3Client vs. contractor
Both theorists (e.g. Barlow, 2000) and practitien@r.g. Burel, 2004) emphasise that
partnering is especially useful in complex proje@ble 3 indicated that the majority
of the respondents considered their project as wamglex than the average projects
of the same type. If this is due to the actual gubjthe partnering concept or the
contract type cannot be determined here. Compah@glient’s and the contractor’s
views on the complexity of the project, no impottadifference could be
distinguished as seen in table3%loticeable is, however, that only in 2 out of it
projects were there agreement between client anttamior about the complexity of
the project.

Table 35. Complexity, client vs. contractor

Complexity More A Less No
verage S
complex complex opinion
Contractors 9 6 1 1
Clients 4 5 1 3

116 Contractors @ and 10 Clients () answered, giving U1=66.5 U2=93.5 and Z=0.71
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Concerning what components to include in partneramg their importance, no
important difference could be seen between thentsliand the contractors, i.e., the
two groups agreed to a large extErithis can be seen in figure 4, where the ranking
of the components differed a little in order, buit mnough to give a significant
difference according to the Mann-Whitney test.

Figure 4. View of partnering, client vs. contracto
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12n,=153 p=117, giving U=9127 UY=8774 and Z= 0.27
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The largest difference between the clients’ andcthrractors’ view on the different
statements was found for statement K (whether libatchas relatively more to win),

see appendix 2 for a diagram describing the viewslb statements. The Mann-
Whitney U-test indicates that in this case the hylpothesis could be rejected with
95 % certainty?

Table 36. Statement K, client vs. contractor

Statement K

The client has relatively more to win

with partnering than the contractor Disagree Agree partially Totally agree No opinion
Clients 8 1 0 4
Contractors 4 4 4 5

No other statement than K showed any clear difiexdmetween the clients and the
contractors answers. However, the Mann-Whitney di-tss also useful as a
measurement of when the groups were in most agrgefermally put, it indicates
the statements where the answers were furthest dwoay being significantly
different by showing small Z-values.

Given this criterion most agreement was found enféitiowing statements:

G) It is easier to resolve disputes between cliend a@ontractor with
partnering in comparison with traditional projetds.

41% (7 respondents) of the contractors and 46%<g@andents) of the clients
agreed partially with the statement and 53% (9 oedpnts) and 54% (7
respondents) respectively totally agreed.

M) Partnering, or suchlike business relationshiphare to stay®
81% (13 respondents) of the contractors and 77%r¢spondents) of the
clients totally agreed to this statement.

J) Partnering deteriorate the businesslike relatigngietween client and
contractor:®

65% (11 respondents) of the contractors and 58%e¢pondents) of the
clients did not agree at all with the statement 868 (6 respondents) and
42% (5 respondents) respectively agreed partially.

An interesting observation is that in six of theelve fact-based questions (table 2, 4,
6, 7, 12, 14, 16-21) the answers differed betwdemtcand contractor within the
same project. This is a rather high figure sin¢eespondents are project managers,
or in a similar position, with responsibility fohé project. The respondents were
advised to supplement information from colleagdi¢bey did not know the answers
by memory, but maybe this was not done.

13 n=12 n=9, giving U=86 U,=22 and Z= 2.27

1 n=17 n=13, giving U=106.8 Y=114.2 and Z=0.15
%5 n=17 n=13, giving U=108.5 Y=99.5 and Z=0.20
¥ n=17 n=12, giving U=95.5 Lb=108.5 and Z=0.29
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Concluding this section it can be stated that thieions did not differ much between
clients and contractors. This can of course betdube lack of observations, but in
any case the view of partnering was very much alikethe two groups, and
comparing the answers concerning the statemergsclients and the contractors
agreed to a large extent (see appendix 2)

4.4Younger vs. Older
Partnering has been described as a way of attgagtinnger people to the somewhat
aging construction industry. Therefore it is instireg to look for differences between
the older and the younger respondents, with theottngsis that the latter group is
more positive. In this study all respondents ow@r@be considered as older and they
constitute 47 percent of the sample (14 responflents

Concerning the views of the motives for partnerogmportant differences could be
observed between younger and older cliéntee appendix 3 for a figure with the
answers to all statements.

Table 37. The clients’ motives for partnering, yoager vs. older

The clients motives for partnering Younger Older |Total
Get more out of the project for the same amoumafey 6 4 10
Make way for a better collaboration environment 3 7 10
Secure quality 5 4 9
Learn from the contractors 4 4 8
Save money 3 4 7
Flexibility 3 3 | 6
Avoid/prevent disputes 2 4 6
Become more well-informed about the contractor 1 2 3
Other 2 1 3
Get a better contact with the contractor's conbract 1 0 1
None, decided from above in the organisation 0 0 0

The biggest differences could be seen for stater@hiand G°, where the null-
hypothesis, that the populations are identicallcbe rejected with 93 % certainty in
G and 91 % certainty in O. Hence, some supportii®ryounger being more positive
towards partnering could be found here.

Table 38. Statement G, younger vs. older

Statement G

It is easier to resolve disputes between

client and contractor with partnering in

comparison with traditional projects Disagree Agree partially Totally agree No opinion
Younger 0 5 11 0
Older 1 8 5 0

730 Younger () and 33 Older () answered, giving +536 U,=454 and Z=0.56
8 n,=16 n=14, giving U=155.7 4=68.3 and Z=1.82
¥ n=16 =12, giving U=59.1 UB=132.9 and Z=1.71
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Table 39. Statement O, younger vs. older

Statement O
Partnering is not more than a new fad,
for a way of working that has been done

for ages Disagree Agree partially Totally agree No opinion
Younger 13 2 1 0
Older 6 3 3 2

Most agreement between the age groups was fourtdddollowing statements:

A) The number of bids will be higher with partneriimgcomparison with
traditional project$°

60% (9 respondents) of the younger and 67% (6 retgus) of the older
totally agreed to this statement.

K) The client has relatively more to win with paringrthan the contractdt.
55% (6 respondents) of the younger and 60% (6 retgrds) of the older
totally agreed to this statement.

J) Partnering deteriorates the businesslike reldtipn®etween client and
contractor’?

60% (9 respondents) of the younger and 64% (9 retgrds) of the older
totally agreed with the statement and 40% (6 redeots) and 36% (5
respondents) respectively agreed partially.

M) Partnering, or suchlike business relationship here to staf’
81% (13 respondents) of the younger and 77% (1@oretents) of the older
totally agreed with this statement.

4.5Type of projects
Since there are three types of projects in thigesyrthe Kruskal-Wallis H-test is used
to look for differences between the groups. Coriogrnhow the respondents
perceived complexity no important difference cobn&lfound related to what type of
project the respondent came from, as can be seabls40 and appendix4.

Table 40. Complexity, type of project

Complexity More Less

complex Average complex No opinion
Maintenance 6 5 2 3
New- investmer 4 5 0 1
Re-investment 3 1 0 0

2 n,=15 n=9, giving U=62 U,=64 and Z=0.06

2l n;=11 n=10, giving U=52.5 B=57.5 and Z=0.18

22 n,=15 n=14, giving U=109.5 Y=100.5 and Z=0.20

% n,=16 n=13, giving U=108.5 Y=99.5 and Z=0.20

2413 Maintenance ¢, 9 New-investment @ and 4 Re-investment{nanswered, giving H=1.05
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The clients’ motives for partnering did not revealy large differences between
project type<®

Table 41. Motives, type of project

The clients motives for partnering New- Re-
Maintenanceinvestmeninvestmen rotal

Get more out of the project for the same amoumhahey 6 3 1 10
Make way for a better collaboration environment 5 3 2 10
Secure quality 4 4 1 9
Learn from the contractors 3 3 2 8
Save money 3 4 0 7
Flexibility 4 1 1 6
Avoid/prevent disputes 2 3 1 6
Become more well-informed about the contractor 2 0 1 3
Other 1 1 1 3
Get a better contact with the contractor's contract 0 1 0 1
None, decided from above in the organisation 0 0 0 0

Statement K presented in table 42 showed the largest differdretween project
types. According to the Kruskal-Wallis test, thell uypothesis that there is no
difference in the answers between the respondenns different types of projects,
could be rejected with 90 percents certainty.

Table 42. Statement N, type of project

Statement N
Partnering is a more fun way of workin@isagree Agree partiallyTotally agree No opinion

Maintenance 0 9 5 2
New- investment 0 1 8 1
Re-investment 0 1 3 0

However, it should be noticed that all except thmespondents agreed to some extent
with this statement. The difference lies in theatigkly less enthusiastic opinions
from the maintenance respondents.

Most agreement between the respondents from difféyges of projects could be
found in statement:

J) Partnering deteriorates the businesslike relatipnbletween client and
contractor’’

60% of the respondents from both maintenance amdimeestment projects
disagreed to this statement and the remaining 4@%ed partially. 75 % (3
respondents) of the re-investments projects aksagdeed.

% m=30, =23 and =10 giving H=0.53
*® =14, =9 and =4 giving H=4.82
2" m=15, =10 and g=4 giving H=0.23
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4.6 Responses 2004 vs 2006, have the opinions changetime?
The largest difference between the 2004 and thé 20@wers concerned statement
A?8 as can be seen in appendix 5 and table 43.

Table 43. Statement A, 2004 vs. 2006
Statement A

The number of bids will be higher with
partnering in comparison with traditional

projects Disagree Agree partially Totally agree No opinion
Answers from 2004 15 7 1 7
Answers from 2006 7 10 4 6

Most consensus over time was found for the follgnstatements:

N) Partnering is a more fun way of workifiy.
59% (16 respondents) from the old questionnairalljotagreed to this
statement and 65 % (15 respondents) from the nesiove

J) Partnering deteriorates the businesslike relatipnbetween client and
contractor®

60% (18 and 16 respondents) from both the old &ednew questionnaire
disagreed with this statement. The rest (except foo@ the old survey)
partially agreed and no one agreed.

K) The client has relatively more to win with paringrthan the contractd.
The distribution of answers did not change overetimith most answers
disagreeing to this statement, 57 % (12 respongdeftthe old and 50% (10
respondents) of the new. 35% and 23%, respectiagheed partially and the
rest agreed totally.

4.7 Other observations
In the general debate about partnering, it has baihthat this way of working in the
construction industry is especially suited for wom@ theoretical explanation for
this statement is yet to be presented. This sumvelyded three female respondents
and their answers did not differ from the men’s;, ibof course only a small number
of observations

5. Conclusion
Returning to the initial purposes of this papercdn be stated that during the
procurement phase most of the studied projectsidied soft variables when the bids
were evaluated. Other clear results were that dlratisprojects have incentive
contracts and that there was good knowledge allmutopposite party before the
current project started. No support could be foiandhe view that partnering lead to
more risk for the contractor. This result is cotesis with the indications that the

%8 n,=23 =21, giving U=155.5 Y=327.5 and Z=2.02
29n,=27 n=23, giving U=303.0 Y= 318.0 and Z=0.15
%0 n,=29 =27, giving U=380.5 Y=402.5 and 7=0.18
¥ n,=21 n=20, giving U=201.5 Y=218.5 and Z=0.22
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contractors’ ability to calculate the bid was nobrsened when partnering was
included in the contract. The respondents did oppsert the statement that bids will

be higher with partnering, however in a third o ttases bids were higher than the
budget according to the clients. More empiricaladate needed to investigate the
effect of partnering on the level and distributafrbids.

Looking at the perception of partnering, the comcggems to have most potential

concerning cost reductions. There was also a lemgsensus that partnering will not

deteriorate the businesslike relationship and tpattnering, as a business

relationship, is here to stay. Generally, it can dbeted, that the perception of

partnering did not depend much on age, type okeptpjvhether the respondent was a
client or contractor and it did not change betwgenquestionnaire in 2004 and the
one in 2006.

However, the highest sum of all the Z-values wasnébin the client-contractor
comparison, which gives an indication that thespoases differed more from each
other compared to the differences for the other gnaups®® The material showed
that the clients were more sceptical to seeing sedves as winners compared to the
contractors view on this issue. It could also bseen that the younger respondents
were more positive to partnering when it concertieel possibilities for conflict
resolution and partnering not just being a new faidally the respondents from
maintenance projects were not quite as convincedtagiartnering being a more fun
way of working compared to the other respondents.

The collected data in this survey supported ther#ftecal partnering flower presented
in Nystrom (2005). Just like the result from théerature review, all of the
respondents included trust and common goals asrtarg@omponents in partnering.

%2 A Z-value was computed between Maintenance and-iNeestment concerning type of project.
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Appendix 1

The statements in a graphical setting, see tabl723
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Appendix 2

The statements in a graphical setting regardintiaitbn, see section 4.3. Each
statement is presented twice, with the answers thenclient first.
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Appendix 3

The statements in a graphical setting concernieg s&g section 4.4. Each statement
is presented twice, with the answers from the yqif)gespondents first.
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Appendix 4

The statements in a graphical setting concernipg of project, see section 4.5.
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Appendix 5

The statements in a graphical setting over time sgeetion 4.6. Each statement is
presented twice, with the 2004 answers first.
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Appendix 6
The client questionnaire
DEL 1. Allméant

1.1Vilken organisation foretrader du

1.4Ar du O Man O Kvinna

1.5Hur gammal &r du O <25
0 26-30
0O 31-40
0 41-50
0 51-60
O 61<

1.6 Av vilken typ ar det aktuella projektet
[0 Nyinvestering
O Drift och Underhall
[0 Reinvestering
O Annan

Kort beskrivning av projektet i ord

1.6 b) Jamfort med andra projekt av samma typ sugivat ovan, skulle du
kategorisera det aktuella projektet som

0 Mer komplext

[0 Genomsnittligt

0 Mindre komplex

I Ingen uppfattning
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1.7Har din organisation arbetat ihop med den vinnartttgaren tidigare
O Ja O Nej

Om Jahur manga ganger 01-3
O 4-10
0O 10<
1.8Har bestallare och utférare god kunskap om varanoirganisationer och om
personerna i respektive organisation
[0 Ja O Nej O Ingen uppfattning
1.9Vilken entreprenadform upphandlas projektet som
O Totalentreprenad
I Utférandeentreprenad

O Funktionsentreprenad
O Annan

1.10 Regleras projektet av
O AB 92

O ABT 94
O Annan

och vilken upphandlingsform gallde

Under troskelvarde: Over troskelvarde:
O Forenklad upphandling O Oppen upphandling
O Urvalsupphandling O Selektiv upphandling

O Forhandlad upphandling
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1.12 Ange de nollstallda (dvs jamférbara) anbudssama enligt anbudsprotokollet
Anbud 1 ...
Anbud 2 ...
Anbud 3 ...
Anbud 4 ...
Anbud5 ...

Fler

1.13 Hur manga anbud hade Ni férvantat Er

O Fler
0 Ungefar lika
O Farre

1.14 Hur lag det antagna anbudet i forhallandétillskuggkalkyl”
[J Hogre

O Lagre
[0 Ungefar lika

1.15 Var det enligt din uppfattning storre spridppé anbuden i jamférelse med
traditionella projekt
0O Ja O Nej
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DEL 2. Upphandlingen

Forfragningsunderlaget

2.1Vilka motiv fanns fér Er organisation att inkludgrartnering i projektet
(flera svar ar tankbara)

[0 Spara pengar

O Sékerstalla kvalitet

O Fa mer insikt i utforarens organisation

[0 Badda for ett bra samarbetsklimat mellan parterna

[0 Ta del av utforarens kunskaper

O Fa mer utfort for samma peng

O Mgjlighet att anpassa bestéllningen under projskgenomférande
O Undvika/férebygga konflikter mellan parterna ungesjekitiden
O Fa battre kontakt med underentreprendrerna

O Inga, var bestamt av hogre instans

O Andra

2.2 Ar det i forfragningsunderlaget faststallt att @iiet kommer genomféras som
partnering eller foreslas partnering som ett mogigt att genomfora projektet

O Faststallt
0 Som en mojlighet

Om "Som en mojlighet’pa vilka grunder skulle din organisation intfa
genomfdra projektet som partnering

O Min organisation saknar erfarenhet av partnering

O Utforaren saknar erfarenhet av partnering

[J Personer som ar ansvariga hos utforaren bedondyrenin
lampliga for partnering

O Andra
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2.3Finns det mojlighet att i avtalet hava partneriagarbetet efter en viss tid och
genomfora projektet som ett traditionellt projetdmupartnering
0O Ja O Nej

2.4Hur beskrivs partnering i forfragningsunderlagétt stt kryss i den ruta som bast
Overensstammer med beskrivningen enligt féljande

Mycket Ganske Enbart Endasi Beskrivs inte
detaljerad detaljerad overgripande omnamnt, upp endast
beskrivning  beskrivning beskrivning till utforaren att omnamnt
beskriva.
O O O O O
— \r _

L Om beskriven av Er, som bestéllaée partneringbeskrivningen att betrakta
som bindande eller utgor den ett forslag pa hurashetet kan genomforas
O Bindande
I Forslag

Fanns nagon sarskild inspirationskalla till beskimgen av partnering
(flera svar ar tankbara)

O Internt utvecklad modell

O Konsult
[0 Bocker/rapporter, exempel

2.5Erbjods utférarna ett informationsméte om partrgerin® [0 Ja [0 Nej
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Ersattningsform

2.6 Vilken ersattningsform tillampas i projektet

[0 Lépande rékning
[0 Fastpris med mangdreglering
[0 Fastpris utan mangdreglering
O Riktkostnad och incitament med ersattning enéigainderakning
O Annan

Om Riktkostnad och incitament med erséttning emfipanderékninghur ska
eventuell besparing eller fordyring i forhallanderiktkostnaden fordelas

Procent, Bestallare/Utforare .............ccccoeo....

Framgar det ur forfragningsunderlaget vilka omsigimeter som foranleder
andring av riktkostnaden

[0 Nej
O Ja, vilka
O Andrade systemkrav
O Andrad funktion
O Tillagg eller avdrag av/fran det bestallda
O Fel i forfragningsunderlaget
0 Mangdférandringar
O Andrad kvalitet
O Andra

Framgar det ur forfragningsunderlaget hur ett avatttunderskridande av
riktkostnaden hanteras fran Er sida, dvs hur spasdeengarna

0 Ja [0 Nej
om Ja hur spenderas pengarna
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2.7Vilken &r den vanligaste ersattningsformen vid diéte projekt som intakluderar
partnering

[0 Lépande rékning

[0 Fastpris med mangdreglering

[0 Fastpris utan mangdreglering
O Riktkostnad och incitament med ersattning enéigainderakning
O Annan

» Om Riktkostnad och incitament med ersattning etfiganderakninghur ska
eventuell besparing eller fordyring i forhallanderiktkostnaden fordelas

Procent, Bestallare/Utforare .............ccoceeen....

2.8Finns det i den aktuella upphandlingen ekonomiskadament/bonusar (bortsett fran
eventuell riktkostnad och kostnadsdelning)

[0 Nej
O Ja, vilka
O Tidsbonusar, att projektet ska bli klart innaratttéid

[0 Sakerhetbonusar, att undvika olyckor
O Andra
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Anbudsbedémning

2.9Utover grundkraven i LOU, inkluderas mjuka variablanbudsvarderingen
0 Ja [0 Nej

Om Ja vilka mjuka variabler ar inkluderade och hur st@rde (i procent) har
de enligt anbudsvarderingsmodellen i férhallandl@enbudssumman

Ange varde i procent

OA Genomfdrandeplan

for partnering
OB Organisation och ledning
oc Kompetens/erfarenhet
oD Produktionsmetoder
OE Kvalitetssakringssystem ..............ccovveennes
OF Miljocertifiering ...
oG Arbetsmiljo
OH Trafiksékerhet .
Ol Referensobjekt
aJ Riskbeddmning och

atgardsplan L
OK Andra
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DEL 3. Partnering

3.1Vilka av foljande komponenter inkluderar du i paring och darefter hur pass viktiga
anser du att de utvalda ar enligt den fem gradigtan. Satt ett kryss for att indikera

din uppfattning.

Jag inkluderar féljande | Mindre Mycket
komponenter i viktig 2) 3) (4) \viktig
partnering (1) (5)

Komponenter

Tillit/fortroende

Gemensamma mal

Incitamentskontrakt

Moderator, objektiv métesordférande

Relationsbyggande, sociala traffar

Aterkommande och strukturerade méten

Mojlighet att valja medarbetare i partneringgruppen

Konfliktldsningsmetod

Oppna bocker

Uppfdljning av de gemensamma malen

Gemensam atgardsplan

Andra komponenter som bér inkluderas
(fyll i sjalv)
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3.2Har du nagon erfarenhet av partnering
O Ingen alls
O Liten (beskriv kort nedan)
[0 Stor (beskriv kort nedan)
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Nedan gor vi ett antal pastaende om partneringk\ile vilja veta hur du, utifran din
situation, dina erfarenheter och bedémningar, datgssa pastaenden. Satt ett kryss i den
ruta som bast speglar din asikt.

Pastaenden Instammer Instammer Instammer Ingen

inte alls delvis helt uppfattning

3.3Anbuden blir fler med partnering i | | | |
jamférelse med traditionella projel

-

3.4 Anbuds priserna blir hégre med | | | | |
partnering i jamforelse med
traditionella projekt

3.5Det ar lattare att uppn foreskrivel | | | |
kvalitet om projektet genomférs med
partnering i jamforelse med
traditionella projekt

3.6Det ar lattare att uppna
kostnadsbesparingar om projektell | | | |
genomférs med partnering i
jamférelse med traditionella projekt

3.7Det ar lattare att uppna | | | | |
tidsbesparingar om projektet
genomférs med partnering i
jamférelse med traditionella projekt

3.8Det ar lattare att undvika konflikte | | | |
mellan bestallare och utférare om
projektet genomfdrs med partnering i
jamforelse med traditionella projekt

3.9Det &r lattare att 16sa konflikter | | | | |
mellan bestéllare och utforare om
projektet genomfdrs med partnering i
jamforelse med traditionella projekt

3.10 Det ar mer sannolikt att
forbattringar av
produktionsmetoderna i
genomfdérandet uppkommer om
projektet genomférs med partnering
i jamforelse med traditionella
projekt
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Pastaenden

Instammer
inte alls

Instammer
delvis

Instammer
helt

Ingen
uppfattning

3.11 Det kravs mer arbete med

att ta fram forfragningsunderlaget
nar projektet ska genomfors med
partnering i jamférelse med
traditionella projekt

3.12 Det gar at mer tid/resuser for

moten och diskussioner etc
i genomforandet av ett
projekt med partnering i
jamforelse med traditionella
projekt

3.13 Partnering forsamrar

affarsmassigheten eftersom
bestallare och utférare "vaggas” i
ett "kompisforhallande”

ni

3.14 Bestallaren har mer att vinna pé|

partnering an utféraren

3.15 Utforaren har mer att vinna pa |

partnering an bestéllaren

3.16 Partnering, eller liknande

samarbetsformer, har kommit fo
att stanna

3.17 Partnering ar ett roligare satt att|

arbeta

3.18 Partnering ar inte mer an ett |

modeord for projekt som annars
genomférs med "sunt bondfornuft
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DEL 4. Ovrigt

Nagot som bor tillaggas angdende upphandling angdng projekt.
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The naivety of partnering assessments

Abstract

Construction managerial literature often argues gaans are to be made by using
partnering in terms of reduced cost, reduced dedawgibor increased quality. Voices
have been raised to approach partnering in a nragreat perspective, i.e., to look at

both advantages and disadvantages when invesggdwenconcept. This paper is an
attempt to go in that direction. In order to assbsseffects of partnering in a valid

way, the evaluation needs to (i) be based on profects and not personal

perceptions, (ii) make a comparative analysis iiclg both partnering and non-

partnering projects and (iii) control for other ndnles that affect cost and quality in
order to extract the unique effect of partneringe Existing partnering evaluations,
divided into surveys, case studies and comparativdies with many observations,
do not fulfil all three conditions. Instead partingr should be evaluated by a quasi-
experiment or with a regression analysis and fazuguality and cost, the variables
that creates value.

“ I would like to thank Hans Lind and commentatdrtha Construction Management lunchtime
seminar, University of Reading and at the divisibi$ervice management, Chalmers. | am very
grateful for the financial support from SBUF, theetlish National Road Administration, the Swedish
National Rail Administration (Banverket) through O@nd The Ake and Greta Lisshed Foundation.



1. Introduction

The overwhelming part of the partnering literatbees an optimistic tone. This can be
explained to a large extent by the great numbecarfsultancy reports with the
purpose, at least partly, of selling the partnegogcept. More scientific work has
provided theoretical arguments in favour of paitigr accompanied by empirical
papers that most often show positive results framnoducing partnering. Voices
have, however, been raised in favour of approacpargnering from a more critical
perspective (Green, 1999; Bresnen and Marshall,020De., looking at both
advantages and disadvantages. This paper shasesetfspective and discusses how
partnering evaluations can be improved. Its coutitin is to clarify the weaknesses
in current partnering evaluations and provide satiges on how evaluation
problems can be handled in order to be able to dnawe well-founded conclusions
on the effects of partnering.

Three conditions for a good evaluation are statetthé following section. Section 3
proceeds to review the current partnering evalonativased on these conditions. The
review concludes that evaluations of partneringdné® be improved, and the
following part of the paper suggests how this stidad done. Section 4 describes two
approaches, a quasi-experimental and a regresealysas approach, that fulfil the
conditions for a good evaluation. Section 5 argthed cost and quality are the
important variables to measure when evaluatingipartg and concluding comments
can be found in section 6.

2. How should partnering be assessed?
In order to extract the effects of partnering irc@nstruction project, this paper
formulates the following three conditions for a davaluation.

1. Based on project facts

To find the effects of partnering, the analysecdwtve to be based on facts about the
project, primarily cost and quality (see sectiobebow). The project facts should be
as objective as possible, but can include indisagdrcost and quality. In order to
qualify as a project fact, the indicator has tesbpported by an explicit argument that
relates it to cost and quality. Subjective declarst of the partnering effects, i.e.,
uncontrolled and not explicitly described data, e#trbe considered as project facts
and cannot provide the basis for a partnering assest.

2. Comparative analysis
The outcome of partnering projects needs to be eoedp with non-partnering
projects, if anything is to be said concerning éfiects of partnering. It is easy to
claim that this is done implicitly by a compariseith the general perception of the
construction industry, but to fulfil this conditi@n explicit reference case is needed.

3. Control for other variables that might affect outws
Since construction is a complex area, with manyjaées that affect the outcome of a
project, it is hard to extract the unique effecpaftnering. It is therefore necessary to
control explicitly for these other variables, iiclude a ceteris paribus analysis. This
can be done in several different ways, e.g., bytivarlate statistical methods or by
an analysis of matching pairs.



In order to say something about the effects ofnaaihg, the above three conditions
need to be satisfied.

3. What has been said and done

Chan et al. (2003) set out to review the benefifsaotnering in general and did so by
providing a summary of 29 partnering papers. Thaper presents a good overview
of what is usually said about the benefits of penitrg, with a closer relationship

between the parties as the most prominent advahtegevever, a large part of the

reviewed papers are theoretical papers with gemgsatission but with no empirical

support. In contrast to Chan et al. (2003) thisepagnly reviews empirical papers
about partnering.

The articles reviewed set out to assess the efééqiartnering and are often referred
to, or found, in the leading construction managdnmnals (see Wing, 1997). None
of the papers explicitly set out to make generaines about the effects of partnering.
However, the articles are often referred to by atinacy reports and in the general
debate when arguing for the positive effects ofraing.

The papers are analysed based on the above coisdaimd can be categorised into
the following three groups.

3.1Surveys

Surveys are convenient when wanting to gather médion about people’s opinions

regarding a specific issue (Balnaves and Capu@i1R0rhe studies in this group are
often conducted by means of questionnaires, and/mfthe partnering assessments
are done in this way. Black et al. (2000), Hakseateal. (2001), Chan et al. (2003),

Beach et al. (2005) and Fortune and Setiawan (2865)based on questionnaires
administered to project managers, or people invademt positions, who are asked to
choose between printed alternatives on the bengffipartnering. The questions are
formulated in such a way that the focus is on whatrespondents felt or thought

were the benefits of partnering.

Because of the interviewees’ actual involvemengrehis an obvious risk of the

respondent being biased in favour of partnering, laaving an incentive to signal a
better result than what was actually achieved. Wiith answers being based on
personal perceptions there is considerable damggiving a lot of weight to these

results. These types of answers might be accepteide wanting to map attitudes
but cannot be considered as project facts.

Concerning the comparative perspective, questioesacan be designed in a
comparative way, explicitly making the respondemticate the effects of partnering
in comparison with non-partnering projects. Evethi$ is the case, it is still hard for
respondents to recap old projects and give obgdiswers. In the same way it is
hard to extract the unique effect of partneringrfran intuitive comparison, even if
the person (often the project manager) has beenthiinvolved in the projects.

1 Lj et al. 2001 has a similar table.



Hence, none of the three conditions above arelladfin these survey studies and
conclusions about the effects of partnering cabealrawn from these studies.

3.2Case studies

Case studies are recommended when wanting to gatitepth knowledge about a
specific case. The purpose of case studies is aotraw general empirical
conclusions (Yin, 2003). Different benefits of peating have been pointed out, based
on case-study methods — see Ellison and Miller §1,9Barlow et al. (1997), Bresnen
and Marshall, (2000), Vassie and Fuller (2003), IBayet al. (2004), Chan et al.
(2005) and Emsley (2005). All these studies are lipations of interviews and
guestionnaires.

This approach to evaluating partnering fulfils thet and the third conditions stated
above far better than the surveys. The researchieanees understanding of the
project through interviews and observations, oftém combination with
guestionnaires. This strengthens the quality ofitkta.

The condition of controlling for other affecting nables is still hard to fulfil, but
might be facilitated by an experienced interviewssing able to remind the
respondent objectively about other affecting vdeab

Most of these studies (except Vassie and Fulled3Pdo not make any comparative
analysis of non-partnering projects and fail tasfatcondition two above. Rossi and
Wright (1977) see case studies without a controlugrto compare with as the
weakest form of evaluation. Bresnen and Marshad0(2 include a comparative
analysis, but it is based on a maximum variationceoning type and size, which
does not fulfil the purpose of controlling for othariables.

Criticism has been raised concerning the fact thialy positive outcomes of
partnering have been reported and that there &la df objectivity in some of the
case studies (Green, 1999; Bresnen and Marshéil)20

The conclusion is that none of the case studidisfall three conditions for a high
guality assessment of partnering.

3.3Comparative studies with many observations
In the scientific literature there are a few stgddout partnering effects with a large
number of observations. Larson (1995), Ruff e{96) and Gransberg et al. (1999)
are to a large extent based on questionnaires 280y 60 and 400 observations,
respectively. Despite the large number of obsewnati the studies suffer from the
same problems as the surveys, in that they focuhi@mespondentgerceptionsof
the effects, and not on real effects based on girégets.

The three studies make a distinction between pamgmend non-partnering projects,
which satisfies condition two for a comparative lgsia. However, none of the
studies control for other affecting variables. Eaample, these studies can only say
that the projects that included partnering had soprovements of 5% in relation to
the budget, but they cannot say that partneringcosts by 5% because there could



have been other variables that caused this posiifect? Hence, even the more
guantitative papers do not satisfy conditions ametaree.

There is also a large bulk of data on outcomesadhering projects in benchmarking
studies. Governmental initiatives in Great Brité@onstructing Excellencegand in
Denmark, Byggeriets Evaluerings Centef)ave been assigned to provide the
construction industry with the ability to benchmamkorder to improve performance.
To the author's knowledge no studies have been rbaded on these databases that
fulfil the above three conditions.

3.4Summary
The papers about the effects of partnering are samsad in the following table 1,
where an X indicates that the study fulfils the dition.

Table 1. Categorising papers on the effects of partnering

Based on Comparative Control for other I mproved outcome with

Author, Year project data__analysis__affecting variables __ partnering concer ning:

Surveys

Fortune and Setiawan, 2005

Project costs, Delivery times and
Quality levels

Beach et al. 2005

Communication, Mutual Learning,
Mutual Understanding

Chan et al. 2003

Improved relationship, Improved
communication, More flexibility

Haksever et al. 2001

Co-operation, Team spirit,
Confidence of success,
Communication

Black et al. 2000

Fewer adversarial relationships,
Increased customer satisfaction

Case studies

Emsley, 2005

Time reduction, High quality,
Good safety

Chan et al. 2005

Improved relationship,
Communication, Better
productivity, Fewer disputes

Bayliss et al. 2004

Communication, Commitment

Vassie and Fuller, 2003

Improved relationships, Improved
communication, More responsive

Bresnen and Marshall, 2000

Time, cost, quality, design-
construct integration

Ellison and Miller, 1995

Saved the projects

Comparative studies with
many observations

Gransberg et al. 1999

Cost growth, time growth,
Improved project performance

Ruff et al. 1996

Budget and schedule

Larson, 1995

Controlling costs, Technical
performance, Satisfying customers

% Note that this is just an example and that thaarstdid not state this in their papers.



Even though most of these studies indicate thaheang shows most potential in
improving communication and the relationship bemvearties, these improvements
still cannot be shown to be the benefits of pamweras there are serious
shortcomings in the evaluations.

It is important to note that most of the authors tiee phraséenefits of partnering”
and not“effects of partnering” Using the former formulation it is assumed that
partnering is beneficial, whereas the latter fomtioh allows for possible negative
effects. It is vital when evaluating something écds on both positive and negative
effects. Based on this argument this paper delibgraises the terraffectsand not
the termbenefitswhen talking about the outcome of partnering. Tdhiange can be
interpreted as one aspect of putting into operatien request for a more critical
approach to partnering in Green (1999) and BreanenMarshall (2000).

4. Animproved assessment method
This section will present two approaches that Iftiife criteria formulated above and
that are possible to apply in the construction gtduin order to assess partnering. It
is argued that the suggested methods improve thsilplity of saying something
well-founded about the effect of partnering.

As will be argued in section 5, cost and qualitg déine interesting variables to
measure when evaluating partnering. The followinbsgctions will use cost as an
example of the dependent variable.

4.1 A quasi-experimental approach
The classical experiment starts with a set of pgopjects and then randomly divides
them into two groups/subsets. One of the groups geine kind of treatment (the
treatment group) but the other does not (the cbgtoup). Conclusions can be drawn
about whether the treatment had an effect or notdmypparing how the groups
develop. This is, according to Rossi (1989) andwed(1998), the theoretically most
rigorous way of doing an evaluation, accordingwaleation theory.

Often when wanting to evaluate some social progrararmpolicy, the evaluator does

not have the privilege of ex ante drawing randothisemples to compare. Instead the
treatment group is given from the perspective o tesearcher, as it appears
“naturally” in society. Under such circumstancess&la(1989) and Vedung (1998)

suggest that the quasi-experimental approachn be a suitable method for

evaluation. The task of the researcher is themtbds good a match as possible for
the predetermined treatment group. This match shibellas similar as possible in all

relevant independent variables except the one yani o study.

In a study about the effects of environmental fexcton children’s development, a
close case of an exact match is two identical twirad have been separated early,
where one has lived in one environment and therathanother environment. The
basic idea is to find a control group that is asnittal as possible to the given
treatment group in order to draw conclusions altbateffect of the programme or
policy. Hence, the prefix “quasi” comes from thetfthat the experimental group and

% Or natural experimentas it appears naturally.



the control group are not randomly chosen fromsidi@e population, i.e., it is not an
experiment in its purest form, but the aim is taneoas close as possible to the
situation in a random experiment.

In order to evaluate the effect of partnering ostedn the construction industry,

partnering projects (treatment group) must be foand then matched to as similar
non-partnering projects (control group) as possible matching should be based on
all relevant independent variables that might dféexsts in order to control for them.

Perfect matching is of course quite hard in the mles construction industry, but

Shadish et al. (2002) suggest two ways of redudirey ever-present problem of

differences in other respects. The matching proc#ssuld start with a broad

approach, and then narrow down the possible matchssd on general knowledge.
With only a few left, the focus should be on stadtel reliable variables in order to
come up with the best matches. It could, howeveralgued that finding relevant

independent variables should be prioritised beftata availability. One should not

settle for reliable and accessible data that ateemplanatory, the primary focus

should always be to find data on the important prestelent variables.

If the matching is done in a satisfactory way, shedy would fulfil the condition of
control for other affectingvariables. As in the example with the identical risyi
where difference between the siblings arises frédm énvironment, it can be
concluded in this case that the difference in aute@omes from partnering, since all
other affecting variables are the same in both#&&®en that the study is based on
reliable data, i.e., proper projects facts, thisdgt would also satisfy the first
condition, and it is obviously also a comparativalgsis.

Hence, a proper quasi-experimental study on thectsffof partnering satisfies all
three conditions for a good evaluation.

4.2 A statistical approach — regression analysis

Another way of satisfying the three conditions, whstudying the effects of
partnering on costs, is to apply a more traditiostaltistical approach. Instead of
finding a “completely” matching control group, difences between the partnering
projects and other projects are accepted, andiiegy here is to control instead for
the effects of the other factors by using statitiechniques. In its simplest form, a
linear regression model that fulfils the classitaéar model (CLM) assumptions
allows frequentist statistical inferences to bendrgsee e.g. Wooldridge, 2003).

More concretely, a general model is constructeth wériables explaining costs in a
construction project. If data for all these varesbare collected from a representative
sample of “all” construction projects, estimateshofv partnering affects costs are
found by looking at the coefficient for the dummuriable for partnering in the
regression equation. A result giving the effect pafrtnering, holding all other
variables constant, is then found. This meansttiganalysis hasontrolled for other
affecting variablesand that the specific effect of partnering cansodated. Just as in
all empirical analysis, the regression analysislireg good data on all the relevant
variables. As the material includes both partneang non-partnering projects, the
method also satisfies the condition of being a canafve study.



The effects of partnering have, to the author'svdedge, not yet been seriously
analysed by a method like the one described alddwe method requires a lot of data,
and the data needed are not very accessible icoteruction industry. Getting data
on actual costs, quality, etc would require a faesources and this might explain the
lack of statistical approaches for evaluating paity.

Regression analysis usually sets out to draw germaclusions concerning a
population by finding a sample and building a modeat fulfils the CLM
assumptions. This is, as argued above, very haattomplish in the construction
industry. Still, the method can give a lot of infation compared to the types of
studies that have been carried out so far. Theastequestion, in all empirical work,
is how much this information adds to current knalge, even if it is imperfect.

Given the current bulk of partnering evaluationse @an argue that the marginal
benefit of a regression analysis should be gretaten the marginal benefit of yet
another survey or case study assessing partnering.

4.3Which method to choose

Both methods above, if executed correctly, sattbfy stated conditions for good
evaluations, so the next question is which onehtmse in practice. An argument in
favour of the quasi-experimental approach is ti&t tegression analysis obtains
biased estimators when relevant independent vasabie omitted (Meyer, 1995).
This problem is due to data unavailability or bessathe variable is not considered,
but the complication does not disappear by chantfisgnethod. In order to make a
ceteris paribus conclusion with the quasi-experiaeapproach, the control group
has to be chosen based on the same variables aisicimeed to be included in the
regression model. If not, the effect of partneraomild, for example, be biased if the
costs in the control projects are influenced byaable not included in the partnering
projects. Hence the quasi-experiment faces the paoidem, as the researcher needs
to know the relevant variables and have data om iheorder to make a good match.

A valid argument in favour of the quasi-experimisrthat the problem of defining the
functional form of the regression model disappeatsreas the regression analysis is
a better way of handling large amounts of datarekity none of the methods are
perfect, which justifies their combined existen8ath approaches are needed in
order to form a rational belief about the effects partnering. Using Bayesian
terminology, one should use all the available daitd methods in order to update the
prior. Triangulation (Denzin, 1970) and mixed metbdCreswell, 2003) have come
up as a way to combine different approaches aral dat

5. What should be measured in order to evaluate proj ects success?

5.1 Cost and quality as key variables
The above section has suggested two methods thatirogrove partnering
evaluations, but the question remains as to whatildhbe seen as the relevant
outcome variables. This is usually answered by déBnition of project success,
which in most cases includes time, costs and quéditg. Gaddis, 1959; Barnes,
1988). These three measurements are also knowhedsoh Triangle (Atkinson,
1999), which suggests that they are equally importhis section opposes this view



and aims to show that costs and quality are thd mgmortant variables and that time
can be reduced to these two.

Basic economic theory describes value as
V =B-C, Q)

where V is value, B is benefits and C is costssT$ifurther developed into the utility
maximisation problem for the consumer

Max U =B -P, (2)
and the profit maximisation problem for the company

Max = = P-C, ®3)
wherer is profit and P is price.

Hence increasing benefits or decreasing costseseatlue in e.g. a construction
project. The interpretation of cost reductionstiaightforward, but what constitutes
an increase in benefits in not that obvious. Steh@égonomic theory captures this
using the utility functions of the households, whicsually represent ordinal
preferences over bundles of goods. Lancaster (18&®retised the bundle of goods
by expressing them as a set of characteristicsasgimes that consumers have
preferences over characteristics, fulfilling theialsassumptions about prefererices
in order to create well-behaved, concave utilitydiions over the characteristics. The
characteristics of goods consist of everything théitences the customer’s benefit
from the good. In a housing project, this couldhmevisual experience of the kitchen,
how soundproof the walls are, the surrounding atha, accessibility of public
transport, etc. Adopting Lancaster’s view enablesauexpress benefit in relation to
quality features. A better kitchen, a more soundpweall, a better surrounding area,
better connections to public transport are directynected to a higher benefit and
thereby to a higher utility.

This paper assumes that the quality of a projeasists of everything that influences
the customer’s utility, i.e., benefit.

4 Complete, reflexive, transitive, continuous, convand locally nonsatiated.
® In practice, sometimes higher quality refers tmsthing that in the future leads to lower costg, e.
for maintenance, but this is directly includedlie tosts here.

10



So, lowering cost or increasing some charactenstiuded in quality creates value,
according to equation 1. However, not only the sizB and C but also timing affects

value, as a discount factor has to be includehencilculation of benefits and costs.
As argued in Gardiner and Stewart (2000), a roaldiibg project is an investment

and can be described by a standard cash-flow masiéh, figure 1.

Figure 1. The cash-flow model of aroad-building project conducted

1
! »

| FT Time
Project
finished

A road-building project consists of costs (boldigure 1) and net benefits related to
quality (dotted in figure 1), which are discouniadorder to get a net present value.
Again, to increase value, according to equatioto$t can be decreased or the quality
characteristics of the road can be increased, a.enore even road surface, better
safety, nicer rest areas, etc. Time is a variatde affects the net present value if
benefits come earlier in relation to cotdowever, time is not interesting in itself,
because it does not create any value if it doesafiett the net present value of the
costs and benefits. If, for example, one sub-cetdrais five weeks ahead of
schedule, but his colleague, working on an indepehdssignment, is following the
schedule the first contractor’'s good work is unimtgot.

Evaluating partnering from this perspective basjcaheans asking the question
whether partnering leads to a higher net presenevilnan non-partnering projects.
This can be caused by lower costs, higher quatigking the cost come later or the
benefits sooner.

Time cannot be assigned the same importance asocagtality, since it is only
interesting if it affects either of these. Projsatcess should be defined by cost and
quality, with time as a dimension of these two.

Instead of subtracting time from project succes#;es have been raised suggesting
that the three measurements are not enough anthth&ey Performance Indicators
(KPI) schemes have to be added (see e.g. Atkiri€#9; Crane et al., 1999; Dainty
et al., 2003).

There is some truth in that statement and alsotilma is important, but not in the
way that it is put forward in these articles. Thgroved schemes include KPlIs like
end-user satisfaction, participant satisfactionispeal development, information
guality, etc., as important things to measure deoto evaluate whether the project is
a success or not. It can, however, be questionetheha project is successful if cost
and quality are deficient, but participation sattifon, personal development and

B

represents net benefits per year.

j + BO , Where r is the interest rate, n is the numbseafs and B
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information quality have gone through the roof he tparticipation survey. An
argument could be made that cost and quality ateth® most important aspects,
however, projects that do not perform well in ternfscost and quality are not
sustainable in the long run.

There is a point in using the extended KPIs asntiatieindicators of cost and quality.
However, just like time, they are not interestinghemselves but information about
KPI might be useful for understanding what happeandte project.

5.2Measuring cost, quality and time
One important thing in measuring cost and qualithat the figures are comparable
between the projects, i.e., that they include #rmaesthings. This means that the data
need to be scrutinised carefully in order to ev@uahether the material is
comparable. One has to get into the “nitty gritb§"the projects, and not just rely on
reported figures.

Cost
Cost should be measured as the real cost of pliodudte., the sum of wages,
materials, machinery, etc and additional work matuded in the original contract. A
distinction can be made between cost and price.lim@eavith public clients
representing taxpayers it might be suitable to thee final price, i.e., the final
payment to the contractor, when comparing two [gtsje

The important thing is to define costs in the savag in all projects and relate costs
to relevant variables, e.g., cost per kilometraazd, in order to make the figures
comparable.

It should be stressed that the final payment froendiient should represent the costs
in a project and not the contract amount (contpaicte). Often the contracted price

does not represent the “real” cost and it wouldMpeng to assume, especially with

few observations, that the market is efficient. Emample, if a contractor dumps the
price in order to win the contract it could be ti@se that the final cost will be higher
in this project than in a project with a slightligher price. This problem grows when

the project becomes more complex since the redl isothen harder to estimate.

Bajari et al. (2006) have shown that additionaltsas the construction industry are

around ten percent of the initial contract amountwerage. In reality the real costs
are not available and the remaining alternativi® iocus on what the client pays in

the different projects.

Quality
Measuring quality is slightly harder than measuriomsts, but there are some
common perceptions of what constitutes adequatétyim a construction project.
When measuring quality it is in practice necessaryse indicators like faults found
in reviews, results from random inspections, etc.

A definition of quality often used in the constiioct industry sees it as the degree of
conformity to requirements or specifications in ttoatract (e.g. Crosby, 1979). This
definition does not say anything about the absdixel of quality, which should be
the interesting measurement when comparing projéatsuld be wrong to conclude
in favour of one project compared to another camogr quality just because it

12



fulfilled the stated requirements, since the othesject might have had a higher
initial quality requirement for the same cost.

In comparison with measuring costs, small diffeemnbetween projects can be hard
to extract. The important thing is to compare ptgewith similar quality
requirements and to use indicators to measureuhlgtylevel delivered.

Time
Again, it is important to be clear on how start amwinpletion dates are defined in
order to compare the projects. Defining time astmgéhe schedule presupposes that
a deviation always affects the net present value.

5.3Complementary indicators
As it will be difficult to carry out the measurentesf cost and quality, for reasons
discussed above, various indicators of these causbd. The indicators should be
seen as things to study in order to form an opiminrcosts or quality in a project. It
is suggested that contract flexibility, additiomabrk and disputes are the type of
indicators that are more observable and usuallg laaveffect on cost and quality.

1. Contract flexibility

Since contracts cannot be complete and construptigjects are complex, a realistic
assumption is that new information will arise dgria project. New information is
defined as information not available ex ante, net, regulated in the contract. The
new information could then be seen as either enumge e.g. better solutions not
thought of ex ante, or as exogenous, e.g. newrostances that give rise to potential
pareto-sanctioned improvements. In both types o#v naformation a closer
relationship between client and contractor is jikid lead to more flexibility as it
facilitates finding the most efficient solution aamming both quality and cost
(Nystrom, 2007).

In order to assess the degree of contract fleybilh construction projects, e.g.
concrete efficiency improvements, it is recommentbedtudy what is discussed and
decided at the project’s site meetings.

2. Additional work

Additional work is often contractor-initiated besauof shortcomings in the tendering
documents. Such work is unexpected and therefgrereskve for the client, who has
a weak bargaining position in these situations.afgé amount of additional work

could also indicate further flaws in the contrdtthe contractor is taking advantage
of every opportunity for additional work, it couiddicate that the initial bid was too

low and that the contractor needs to make up fer which also might have an effect
on the quality. This is not always the case, bturther analysis of additional work

might sometimes be justified in order to understguality and cost better.

3. Disputes
It has been said that partnering emerged as a wagvoid expensive litigation
(Larson, 1995). However, disputes do not have @ @min court and are to some
degree present in every construction project (Rjrir#99). Studying disputes could,
however, give further information about the climatethe projects, e.g. whether
disputes are handled smoothly or if they delayptiogect.
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5.4 Another aspect that creates value

This paper follows an economist’s tradition of défg value in terms of quality and
cost. However, there might be other dimensionsvaluating partnering. Partnering
might be justified even if there are no signific@ositive effects on cost or quality.
There might be effects in other dimensions. The diste construction industry is
facing a situation where a lot of people are negjyiand partnering has been
advocated as a way to attract young people intoirldestry (Kadefors, 2002;
Gransberg et al. 1999). It has been argued thatgeyupeople have been sceptical
about the construction industry because of theileostmosphere between different
parties and the lack of open and constructive dision between the parties.

Most of the partnering literature has argued, h@xethat partnering has an effect on
cost and quality and, from an economic point ofwithese are the crucial variables,
which justifies focusing on these variables in waleation.

6. Conclusion
This paper has exposed weaknesses in the bulkrafntypartnering evaluations and
provided suggestions for improved methods. Thréer@ for good evaluations were
formulated:

1. Based on project facts

2. Comparative analysis

3. Control for other variables that might affectammes

It was then argued that regression analysis andhai-g@xperimental approach, based
on project data, are more well-founded method¥@auating partnering. Both have
an explicitly comparative perspective and handégiroblem of controlling for other
independent variables when measuring the effegadhering on cost and quality.

Looking at cost and quality is the most importdning since they create value, while
time should be included if it affects the net prgsealue of the project. More
observable indicators are often required since evaipe data on cost and quality can
be hard to find. Examples of such indicators ametremt flexibility, the amount of
additional work and how many disputes there were.

It should also be acknowledged that partnering Ioreer perspective might have
some secondary effects besides on cost and qudliyse effects are even more
intangible and can be, for example, to improveithage of the sector and make the
industry more attractive to young people. How tmduct a study to identify such

effects has not been addressed in this paper.
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A quasi-experimental evaluation of partnering - 558 site meeting minutes from
10 compar able proj ects?

Abstract

558 site-meeting minutes from 20 projects have lselysed to extract differences
between partnering and non-partnering projects ewmieg cost and quality, where
time delays, the amount of disputes, financial onie and contract flexibility have
been used as indicators. In order to find the umigftect of partnering and control for
other affecting variables a quasi-experimental @atadn has been carried out. This
approach strives to match partnering projects vwd#éntical non-partnering projects
on every relevant variable except partnering. Bing to provide more tangible data
and an improved structure, this study can be ssereaction to the criticisms of
earlier empirical evaluations. The paper has pustied frontier for partnering
evaluations forward concerning method and datasysétematic or general trends can
be seen in the material. The result casts a shaslemthe positive results from earlier
evaluations and suggests that the main contributiopartnering might lie in its
intangible effects. Partnering can be seen as $wngethat is intended to improve the
general perception of a construction industry, @datation of a will to change.

" I would like to thank Hans Lind and Olof Netzedr fvaluable comments and the people that provided
the data. | am very grateful for the financial soprom SBUF, the Swedish National Road
Administration, the Swedish National Rail Adminéion (Banverket) through CDU and The Ake and
Greta Lisshed Foundation.



1. Introduction
The concept of partnering in the construction indubas, since the Latham report
(1994), been a topic of discussion both in thermss press and in academic circles.
Evaluations of the use of partnering most oftericai® good outcomes concerning
cost, quality and time. The majority of these stsdare made in a similar manner,
and a number of authors have questioned the qualityneutrality of the evaluations
(e.g. Green, 1999; Bresnen and Marshall, 2000;&mes2007).

In Nystrom (2006) there is a systematic discussibout what should characterise a
good evaluation of partnering and how the methgde/tich partnering is evaluated
can be improved. The study concludes that thers@ree fundamental shortcomings
in almost all partnering evaluations. Case studies difficult to generalise,
guestionnaire results focusing only on partneringjgets have a problem with the
respondents’ self-justification and there is in éwaluations a lack of a comparative
analysis that is needed for drawing conclusionsutbite effects of partnering. The
study does not dismiss case studies and questierasiscientific tools but makes an
argument that the quasi-experiment is more suitdbte evaluating partnering,
because of the systematic comparative approachotdrat for other factors.
Moreover, the marginal benefit of a quasi-experitakstudy of partnering should be
high silnce, to the author's knowledge, only oneilsinstudy has been carried out
before.

This paper presents an evaluation of the effectpastnering in Swedish public
construction works that fulfils the conditions Bbgood evaluation that is presented in
(Nystrom, 2006) by using a quasi-experimental apgino The contribution is not
only an increase in knowledge of partnering’s dfféat also on the methodological
level about the feasibility of using a quasi-expemtal approach.

The paper starts with a representation of the egwgserimental approach and a
general description of the data used in the evalmatSection 4 clarifies how
partnering is defined in this paper and describesvbich grounds the projects was
selected. The matches, the twin projects, are phesented in section 5 and the result
from the analysis of the project data can be fowndection 6. The analysis of the
results is presented in section 7 and section gagwnthe final conclusions.

2. Thequas experiment

The classical experiment starts with a set of peopjects and then randomly divides
them into two groups (subsets). One group gets dantkof treatment (experiment

group) but the other group does not (control gro@mnclusions about the effect of
the treatment are drawn by comparing what happettsei experiment group and the
control group. This is according to Rossi (1989 thost prominent way of doing

evaluation. The random selection to the experinagt control groups is a way of
controlling for differences between the groups tméght affect what happens with

the group. By controlling for these it can be maanvincingly argued that an

observed difference is related to the treatment.

L A similar study was conducted by Daigle and Toy(f898) but without explicit matching.



When wanting to evaluate some social programme alicyp the evaluator does

usually not have the privilege of randomly admiithg some kind of treatment. In

this case it would be to randomly select in whialojgcts partnering should be
implemented and in which more traditional forms wddobe used. Instead the
“treatment group” is given, as it appears “natyfalh society. For some reason
partnering is introduced in some projects. Undeséhcircumstances Rossi (1989)
suggests that the quasi-experiment is suitable. problem is then to find the best
possible match to the predetermined treatment gretach should be as similar as
possible in all relevant dimensions except the esih@t one wants to study.

The central difference between an experiment amuabai-experiment is that the latter
uses matching instead of random sampling when raristg the control and the
treatment group (Vedung, 1998).

The partnering projects that is evaluated in thigly were pre-determined, which
means that a quasi-experimental design of the atialu was needed in order to
satisfy the conditions argued for in Nystrom (2006)

3. Data collection

The list of partnering projects analysed in thisdgt was taken from Nystrom

(2005a), in which the tendering stage of 18 pamigeprojects were studied. The
number of partnering projects was extended to 22utih contacts with a number a
people in the industry, and it is likely that m&stedish publicly procured partnering
projects during recent years in the constructiodustry have been investigated.
However, twelve of these projects had to be exdufte the following reasons.

Three were not completed (3), in two cases it wasponssible to find a similar non-
partnering project (2) and in seven cases theydcool provide enough data (7).

With 10 remaining partnering projects the processfimding comparable non-

partnering projects started. This was done by otinx well-informed people,

searching the Internet and going through literaterg. project lists from various
clients. During the search procedure the manadetrgeqartnering projects were not
asked directly about possible matches, in orderetuce the risk of a biased
selection. This was successfully avoided in alltiugt matches.

Tendering documerftsfor all projects were collected and studied conitey the
matching variables (see below) in order to check the partnering and the non-
partnering projects were comparable.

Since the study includes several client organisatithe material available to analyse
differed between the projects. The strategy wagotms on finding site-meeting
minutes, which give a good picture of how the prbjprogresses. Site-meeting
minutes could also be seen as an easier way ohgeé&presentative data compared
to interviews and questionnaires. Contracts, ecacedimutcomes, different forms of
outcome reports, e.g. final inspections and revjevese also gathered. The data from
the projects also includes, when available, extemraject reports, customer
satisfaction surveys, and a transcribed intervimmedby another researcher. The

% The tendering documents are the documents thaifiieact is procured on, also known as the
contract specifications, contracting-, procurementnquiry documents.



author had the opportunity to participate at sitetmgs in three partnering projects.
At three other partnering projects interviews with client were carried out.

In summary, the data gathering focused on collgaite-meeting minutes, but used
all interesting material that could be found. Adirpes involved were contacted and
no energy was spared in order to get relevantnmition on each project.

4. Matching variables

4.1 The definition of partnering
A critical question in any evaluation of partneriisgto identify what differentiates
partnering projects from non-partnering projectsanyl evaluations are problematic
because they do not identify partnering projectex ante information. Identifying
partnering ex post makes it possible for a pameenthusiast to wave off negative
results from the evaluation by arguing that thejemb studied were not “proper
partnering”. As the project was not a successutcoot have been a real partnering
project. To avoid this problem a partnering projecthis study was defined as a
project where partnering/partnership/collaborattorsomething similar is mentioned
in the tendering documents.

Adopting this approach creates another problenhefgartnering projects not being
carried out differently than traditional projecise., not incorporating partnering
components. The conditions in the tendering migithave been followed. This will
be controlled for when getting information about firojects and in the analysis the
projects will be grouped in relation to the paringiflower (Nystrém, 2005b).

Partnering is here seen as a “thing” rather thaliseourse, which is too vague and
imprecise in order to base the definition on exeantormation.

4.2Variables
There are many variables and circumstances thattafie outcome of a construction
project, which makes it hard to extract the speafiect of partnering. In order to do
this other affecting variables need to be contdofier. The control variables were
chosen before the search for a project match veatedtand the ambition was to find
matches that were similar in the following respetise following control variables
were used.

4.2.1 Procured according to the Act on Public Prexient
All clients in this study are publicly owned erddi which are the Swedish Road
Administration (SRA), the Swedish Rail Administati (Banverket), municipalities
and publicly owned housing companies. These estfitie subject to the act of public
procurement entailing that all projects in thisdstwere publicly procured.

4.2.2 Type of project
Projects were first divided into maintenance andsitag projects. The projects within
the same match needed to be of the same type aolded in the same line of work.
A deeper analysis concerning the type of work wis® aequired since projects
differed within these two broad categories. Alltloé matches also took into account

% The Act (SFS 1992:1528) on Public Procurement



size, measured both in physical size (e.g. lenftioads, number of apartments etc)
and in monetary terms.

Maintenance was divided into four subcategorisai;, road-, real estate- and water
supply and sewerage maintenance. Traffic load wamportant variable for the rail-
and road projects.

Regarding housing projects the “twins” should imeothe same type e.g. apartments
or terrace housing etc.

4.2.3 Type of specifications

The Swedish construction industry has two kindgyeheric conditions facilitating
contracting. ABT and AP support design-and-build-contracts and presceptiv
contracting, respectively. These conditions camdberred to in the contract, which
means that a number of things are regulated auicaiist These general contract
specifications are developed and accepted by bdibnte and contractors
organisations. ABFF is specifications especiallyvaleped for real estate
maintenance.

In design-and-build type of contracting, the coctiva has the responsibility for both
designing and delivering, while with the prescuiptitype of specification, the client
has responsibility for design and the contractar darrying out the work. This is

important for the matching of housing projects eirthe prerequisites differ a lot
between these types of specifications. However,'dlesign” stage is not as evident
in maintenance projects, which means that the eypecification does not affect the
prerequisites so much in practice.

Hence, the matching was based on having the sgmeedtyspecifications especially
concerning housing projects.

4.2.4 Type of contract

It is safe to say that monetary incentives ardylike have an effect on the outcome of
a project. In general there are three differenttreanh forms; cost-plus contracts-,
fixed price contracts and contracts with incentiased on target costs (McAfee and
McMillan, 1987). However, there is a tendency ia tonstruction industry to misuse
these terms. For example, it is not unusual tratehdering documents and the offer
price are based on a list of quantities, which loarexpressed in e.g. kilometres road
that needs ditching or the number of signs thatdsedeaning per year. These
guantities are priced by the contractor and sumtoeal total price for the contract.
Some of the quantities are usually adjustable, wihieans that the actual quantities
can differ from the ones in the tendering docun@erd what looks like a fixed price
contract is not a fixed price in the full sensela# word, but primarily a fixed price
list. The actual payment will depend on how therjities are determined during the
project time. This study will look into how the pagnt schemes were organised in
each project in order to make the match.

* General conditions of contract for building, cieitgineering and installation work performed on a
package deal basis. Translation taken from The @aign Contracts Committee.

> General conditions of contract for building, ciefigineering and installation work. Translatioretak
from The Construction Contracts Committee.



4.2.5 Contractor and client size
The contractor market in Sweden generally consisf®ur nationwide firms and a
number of small regional ones. Contractor size iespilifferent opportunities for the
project managers e.g. because larger financialuress makes it possible to take
more risk. This is why it is important to contrarfthis variable. The size of the
clients does also provide different opportunitiesy. in terms of bargaining power,
and all the matching project in this study had caraple client organisations.

4.2.6 Geographical closeness
Most types of empirical studies have the problemcontrolling for all relevant
variables. One way of facilitating this is to cheantrol variables that can cover a
number of circumstances that otherwise would bel har control for. Matching
projects according to geographical closeness te&esof many general variables that
might affect the outcome, for example weather ciors. Geographical closeness
was interpreted as being in the same Swedish region

4.3 Summary of the matching variables

The above variables could not be fulfilled in aktches, with contract type being the
most serious problem. Most partnering projects usmte version of a target cost
contract, and it was hard to find traditional potgethat used this type of contract.
The traditional projects mostly used some versibra dixed price contract. This
means the comparison in the end concerns partngmagpcts with target cost
contracts and non-partnering projects with (modily@d price contracts. It will not
be possible to formally separate the role of pairigefrom the role of the target cost
contract.

Two matches have a problem with the projects bgewpraphically separated and in
another project similar types of contractors coutd be found, hence one national
contractor and one regional.

In closure, it can be said that 10 matches weradauhere both twin projects were
publicly procured according to the Swedish publiocgurement act, consisted of the
same type of work, had the same type of specifindti were comparable in size and
had the comparable clients and contractors. Thehimat had shortcomings, but the
database provides an improved foundation to ewalpattnering compared to earlier
evaluations.

® Except in one maintenance project



5. Matching projects
This section will give data on the twin projectsncerning the matching variables
described above and also provide some additionatriggive information. The
differences in table’s headings have to do withitbterogeneity of the database.

Match 1, Road maintenance

In 1992, the SRA separated their production unid axposed it to private
competition. Both contractors in this match beldaghe SRA production unit, but
they had to compete with private companies for ¢batracts. The projects are
geographically adjacent and have the same projanager on the client side.

Table 1. Descriptive data of match 1

Partnering . .
project Non-partnering project

Contract start 2003.09 2001.09
Contract duration 3+3 6
Type of specifications ABT ABT
Type of contactor National National
Type of contract Target cost Fixed price
Ac_ij_ustable guantities of 31 % 73 0%
initial contract amount
Initial contract amount (SEK) 63 368 581 113932 60
Number of bidders 5 3
Road length 790 km 620 km

The contract in the partnering project was 3 yédang with an option for another
three years, described as 3+3 in table 1. Paymastregulated by target cost with an
incentive. A deviation from the target cost wast$g/50 between the client and the
contractor. The non-partnering project had a figede, but 73 percent of the initial
contract amount had adjustable quantities (see eboWinter maintenance
constitutes around 50 percent of the contract smdnhthis was non-adjustable in the
partnering contract, which explains the large défee in adjustable quantities.

Match 2, Road maintenance

Just like the above match, these projects are gpbgrally adjacent and have the
same contractor companies, and the local units dlbymbelong to the same
organisation.

Table 2. Descriptive data of match 2

Partnering Non-partnering
pr oj ect pr oj ect

Contract start 2001.09 2000.09
Contract duration 3 4+2
Type of specifications ABT ABT
Type of contactor National National
Type of contract Target cost Fixed price
Road length 880 km 1248 km

The partnering project was procured in 2001, ansl after one year renegotiated to a
partnering project. Payment was structured in Hreesway as above but the client
takes 70 percent of the risk. Winter maintenancéh@ non-partnering project had
adjustable quantities, while this was non-adjustablthe partnering project. Exact
figures on the amount of adjustable quantities amdt be found. The adjustable



winter maintenance in the non-partnering projedidates a larger total amount of
adjustable quantities.

Match 3, Rail maintenance

Banverket has the same type of arrangement as 8RAa separated production unit
competing on the market for maintenance contrddts. partnering contractor in this
match belongs to Banverket, but in the non-panmwgeproject the contractor is a
private company. Both projects are geographicddigecand had comparable type and
amount of traffic.

Table 3. Descriptive data of match 3

Partnering project  Non-partnering project

Contract start 2003.05 2002.05
Contract duration 5+2 3+1

Type of specifications AB AB

Type of contactor National National
Type of contract Target cost Fixed price

Adjustable guantities of

e 30% 46%

initial contract amount

Number of bidders 4 6

Initial contract amount 53 067 385 29 698 940
Rail length 205 km 120 km
Type of traffic Mostly goods trains Mostly goodaitrs
Evaluations of bids 60% price 50 % price

The partnering project had a target cost with aemtive to regulate payment. This
incentive was also related to the partnering gokilsall goals were fulfilled, a
deviation from the target cost would result in &3 sharing. However, if the
partnering goals were not fulfilled the percentdgeribution would change, making
it a 60/40 split in the client’s favour. Ending bplow the target cost would give the
client 60 % of the cost reduction if the partnergmpls were not fulfiled. Hence,
monetary incentives were connected to the partgeoals.

Match 4, Rail maintenance

The matching variable of geographical closenessdcoot be satisfied in this case.
More weight was put on finding a comparable proyeith respect to project type and
amount of traffic. The partnering contractor wagriwate company and Banverket's
production unit won the tendering for the non-paritmy project.

Table 4. Descriptive data of match 4

Partnering project  Non-partnering project

Contract start 2004.05 2004.04
Contract duration 5+2 3+2

Type of specifications ABT ABT

Type of contactor National National
Type of contract Target cost Fixed price

Adjustable quantities of

o 21% 28%

initial contract amount

Number of bidders 5 4

Initial contract amount 111 621 030 74 163 100
Rail length 295 km 270 km
Type of traffic Mostly goods trains Mostly goodaitrs
Evaluations of bids 70% price 50 % price




The target cost arrangement was the same as ihBaie., if the partnering goals
were not met, the sharing factor was changed 06V favour of the client.

Match 5, Road maintenance

The projects are both located in the Stockholmoregind handled the same kind of
traffic. Park maintenance was also included in ghetnering contract but this was
only a small part of the contract.

Tableb. Descriptive data of match 5

Partneringproject  Non-partnering project

Contract start 2001.10 2002.07
Contract duration 5+2 3+2

Type of specifications ABFF AB

Type of contactor National Regional
Type of contract Fixed price* Fixed price***
Evaluations of bids 95 % price** 81 % price**
Road length 170 km 140 km

* with client sharing of savings below target prisee below)

** the soft parameters were transformed into a mmaxn fixed value in relation to the price. The
percentage figure in table 5 is an approxichatdue.

*** 30 percent of the number of quantities in th# bf quantities is adjustable

A simplified description of the payment scheme lwe fpartnering project can be
illustrated by separating the parts concerningvesiments and maintenance. The
reinvestments in the roads were regulated by alfpce and the maintenance was
described as having a “target cost with incentivéstieviation below the target cost
is shared 50/50, while the contractor takes thelevhost increase if the cost is above
target. This is described as fixed price with diigimaring of savings in table 5.

A renegotiation of the target cost was conductexh gaar based on eventual changes
in relevant circumstances. The idea was that thestments would improve the
status of the roads in a way that less acute mant®= was needed. Status
improvement by the investments would constitute ngea circumstances in
comparison with the preceding year and the targgtwould be lowered.

There was a difference concerning the type of $ipatibns in this match. This
problem is, as mentioned above, not so severe &mtenance and both projects were
in reality based on performance contracting, whiicbhoth cases entailed contractual
deviations from the general specifications.
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Match 6, Municipal housing maintenance

The projects in this match are geographically sapdr but are both situated in
expanding regions in Sweden.

Table 6. Descriptive data of match 6

Partneringproject  Non-partnering project

Contract start 2001.10 2002.01
Contract duration 5+2 3+2

Type of specifications ABFF ABFF
Type of contactor Regional Regional
Type of contract Fixed price* Fixed price***
Number of bidders 5 7
Evaluations of bids 95 % price** 70 % price
Area in square metres 259 650 113 000

* with client sharing of savings below target prisee match 5)

** the soft parameters were transformed into a maxn fixed value, which was 95 % in relation to
the winning bid

*** with a part paid by cost plus arrangement

The fixed price arrangement in the partnering prioyeas the same as in match 5, and
both contracts were based on performance desariptio

Match 7, Water supply and sewer age maintenance

The projects are both located in the suburbs ofkbtmim and the contractor is the
same for both projects.

Table 7. Descriptive data of match 7

Partneringproject  Non-partnering project

Contract start 2002.01 2004.05
Contract duration 9+2 3+2

Type of specifications ABFF AB

Type of contactor Regional Regional
Type of contract Fixed price* Cost plus
Initial contract amount 23 530 000 7 096 630

* with client sharing of savings below target prisee match 5)
The fixed price arrangement in the partnering @iojeas the same as in match 5 and

the non-partnering project was based on fixed prideut all quantities were
adjustable.
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Match 8, Road maintenance

The municipalities in this match are geographicaélparated. Tendering and the day-
to-day activities in the partnering project are handled directly by the municipality
but by a company that is owned by the municipalitye difference between the two
client organisations is not important and doesimetfere with this matching.

Table 8. Descriptive data of match 8

Partnering . .
project Non-partnering proj ect

Contract start 1999.06 2004.04
Contract duration 5+2 3+2
Type of specifications ABT AB
Type of contactor National National
Type of contract Fixed price* Cost plus
Initial contract amount (SEK) 11 072 380 20 572 740

* with client sharing of savings below target prisee below)

The tendering documents for the partnering projeduded five separate contracts,
concerning maintenance of roads, water and sewetiageéharbour, parks and some
small boats. This analysis will only look at the@domaintenance contract.

The payment scheme in the tendering documents hi@rpartnering project was
described as a “target cost with incentives” foutacand day-to-day maintenance.
This is expressed as a fixed price with clientgialgan table 8. If the costs ended up
below the target cost the gain was divided 30/70famour of the contractor.
Reinvestments were also included in the contralcgresthe client stated a maximum
amount of orders per year. These jobs were regutatea cost plus scheme. The non-
partnering project was based on fixed prices, bufumntities were adjustable.

Match 9, Flats

These projects are geographically separated bhtdmstcern expanding cities of
similar size.

Table 9. Descriptive data of match 9

Partnering . .
project Non-partnering proj ect

Tendering 2003.09 2003.05
Start of construction 2004.06 2003.09
Type of specifications ABT ABT
Contractor National National
Type of contract Cost plus Fixed price
Number of bidders 3 5
Initial contract amount (SEK) Non existent 37 1800
Evaluation of bids Only soft Only price
Number of apartments 76 56
Total living area in square 5139 3344

metre

* with a fixed part (see below)

Evaluation of the tenders in the partnering proyeas only based on soft parameters.
The tendering documents required the contractdeseribe their company from four
different perspectives: organisation, general @jaations, way of working and a
description of success factors to a project. Thdgbtiwas developed together by the

12



client and the contractor, since no price was éedig in the tendering process. This
budget constituted a base for the payment schechevas settled with roughly 80 %
of the design completed. A fixed payment was theterined for the contractor,
including administrative cost and some profit. Tést of the project was run as a cost
plus contract.

Match 10, Flats

The projects in this match can be derived to theeseegion of Sweden, located in
Southern Sweden.

Table 10. Descriptive data of match 10

Partnering . .
project Non-partnering proj ect

Start of construction 2000.10 2001.05
Type of specifications ABT ABT
Contractor National National
Type of contract Cost plus* Fixed price
Initial contract amount (SEK) 44 520 000 22 70000
Number of apartments 54 34
Total living area in square 37465 2133

metre

* with a fixed amount

Both projects are built in the central areas ofdtgdsize towns and have standard
specifications and contracts.

6. Are there any differences between partnering and non-
partnering projects?

This section will report the outcome of the 10 palescribed above. The analysis is
based on the arguments in Nystrom (2006), whichesan argument for cost and
quality as the definition of project success. Hoerewt is noticed that these
measurements are hard to observe and compare.fdieeréhe strategy when going
through the data was focused on variables of ticogtract flexibility, additional
work and disputes (Nystrém, 2006).

Most projects did provide the financial outcome birice organisations define and
report costs in different ways it was hard to makeexact comparison. The strategy
was to remove everything but the contractors’ iogei to the client for
building/maintenance and for additional work in @rdo make a comparison. This
excludes government subsides, overheads, insuramckgost, etc.

In this study the variable of contract flexibililgcludes improvements on the initial
contact. No quantitative data on additional workildobe found in any of the cases
studied.

Since the material is heterogeneous, the analysigach match will start by
describing the data that the analysis was based on.
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Match 1, Road maintenance

The material from the two projects consists of 7Aiutes from site meetings, where

34 were from the partnering project. The clientsjgct manager, who was the same
person for both projects, had written both setsmfiutes. This meant that the

meetings were structured in a similar way for bglojects, with paragraphs

discussing how the work developed, keeping tracthefbudget and quality matters.

Tendering documents, the contract and the econoutaome were collected for both

projects. Two internal reviews were gathered and partnering meetings were

attended.

Results

The partnering project developed comprehensivesgoahcerning cost efficiency,
improved quality, improved customer satisfactianpioved road safety and lower
environmental impact. These goals were broken dmim intermediate goals and
action plans. This document was updated at eatchgvarg meeting. The model used
to develop the goals was influenced by Stephent®86|. Initially there were some
problems with getting started on the partneringgaad it took 6 months before the
first partnering meeting was held. This meeting atxluded a presentation of the
partnering concept by an external per§on.

The site meeting minutes indicate that there weoelyctive discussions concerning
improvement of maintenance in the partnering ptojé€his led to some changes in
the contract. The frequency of inspections wasaedlby 3 days, which can be seen
as a deterioration of the procured quality. Howewpgrading two roads to a higher
level of inspection can be seen as a way of congtiggsfor this. There was also a
deterioration in ditch clearing, which was compéedafor by adjusting the target
cost downwards. This renegotiation was the redué common view of a too-high
standard of ditch clearing on some small roads.bAg parties agreed to these
changes they could be interpreted as leading itartuse of resources.

Concerning innovation, a new dust-retaining ageas Wwied with a good outcome.
The investment cost of 30 000 SEK was shared. Tivere also tests with warm-
water sanding and a subcontractor made a propositocerning the use of a new
snowplough.

A direct outcome of the partnering goals was theisien to hold a spring meeting
analysing snow clearance from the past winter whtbse subcontractors involved.
However, some of the ideas that came out of thin@ang goals can be considered
more or less routine matters. Revision of the pfangloughing each year was, for
example, also carried out in the non-partneringegto

Discussions about finding improved ways of condwgtinaintenance could not be
found as frequently in the non-partnering minutéswever, the same kind of plough
as mentioned above was also introduced on onecplarly troubled section within
the area of the non-partnering project. This coss$ Wworne by the client. The most
frequent type of dialogue in the non-partneringjgebconcerned contractor-initiated
enquiries about needing more money to fulfil oligas.

" The author of this paper.
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In the partnering project there were regular mestiwith a road-user committee, but
no results from theses meetings were recordeckigith meeting minutes.

The contractor in the non-partnering project wasdited with effective handling of
public complaints on more than one occasion irstteemeeting minutes.

Table 11 depicts the economic outcome for the ptsjehese figures are the amount
that the contractor was paid, i.e., the actual tmshe client. The projects differed
concerning regulated quantities of winter maint@eanwhich factor has been
excluded in order to make a comparison possible.

Table 11. Real payment in SEK to contractor per km road (excluding winter maintenance)

2004 2005 2006
Partnering project 12 549 10 004 11 802
Non-partnering project 15527 17 075 15 960

These figures show that the partnering project etesaper. As mentioned above the
partnering project had a target cost. The econoesult was below the target cost in
the second year and the client's saving was reied@s maintenance in the area.

Conclusion

The analysed material indicates that there wereermaonstructive type of dialogues
concerning improvements in the partnering proj@ttese discussions led to some
tests of new ideas with positive results. The paiy project showed signs of
flexibility with contract amounts renegotiated intb directions. It can be seen that
none of the contractors delivered an exceptionadlyr level of quality, which would
have been indicated by the site meeting minutes.

The economic outcome was better in the partneringjept and the general
conclusion from the analysed material concerning ttomparison was that the
outcome is in favour of the partnering project.

Match 2, Road maintenance

The data in this comparison consist of the minoteg9 site meetings; 32 from the
partnering project. Tendering documents, the cohtaad economic outcome were
also gathered for both projects. The author attemade partnering meeting.

Results

The partnering project used the same goal modepff@nhson, 1996) as in match 1.
Comprehensive goals were developed with a parméaicilitator and concerned cost
efficiency, improved quality, improved customer isaiction and improved road

safety.

The site meeting minutes indicate that there wereremdiscussions about
improvements in the partnering project comparedh® non-partnering minutes.
Improvements were a standing topic on the agenttaaetive discussions. However,
the minutes do not indicate that more actual impnoents were made in the
partnering project. Both projects tried new idehgsvarmwater sanding with positive
outcome and experimented with different grader édad\ subcontractor in the non-
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partnering project presented an accessory to thegplthat handled the removal of
snow better, and this was tested with a good reShi partnering project developed
a new way of washing street signs.

Communication with the subcontractors, the induatrgl the public was indicated to
have been more structured in the partnering profadbcontractors participated more
frequently in the site meetings and both the inguahd the public were invited to

“dialogue meetings”. An Internet site was also tzdawith a forum concerning road

issues. No results from these meetings were redondkhe minutes, however.

Table 12 shows the financial outcome of the prgject

Table 12. Real payment in SEK to contractor per km road (including winter maintenance)

2002 2003 2004
Partnering project 19 545 21 006 22 549
Non-partnering project 22 763 20 720 22 530

The figures are slightly in favour of the partneriproject, which had an incentive
scheme with a target cost. This cost was excead@002 by 5.4 percent but ended
up below the target in the following two years: By percent in 2003 and by 15
percent in 2004. The client’'s savings were reiregsh the project and there was an
agreement between client and contractor on howetheurces should be used.

Conclusion

Despite the fact that there was more frequent dson of improvements in the
partnering project this did not lead to more reedrefficiency-enhancing activities.
Both projects indicated a willingness to try newad and showed flexibility in their
way of working. No recorded problems with qualigncbe observed in either of the
projects.

Based on the economic outcome and the good comatioricwith the public, the
general conclusion on the projects is somewhadvoudr of the partnering project.

Match 3, Rail maintenance

The analysed material consists of 57 meeting msuiehere 18 were from the
partnering project. Both projects also provided doatracting documents and the
economic outcome. However, the economic outcome nedsdetailed enough to
make a comparative analysis meaningful. A reviews aéso collected from the
partnering project and one partnering meeting Wesded.

Results

The contractor suggested four partnering goalhéir tbid: lowering faults, sustain
track-bed standard, decrease the number of delagied and improve efficiency of
winter maintenance. These goals provided a stapiigt for further development by
the parties. The discussion focused on trying tonfdate measurable goals, which
excluded various soft goals. An explanation for toacentration on quantifiable
partnering goals could be the fact that money waslved in the fulfilment of the
goals. The goals were set at a reduction of fiveg in the level of faults, delayed
trains and time taken to correct errors in comparigith an average based on figures
from earlier years. Since the goal regarding delayemins was outside the
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contractor’s control, it was eliminated, togethettmthe goal of improving efficiency
in winter maintenance. A lot of effort was put infisoviding good statistics
throughout the project. However, indications frdm minutes reveals that the focus
in the meetings was not on trying to work out h@nathieve the set out goals, but
instead on providing statistics. Improving the woslas not done by means of
constructive discussion, but left to the contractor

There were two discussions where the contractotedato raise the target cost. One
was approved and concerned a change in winter emginte. The other issue was
more problematic and regarded provision of material deal was made ex ante to
lower the tendered target cost by 158 000 SEK lsecamother firm provided the

stock of a material instead of the contractor. mee arrangement did not work out
well, so the contractor had to keep a stock andetbee wanted to go back to the
initial target cost. A suggestion from the clientraise the target by 79 000 SEK was
refused by the contractor, and the issue had tpalssed onto and solved by higher
levels in the hierarchy.

As mentioned in the matching section, the cliend #&me contractor used to work
within the same organisation. The fact that somehef contractor's blue-collar

workers went directly to the client project manag#ien there was a problem at the
beginning of the contract could be a result of .ttAsrelated observation in the
minutes was a discussion between the client andramior concerning finding

something for the workers to do during the off seasThis might lead to the

conclusion that the relationship between the psrtieas good even without
partnering.

Site meeting minutes studied in the non-partnepirggect do not indicate any serious
disputes. The big discussion every year conceredridex adjustment of the fixed
price, which was always preceded by a month-lorgptiation process.

A new idea of setting aside 100 000 SEK per yeamfithe client's budget for
preventive maintenance to be done when other jaye warried out, was tried. The
following scenario can exemplify this idea, whereamtractor out fixing an acute
problem observes a broken sign. If this type ofya@s not included in the contract it
would not have been done at that time. However wie money set aside the man
already out there could also take care of the brogmgn, thereby saving the
transaction cost of having to go out there agaia separate order. Jobs under 5 000
SEK could be carried out without the direct consanthe client. This arrangement
was successful and extended to 150 000 SEK thendg@ar.

The contractor in the non-partnering project regpigome trouble with snowmobiles
being ridden close to the rail tracks. This hadéffect that representatives of both
parties met with the local snowmobile club, infongnithem about the risks.

Reportedly, the meeting led to more careful driving

A review report in the last year of the contract the non-partnering project

confirmed that the quality of the railway was oé teame standard as when starting
the maintenance project.
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The analysed material indicates that both projectgressed satisfactorily without
major problems or disputes. Most issues were hdniiea rational and flexible
manner. An example from the partnering project @whthe problem of high
administrative costs due to many invoices for snaatiounts was handled. The
solution was to include these in regular invoicgsdising the price of man hours by
a small amount.

A similar example from the partnering project wastemtial problems with
unexpected heavy snowfall, where one of the coturacemployees said that he
could handle the clearance if he was home at the.tAnother example, indicating
this willingness to avoid pettiness, was when thentlet the contractor use a small
unused shed beside the railway. A possible exptamatf this behaviour might be
found in the fact that the maintenance market énrtbrthern part of Sweden is small
and everybody involved knows each other. The eftdctelationship building in
partnering would then be quite small.

A report from the clients’ organisation indicatitrygnds from the project start to 2006
is presented in table 13.

Table 13. Trendsin the projectssince procured

Delays Faults Timeto Safety Costs
correct errors
Partnering project Neg No trend Pos Neg Pos
Non-partnering project Pos Pos Pos No trend Pos

Pos = positive trend, Neg = negative trend, whibbwd not be interpreted literally. A positive tcen
concerning delays, faults, time to correct errorglaosts does not indicate more of these but aibett
outcome.

Table 13 is in favour of the non-partnering projéeiwever the trends do not give a
comparable description as the starting value i<antrolled for.

Conclusion

In both projects there was a good relationship betwthe parties. However the
analysed material revealed that there were fewsputés in the non-partnering
project and all discussions in that case could dedled at the project level. There
were more new initiatives taken in the non-partmgnproject, e.g. discussions with
the snowmobile club and the idea of a special bultygreventive maintenance. All
variables examined were in favour of the non-paitigeproject.

Match 4, Rail maintenance

The data analysed for this comparison come frommtimeites of 41 site meetings; 14
from the partnering project. Tendering documenftg, ¢ontract and the economic
outcome were also collected for both projects. H@mxethe economic outcome was
not detailed enough to make a comparative anatysaningful.

Results

This was the first time that both of these mainteaareas were tendered. The first
year’s minutes indicate that there were a lot aftaip questions, e.g. how invoicing

should be organised, how the contractor gets irdition about new regulations, how
reports should be handed in, etc. Neither contrdtaol any previous experience of
publicly procured maintenance projects, but thetremtor in the non-partnering
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project had worked with maintenance before as amadntractor for Banverket. The
inexperience of the contractor in the partneringjgmt meant that they needed some
education, e.g. on how different detectors worKeégry turned to the former in-house
contractor, with whom they had competed for theti@an, but help was refused. This
was taken to the minute as something to think oforthcoming procurements. In
relation to this matter, the question of who owrted simulator equipment for
detector testing became a national issue withirvBiket.

The site meeting minutes indicate that the pamigergoals were worked on
continuously. There is, however, reason to beliat not much effort was put into
the partnering issues. The same “cut and pasteesem recurred in the minutes
without any other indication of active partneringri.

The analysed material implies that the non-pantigegroject, in comparison to the
partnering project, had a more hostile relationgl@fween contractor and client. Both
parties questioned each other more frequently. Ehisot necessarily a bad thing,
because there was also a more vivid and recurisatigbion in the non-partnering
project on renegotiating the prices in both dits, based on the arrival of new
information. An example was when the contractortedrio raise a specific price for
removal of wheel-slip marks, as they claimed thatsimof these problems were
located far out in the project area. The partiésrlaame to an agreement. However
the majority of the discussions on price renegiotist were not very constructive.
Most often the story was that the contractor wantemte money for fulfilling the
contract despite there being no change in circumstgfrom the tendering document.

The major problem in the non-partnering project wWes the contractor had trouble

getting access to the rail in order to do the wditkis problem was also present in the
partnering project, but to a lesser extent accortinthe minutes. A meeting between
the client, the contractor and the organisatiochiarge of traffic was set up by the
partnering client to solve this issue. The clienthe non-partnering project did not
care about this when it first occurred. After abaugear of complaining, the client

helped the contractor in arranging a meeting.

The minutes indicate that the client was more péwén the partnering project than
in the non-partnering project. A general, but @tk comparison is that the non-
partnering project discussed matters, while thetraotor in the partnering project
asked questions and the client gave informatioiis Tould be explained by a bigger
gap in experience concerning rail maintenance beivike parties in the partnering
project.

A report from the client organisation indicatesitte from the start of the project until
2006, see table 14.

Table 14. Trendsin the projectssince procured

Timeto

Delays Faults Safety Costs
correct errors
Partnering project No trend No trend Pos No trend os P
Non-partnering project Pos Pos Pos No trend Pos

Pos = positive trend, Neg = negative trend, whibbwd not be interpreted literally. A positive tcen
concerning delays, faults, time to correct errorel&ost does not indicate more of these but aibette
outcome.
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Table 14 is in favour of the non-partnering projéeiwever the trends do not give a
comparable picture since the starting value iscoatrolled for.

The client has a system for detecting faults on th#, which is nationally
standardised and called O-felia. Table 15 showddted amount of reported errors
for the two projects per km rail and not just tlededts that have been taken care of.

Table 15. Reported faults according to O-felia per km rail

2003 2004 2005
Partnering project 2.23 2.64 1.37
Non-partnering project 4.11 4.61

These differences cannot only be assigned to theaors’ performance, as it also
has to do with the standard of the rail. But itslgeve an indication.

Conclusion

Both projects put great effort into developing thadamental routines, which could
explain why there was a lack of tests of new idaad innovations. A difference

between the projects can be seen concerning theuestions were solved. The non-
partnering project arrived at solutions by discoissiwhich in most cases, however,
was unconstructive. In the partnering project tiaogue was led by the experienced
client.

Despite this, there were no major problems in thaengring project and the removal
of defects were substantially better, which conetudn favour of the partnering
project.

Match 5, Road maintenance

The data consist of the minutes of 50 site meetiB@sfrom the partnering project.

Both projects have also provided tendering documjethie contract and economic
outcome. However, the economic outcome was notileétenough to make a

comparative analysis meaningful. The client in th&tnering project wrote a

summary of each year, two of those were collectedell as a comprehensive report
of the first four years of the project. An externeview of the partnering project was
also included.

Results

The partnering project was the first procurementoaid and park maintenance made
by the municipality. This project were going to barried out in a collaborative
manner according to the tendering documents, wilidmot coincide with how the
project was carried out according to the site mgeathinutes. The documentation did
not include any common goals and also showed adadkust. An example of the
lack of trust was the structural monitoring of tlwentractor and occasional
withholding of money when defects were found. Téeklof trust also worked in the
opposite direction, with the contractor often gimshg the client’s evaluations.

An evaluation of the first four years of the contraredited the contractor with the
practical execution of the contract. There werayédn@r, complaints concerning the
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administrative work. The administrative assignmeitthe contractor included more

work than is usually seen in Swedish maintenana#gracts, with the contractor

managing the client’s contracts with other partigsis part of the contract had not
been carried out in a satisfactory way. The sofuti@s to release the contractor from
a lot of their administrative duties. In compensatior this, the maintenance duties
were extended to include the harbour.

According to the contract, a customer survey hagetconducted and put forward by
the contractor every year. The most positive feeklldeom the residents concerned
snow clearance and skid control, with 56 percen@®6 answering that they
considered it very good or good. Slightly negafibet not significant) trends can be
seen over time concerning both road and park nreamize.

The municipality with the non-partnering projectsheontracted out road and park
maintenance since the middle of the nineties. Npmasues could be found in the
analysed material for this project. The parties dat seem to have conflicting

opinions about the question that came up in tleersieting minutes. Most questions
at the site meetings concerned issues outside dnéract, which could be an

indication that the contract runs smoothly. Theemican be described as active
because the client is continuously updated on theicipality’s plans and other new

information.

Conclusion

The lack of informative material in the non-paringr project complicates this

comparison. However, the material for the non-paitg project did not reveal any
disputes, which were current in the partnering gejaccording to the site meeting
minutes. The problems in the partnering projectenmainly related to administrative
issues while the actual maintenance ran smoothti, avulfilled level of quality.

The analysed material reveals more problems ipdneering project.

Match 6, Real estate maintenance

The material analysed for the partnering projectscsis of the minutes of 106 site
meetings, a questionnaire on customer satisfactioth an external review. The
minutes of 15 site meetings and a manuscript fromnadepth interview with the
project manager were provided from the non-pammerprojecf Tendering
documents and economic outcome were also gatherdxbth projects. However, the
economic outcome was not detailed enough to makeoraparative analysis
meaningful.

Results

The tendering document in the partnering projeatesthat the relationship between
the parties should be based on a collaborativeafayorking. However, no common
objectives or start-up workshop were carried out.

From analysing the site meeting minutes it candes that the meetings were mostly
an exchange of information and not a forum for irative ideas and improvements.

8 The author did not do the interview.
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The most recurrent dialogue concerned additionakwbhese matters were initiated
by both parties, e.g. the client wanted a treedowtn or the contractor gave notice
that a laundry room was in desperate need of reimovaNone of the suggestions
were ever noted to have been settled at the saregngevhere they were brought up.
Instead the non-suggesting party came back withica i.e., contractor) or an order
(i.e., client) at the next meeting.

Apart from discussions about additional work, timéyanatters that were recorded in
the site-meeting minutes were recurrent problentss Tould be interpreted as
meaning that most issues within the contract wosdddothly. One specific question
concerned a building with a lot of blockages in sesvage system. This matter took
over a year to solve without the client gettingadlwed more than in gathering
information about the development. According todbatract the client is not obliged
to do any more, but it might be interpreted asck laf collaboration. An external
review was carried out in 2002 and pointed outatmration problems between the
parties. It also concluded that some administraiatures of the contract were not
fulfilled.

The non-partnering project had serious problemb thi¢ contractor not fulfilling the

obligations of the contract. A random inspection thg client revealed that e.g.
weedkilling was non-existent around a few buildingsere was also trouble with the
contractor not providing the first year's compitatiof invoices for additional work

on time. Despite advance reminders it was over itwamths late, which caused a
major problem for the client’'s bookkeeping. Theuaiion after the first year was so
bad that the client was considering terminating tloatract on the basis of the
contractor not fulfilling their obligations. Ressilbf a tenant survey confirmed the
negative perception of the contractor. The contra&$ not terminated despite the
dissatisfaction, but the contractor had to payna for the client’'s extra work. The
continuation of the contract was based on a proofis@provement, which consisted
in engaging a subcontractor. Customer satisfacttes did go back to the level they
had been at before the tendering, which indicatesnarovement.

The municipality sold some real estate during tlegget and that meant less work for
the contractor. This was regulated by a changehe fixed price without any
problematic discussions.

Conclusion

Both projects were procured for the first time amath contractors had problems
fulfilling their obligations in the first year ohe contract. An explanation might be
found in the large extent of performance contractifhis gives the contractor many
degrees of freedom, which they might not have lveady for.

The problem in the partnering project was mainlgck of fulfilment of some of the

administrative duties, but there are no indicatiohghe contractor not performing
their practical duties. There were more severelprob in the non-partnering project,
with the contractor not fulfilling administrative utles and performing the
maintenance poorly. The quality level in the nombpering project must, by all

indications, be interpreted as being lower.
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Despite problems in both projects, the partnerirgget emerges as having the least
amount of problems.

Match 7, Water supply and sewage maintenance

The data consist of the tendering documents anddh&act for both projects. The

minutes of 54 site meetings were gathered, witlirdd the partnering project. Two

external reviews and the economic outcome for gear were provided from the

partnering project. However, the economic outcoras wnot detailed enough to make
a comparative analysis meaningful. An interview waso conducted with an

employee of the contractor that had experiencetif projects.

Results

The tendering documents in the partnering projemttioned that the work should be
done in a collaborative and trusting environmerdwiver no relationship-building
activities were undertaken and no common goals ¥eeraeulated. This was the first
tendering of water supply and sewage maintenaretettie municipality had done.
There were some start-up problems mainly concerimrgicing routines and the
structure of the reports that the contractor wagsiired to hand in. Some routines that
were, according to the contract, to be presentdtieastart of the project took over
three and half years to settle. This was not ooky b the contractor but also because
the client’s inspections of the routines took sdime.

The most problematic matter during the project feamd in the site meeting minutes
at the end of the second year. A renegotiation wigted by the contractor
concerning what was actually included in the camtrBespite explicit intentions to
solve this matter quickly at the project manageelelawyers eventually had to be
involved. The contractor's CEO and the highestesentative for the municipality,
with the help of lawyers, came to a conclusion tyears on from the initial
disagreement. Even though the representatives fyoth parties tried to put this
dispute aside during everyday work, it was repotted the disagreement affected the
relationship in a negative way. Another complicatiwas a high turnover of
employees in comparison to the non-partnering ptoj&€his concerned both the
client and the contractor organisations.

The project as a whole cannot be characterisedmamth and the partnering
phenomenon was hard to find. An example illustgatime non-collaborative way of
working was when the contractor wanted to makenégrior renovation in a client-
owned property. After the job was completed, theti@ator turned to the client for
permission and some financial support, but thedattas refused.

The number of registered complaints about operaltioiisturbances did go down

substantially from the first two years to the faliag two years, from an average of
337 to 152. A good initiative concerning leakagenfy was also carried out. The

contractor actively searched for and fixed leakagee water and sewage system.
This made it more efficient, saving money for thiert in the long run, and reduced
acute maintenance. In this arrangement the cligidt for the hours and the contractor
for the materials.

The non-partnering project was the second procunewiewater supply and sewage
maintenance that this municipality had carried dumore experienced client might
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be the explanation for the less problematic starptoblems in comparison with the
partnering project. The analysed material doesinitate that any major problems
were encountered.

A recurrent feature in the minutes was an expjickixpressed consensus on
agreements, i.e., using terms indicating that hmalties confirmed the additional
work order. This gives the impression that the ipartwanted to avoid
misunderstandings. The issues that came up inisicessions were, according to the
minutes, easily solved without much discussion.

Conclusion

Analysing the material produces a picture of maabfems in the partnering project,
with the big dispute on how to interpret the cociiraffecting the relationship in the
project. The non-partnering project seems to rufi wighout any major problems,
which might be explained by the attention to clabetween the parties and a better-
defined contract than in the partnering projectsfide that, the partnering project
improved over time, mainly with the settlement afitines.

However, the result of the comparison concernisputies and flexibility points to an
advantage of the non-partnering project.

Match 8, Road maintenance

The material analysed in this match consists oftieutes of 39 site meeting. 29 of
them are from the partnering project, which alsovjated tendering documents, the
final inspection report and three external reporendering documents, the contract
and a review with a follow-up meeting were collectdom the non-partnering
project.

Results

The formal partnering work, with common goals ipaatnering charter, did not really
start until two years into the contract. A commasion for the project was created
with the help of an external facilitator. The visivas later monitored and further
developed in separate partnering meetings. Thesetimge included discussions
about coming up with arguments for investment tbatild be presented to the
politicians in the municipality.

Despite the late formalisation of partnering, thess some early collaboration in the
project. The contractor moved his office to a dliewned property, which entailed
some renovation. This was handled without any ladjsturbances and the site
meeting minutes indicate good collaboration on howsolve matters concerning
building permits and a joint switchboard. Beforeving in, the contractor consulted
the client organisation about their plans for thace and how the move could be
carried out most efficiently.

There was also intense focus on a communicatianfplainforming the public of the

road maintenance work. Strategies for getting neysgs to write articles and also
the production of information material were dis@ds
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The site meeting minutes indicate an interest w meas within the construction
industry. Subjects like BO'Tprojects, a research report concerning the madniss
of bridges, and recycling of sand and asphalt vdéiseussed. A direct result of the
partnering work was task forces that worked onréegcling of sand and asphalt. The
groups went on educational visits but the ideaswely tested.

Six months into the contract, restrictions were @utthe client organisation by the
municipality in order to save money. This was peofhtic since the contract
promised the contractor a minimum amount of work ffee years. The contractor
naturally opposed a reduction in the amount of wbtk an agreement was made to
cut quantities in the contract. This disruption dimt cause any recorded disputes in
the daily work, according to the documentation.

A final review of the projects confirms that theamtlard of the roads had not
deteriorated during the project period.

One year into the non-partnering project the cliemtered an external review. The
outcome identified some problems, focusing on #mek lof contractor routines for
monitoring their own work. According to the contradaily journals of the work
should be kept and provided to the client, whickl In@t been done. Most of the
problematic issues were, according to the reviave, b the contractor organisation,
but the review also stated that the client couldmme active. The inexperienced
contractor might have needed some more assistanchow things worked. A
constructive meeting followed this review, showitigat both parties had the
willingness to improve the project. This meetingypded some new routines for
monitoring and a declaration in favour of havingogren and respectful dialogue. The
client’s wish for a larger contractor organisatwas not fulfilled.

An equally vivid discussion as in the partneringject was not recorded in the site
meeting minutes of the non-partnering project. dlihh there was a standing issue
on finding improvement, nothing was ever recorded.

Conclusion

The analysed material indicated some fundamentbl@ms in the non-partnering
project. These problems were, however, approaclyetoth parties with serious
intentions of change. Discussions on improvement®fficiency and a curiosity
about new ideas were more frequent in the partggsmoject, but not many actual
improvements were recorded. The partnering pr@ksc indicated more flexibility in
the contract.

Fundamental problems in the non-partnering proj@htch could not be found in the
partnering project, conclude this match in favouthe partnering project.

Match 9, Flats

The data analysed consist of minutes of 79 sitetimge 68 from the partnering
project. Both projects have also provided tendedoguments, economic outcome
and the final inspection report.

° Build Operate Transfer
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Results

The partnering project in this match can be deedribs the project that took the
partnering concept the furthest, when compared theeroprojects in this study.

Tendering was made using soft parameters and thoekshops were conducted
before the publicly owned housing company got theestment sanctioned by the
municipality. The first workshop was held at a e@ehce establishment and
participating parties were the client (4 represtrga), the contractor (5

representatives) and the architect (2 represea®ti\A lecture on partnering was
given; all representatives were introduced to eatifer and gave their personal
expectation of the project. At the end of this tiay event a SWOT analysis was
conducted and a common vision for the project waslyced. The second workshop
included the subcontractors and the third the dterstis. Both were one-day
seminars, which further developed the vision.

The building phase started a year after the fistkahop. Site meetings took place
once a week and were later increased to twice &.vilmeery other Tuesday there was
a lunch seminar for all involved in the project.eTtopics could be construction-
related but speakers also included a legendary dyoghayer. According to the

minutes, these meetings were much appreciated.néentive scheme related to
individual performance for the construction workeras tested but it did not work
out the way it was intended to.

The client asked early on for a forum for gettirgwnideas for improved detailed
solutions from the workers. Despite some remindetsing happened. Four months
into the production phase, the client wanted tdk pip the partnering spirit and
reminded all parties that they should be comingvitp efficiency suggestions. It was
the client who pushed the partnering issues througthe project. According to the
site meeting minutes the reminder led to a few sstigns that were carried out.
Examples included a new way of laying the sewagegand the choice of materials
for entrance vents. Some of recorded suggestiosrs sebit obvious, however: that
the subcontractor should check the surface befbing tvould hardly represent an
efficiency improvement, for instance.

On a more negative note, it took seven months befettling the time plan and a few
discussions occurred concerning what was includehd price.

The site meeting minutes in the non-partnering gutodo not indicate any major
problems, and additional orders that came up didesnl to any big disagreements.
In comparison with the partnering project, the miizas not as active, which is not
unusual in a design and build contract. Accordimghte site meeting minutes, the
most recurrent client involvement concerned issabeut the client logo. This

regarded flags, tiling in the bathroom and the idetsvall.

No vivid discussions, i.e., neither negative arguiver money or positive dialogues
about efficiency improvement could be found in thite meeting minutes. The
impression of the site meetings can generally beratiterised as the contractor
informing the client about the project’s developmand giving notification about

additional work, which was never questioned bydlient. The time plan was settled
at the first site meeting and followed through pieject; completion of the show flat
was a month delayed, however.
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The final inspection in the partnering project dat formally conform to the Swedish
standard of these undertakings as stated in thergleagreements. Although the
procedure was done in the same way no data wadableai other than the
construction part of the inspection. This excludespections concerning pipes,
ventilation, electricity, lifts and ground works.ekice, the figures in table 16 only
concern the construction.

Table 16. Number of defectsin final inspection per flat

Construction
Partnering project 7.08
Non-partnering project 1.77

Despite the fact that both projects had the tenanuging in on the appointed date,
there seem to have been more things unfinishedhén partnering project. The
duration of the construction phase for the partgeproject was 15 months and 11
months for the non-partnering project, which is paned in table 17 in relation to
total living area.

Table 17. Construction time per area and flats

Construction time/

. Construction time/
sgquare metrein

number of flats

hundreds
Partnering project 0.29 0.20
Non-partnering project 0.33 0.20

This difference in duration must be consideredexy $mall. The economic outcome
of the projects is depicted in table 18.

Table 18. Final payment in SEK to contractor per living area

Final
payment

Partnering project 13 825
Non-partnering project 10 945

The figures describe the client’s cost for the diaidj, i.e., what the contractor and
subcontractors priced for construction. This figesecludes additional work, land

cost, overhead costs for the client, etc., buag hot been possible to control for the
standard in detail, e.g. the quality of materiabdidor kitchen cupboards. Some
additional information is that the total cost féyvetclient in the partnering project

exceeded the budget by 5.4 percent.

Conclusion

Design and build contracts in comparison to presee contracts are thought not to
require much client involvement. The non-partnepngject was an example of when
this works. Client involvement went no further thr@minding the contractor of logos
in the shower, and the construction was done aatwsfily without much involvement
on the part of the client. In comparison, the paiitrg project had a lot of client
involvement. This has been expressed as a pogatare in reports from the project
and the client-driven partnering process did attuadd to some improvements from
the contractors and subcontractors. Despite diifemgethods, both projects must be
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characterised as good and no significant differeca@ be seen concerning
construction time.

The number of faults in the final inspection andremmic outcome, however, are
decisive in favour of the non-partnering project.

Match 10, Flats

The analysed material consists of the minutes ofsi2® meetings; 15 from the
partnering project. Both projects provided the [fin@gspection and the economic
outcome. A review and minutes from the client’s ddoaneetings concerning the
partnering project were also included in the aredysaterial.

Results

The client had carried out a similar project usangpllaborative way of working once

before. This partnering model was developed intgrgand did not include the usual

activities, like an initial workshop or common gealhe project started with a nine-
month common planning and design stage. Considéneigthe client, in comparison

with usual design and build contracts, participatethe preconstruction phase, there
were many changes during the construction initiddgdhe client. The site meeting

minutes indicate that the client had opinions apelg., the type of tiles and type of
balcony and wanted the contractor to consult tlentfor each choice of materials

fortnightly at a separate meeting. This is not seadly negative, but the idea of the
joint preconstruction planning was to take carethi$ beforehand. The contractor
alone solved these issues coming up with new stiggeghat were not discussed by
the parties together. The procedure of the cligmiraving the suggestions did

however take some time, e.g. the selection of filad to be decided at a board
meeting in the client organisation and took foumnths to settle.

Halfway through the project a quality and enviromtaé review was carried out. The
result was generally good, with some remarks camcgrthe contractor’'s way of
handling the environmental impact of the chosenenmels, which to some extent
justifies the client’s initiative in having the sspte meetings. The review also points
out the positive effect of a facilitator from thentractor side.

According to the site meeting minutes for the nantpering project, major problems
were not found. In comparison with the partneringjgct, the subcontractors
participated to a larger extent in the site mestigdirect effect of this was avoiding
a possible bad smell from a well. One subcontrdesar experienced such a problem
before and the well was covered. Another suggestguiovement came from the
contractor regarding an alternative design forhbating pipes. The suggestion was
rejected because of being too expensive.

Even though the first site meeting discussed spésdures like ovens and fridges
for the pizza restaurant on the ground floor, theeze problems when the tenants
moved in. The communication from the client was patect.

Both projects had discussions about what type awrfto put in and both ended in

being more expensive than first estimated. Thenpartg project split this additional
cost 50/50, while the client took the whole costhie non-partnering project.
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The economic outcome of the projects is comparddtle 19.

Table 19. Final payment in SEK to contractor per living area

Final
payment

Partnering project 12 303
Non-partnering project 14 918

These figures represent the price that the clientl for construction, including
additional work. The problem is, however, to cohtop detailed quality standards.

The duration of the construction phase for the neaimg project was around 12
months and ten months for the non-partnering ptojBlis is in relation to square
metres and number of flats shown to be in favouhefpartnering project in table 20.

Table 20. Construction time per area and flats

Construction time/

. Construction time/
square metrein

number of flats

hundreds
Partnering project 0.32 0.22
Non-partnering project 0.47 0.29

Both projects had the tenants moving in on time #nedfinal inspection report was
ready on time. However, the date for moving in watled 5 months into the non-
partnering project, whereas it was establishedrbefioe construction phase in the
partnering project.

The non-partnering project had made constructigpentions throughout the project
and found nothing in the final inspection. Figufesm the inspection are therefore
separated in table 21.

Table 21. Number of defectsin final inspection per apartment
Construction Others

Partnering project 5.26 1.83

Non-partnering 0 4.2

Table 21 and the site meeting minutes indicate tthetpartnering project was short
on time in the end. The project got the tenantsingpin on time but there was still a
lot to be done in the building.

Conclusion

None of the projects ran into any major problenige Big difference concerned client
involvement in the partnering project, which cobllinterpreted as a disturbance for
the contractor or as an effective monitoring med@ran e.g. about the choice of
materials. Given the comprehensive data it is riksly that client involvement had
negative effects by delaying decisions, especialiyce the client already had a
chance of doing this ex ante. The partnering ptogid not perform poorly in
comparison with the non-partnering project, howevdroth had the tenants moving
in on time and for a similar cost. The non-partngriproject did give some
indications of more flexibility, with suggestionsibhg adapted more easily than in the
partnering project. There are indications of thenging project being cheaper and
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faster, but the non-partnering project seemed tmbee flexible. No difference can
be concluded regarding quality.

Hence, no clear difference in outcome can be obséarvthis match.

7. Analysis

7.1Final evaluation
The comparisons of the projects presented abovelwmin favour of the partnering
project in five out of the 10 matches, if the oVervaluation is used. Table 22
summarise the outcome for the investigated varsibl@ach match.

Table 22. Summary of evaluations per match

. Lowest  Contract Avoidance .
Overall Quality - . Time*
cost flexibility  of disputes
: No . . .
Match 1 Partnering difference Partnering Partnering No difference -
" No - . .

Match 2 Partnering difference Partnering  No difference No difference -

: No Non- .
Match 3 Non partnering  jcee oo - partnering Non-partnering
Match 4 Partnering Partnering - No difference Partnering

: No ; .
Match 5 Non partnering difference - No difference Non-partnering
Match 6 Partnering Partnering - No difference Partnering

: No Non- .
Match 7 Non partnering difference - partnering Non-partnering
Match 8 Partnering Partnering - Partnering Partnering

. Non- Non- : . No-
Match 9 Non partnering partnering  partnering Partnering No difference difference

: No No . . .

Match 10  No difference difference  difference No difference No difference Partnering

* not applicable for maintenance
- indicates no data available

Table 23 depicts the same data per variable.

Table 23. Summary of evaluations per variable

Number of projects  Number of projectsin ~ Number of matches with

in favour of favour of non- no difference between
partnering partnering the projects
Overall 5 4 1
Quality 3 1 6
Lowest cost 2 1 1
Contract flexibility 3 2 5
Avoidance of disputes 3 3 4
Time 1 0 1

No general trend can be seen in the outcome vasabl

A distinction can be made among the matches, howeased on how partnering is
interpreted and implemented in the specific projédentifying partnering projects

from what is stated in the tendering documentsds/ghhe problem of only focusing

on successful partnering projects, but it entdiks potential dilemma of evaluating
“partnering projects” carried out without the uspattnering components. A solution
to this problem is to use the partnering flowenirblystrém (2005b) to ascertain that
the “partnering” projects evaluated really inclugedtnering components. In order to
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be classified as a “real” partnering project, ajgeb should then at least include
common goals.

Examining the partnering project in the matchesvapat can be concluded that
although five projects mentioned partnering in tdedering documents they did not
really include the central partnering componentheactual work. Matches 1, 2, 3, 8
and 9 included common goals at least and can, ghwese criteria, be considered as
partnering projects presented in table 24.

Table 24. Summary of partnering evaluations per match

. Lowest  Contract Avoidance .
Overall Quality B . Time
cost flexibility  of disputes
: No . . .
Match 1 Partnering difference Partnering Partnering No difference
. No . . .
Match 2 Partnering difference Partnering  No difference No difference
: No Non- "
Match 3 Non partnering e oo o - partnering Non-partnering
Match 8 Partnering Partnering - Partnering Partnering
: Non- Non- : . No-
Match 9 Non partnering partnering _ partnering Partnering No difference difference

*not applicable for maintenance
- indicates no data available

Table 25 depicts the same data per variable.

Table 25. Summary of partnering evaluations per variable

Number of projects  Number of projectsin Number of matches

in favour of favour of non- with no difference
partnering partnering between the projects
Overall 3 2 0
Quality 1 1 3
Lowest cost 2 1 0
Contract flexibility 3 1 1
Avoidance of disputes 1 1 3
Time 0 0 1

Even with the focus on this more homogenous grdupeal” partnering projects, no
overall trends in the outcome can be seen in thtenma The partnering projects did
however show some indication in favour of the ecoizooutcome for the two SNR
projects but not to a significant extent.

One insight is how hard it was to compare econamgiicome in a meaningful way
and how important it is to avoid just relying orpoeted figures. This was due to
different reporting of costs, and lack of detaiheTeconomic comparisons included,
were either very clearly structured for both pretgear the analysis was assisted by
people involved in the projects.

7.2Discussion
A review of partnering evaluations (Nystrém, 2088pwed that the most frequent
outcomes of partnering were improving communicatidaksever et al., 2001; Chan
et al., 2003; Bayliss et al., 2003; Vassie andgfi2D03; Chan et al., 2005; Beach et
al., 2005), improving the relationship between ipar{Chan et al., 2003; Chan et al.,
2005; Beach et al., 2005) and better quality (Bleic&l., 2000; Fortune and Setiawan,
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2005; Emsley, 2005). These effects in favour otrmmaing could also be found in
some of the matches analysed, but not to a systearat general extent.

Nystrom (2006) argues, from an economist’s pointietv, that cost and quality are
the variables that create value. To this can beddde comments on the absences of
tangible effects of partnering in Gransberg et(2899) and Beach et al. (2005).
Another related concern is the way in which eadierdies have been conducted by
providing mostly anecdotal evidence (Bresnen andshkll, 2000; Bresnen, 2007).
This paper has tried to fulfil the demands of thesecs and pushed the frontier for
partnering evaluations forward. The lack of a commgstematic and general trend
in the evaluation casts a shadow over the eanialuations, due to the fact that this
study was conducted with better data and with apraved method, even if the
number of observations is small. Intangible effeltke more fun at the workplace, a
more attractive profession, an improved picturéhef construction industry, etc was
deliberately neglected in favour of more tangitifeas.

However, a reasonable question is whether partpehas its greatest impact

concerning cost and quality and other tangible ot$fePartnering in the UK and

Sweden emerged as a reaction to critical goverraheaviews of the construction

industry. An appealing idea is that partnering dobé seen as something that is
intended to improve the general perception of strantion industry, a declaration of

a will to change. Both the clients and the contecin the UK and Sweden have had
a common interest in achieving this, in order tg. ettract a qualified younger

generation to the sector. Partnering is likely isagpear as a specific term in time
and many of its components will be included in diteonal projects” and become the

natural way of working.

8. Conclusions

In this paper notice has been taken of the argwsrauttforward by critics of earlier
partnering evaluations and the improved methods$ kt@ve been developed in
Nystrom (2006). The conclusions there have beetiegpm this study by using a
guasi-experimental approach to the evaluation dhpang.

One, not very surprising, finding is that half bétprojects that mentioned partnering
in the tendering documents did not include partriedomponents during the project.
Removing these projects, still no general trendceoming the outcome in terms of
cost, quality, contract flexibility, avoidance oisdutes or construction time can be
seen. This result can be contrasted to earlieiegughowing optimistic outcome of
partnering based on less detailed data and witinfanior method compared to this
study.

The main contribution of partnering might lie irs iintangible effects, where the

concept can be seen as a declaration of a wilhemge and improve the general
perception of an unhealthy construction industry.
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“Observable” and “verifiable”: Can these be the basc concepts in incomplete
contract theory?

Abstract

The assumption that certain characteristics arervbble to the contracting parties
but unverifiable to a third party is fundamentafanmal incomplete contract theory.

This paper sets out to scrutinise this assumptiom fdifferent perspectives. The
arguments from complete contract theorists andllsgholars are presented and
reviewed. Alongside these, two new arguments wallpbesented, one by critically
examining some specific examples and one basedhaddea in the philosophy of

language. The examples show that verifiability banattained if it is wanted by the

parties ex ante, and the arguments from philosophyanguage indicate that

everything is verifiable in principle. Language nah be learned if terms are not
related to observable events. The paper conclidgsftsomething is unverifiable ex

post, it is because the contracting parties hawesea this, based on the trade-off
between cost and benefits of verifiability in theesific case.

" The authors would like to thank participants iseminar at the Division of Philosophy, Royal
Institute of Technology for useful comments.



1. Introduction

Incomplete contracts are usually explained by txatisen costs, which are caused by
the existence of unforeseen contingencies, writiogts and/or enforcement costs.
The informal story says that contracts cannot bmpdete, i.e., regulate every
contingency, since (i) all contingencies cannofdseseen, (ii) and even if one could,
it would be infinitely expensive to write all oféem down and negotiate terms for all
contingencies. Even if both (i) and (ii) would hefifled, then (iii) language is not
clear enough to describe everything in such a waythere would be no problems of
interpretation and enforcement.

A seminal work on formal incomplete contract thédsyGrossman and Hart (1986),
whose work is further elaborated in e.g. Hart andoh (1990) and Hart (1995).
These models explain incomplete contracts, withewfuiring that people cannot
foresee every contingency. The underlying assumpti® instead that some
information is observable (by the parties involvéxlt non-verifiable (by a third
party). This has been referred to as tiservable- but nonverifiable assumption
(Tirole 1999). Hart and Holmstrém (1988) express the following way:
“Both parties may recognize that the state of thedvis such that the buyer’s
benefit is high or the seller cost is low... The idiffty is conveying this
information to other” (p.134).
An interpretation is that the two contracting pesthave symmetric information about
states of the world, quality of work or actionsreadt out, but that these circumstances
cannot be contracted on because they are notalgfto a third party , i.e., a court.

This paper sets out to scrutinise the underlyirguiption of incomplete contract
theory that says that certain facts are obsenialtienot verifiable. Voices have been
raised against this assumption, mostly from corepteintract theorists (e.g. Tirole,
1999; Maskin and Tirole, 1999 and Segal, 1999),disb more recently from legal
scholars (e.g. Sanchirico and Triantis, 2004; Santt Triantis, 2006a and Scott and
Triantis, 2006b). The paper will review these arguais (section 2 and 3) where it is
concluded in section 2 that the complete contraeorists' arguments are not
convincing. In section 4 the arguments againstdisénction are developed further
by a closer analysis of examples that have beenioned in the literature. Section 5
shows that both the legal arguments and the asatyshe examples can be based on
some theories in modern philosophy of languageertral tenet is that language can
not be learned if there are not publicly availabkéeria for judging whether a
statement is true or false.

It is finally concluded that the question of ex pesrifiability is determined ex ante.
Verifiability ex post should not be seen as sommghgiven by nature, but as
something endogenous. If certain conditions in @treat are difficult to verify, it is
because the parties have chosen this, based adeadff between gains and costs in
the specific case. Examples of why it can be rali@a choose not to make certain
facts verifiable are given.

! Incomplete contract theory will henceforth refefarmal models of contract theory based on the
assumption of observable but non-verifiable infatiora(e.g. Hart and Moore, 1999 and similar), not
to be confused with transaction cost economicseer institutional economics. See e.g. Brousseau and
Fares (2000) and Gibbons (2005) for arguments abeuifferences between these approaches.



2. Message games as arguments against the importancé o
verifiability

In a number of articles, models have been creatédtive aim of showing that the
observable but nonverifiable distinction is unintpot for the implementation of
contracts. This literature accepts that transactasts matter in reality and that actual
contracts are incomplete. Maskin and Tirole (192984), writes for example “... we
certainly acknowledge that transaction costs mattereality...”, but the criticism
against the transaction cost-based incomplete atntheory is instead focused on
what is seen as tlieundations of the theory. Tirole (1999), Maskin and Tirol©9B)
and Segal (1999) do not accept the standard argumbent verification problems as
rigorous enough to explain the existence of incatgptontracts.

Their strategy is to construct models where sompeds are unverifiable, but where
the parties still can implement any conceivableti@at. The conclusion is that
complete contracts, in the sense that anythingoeaimplemented, are possible even
if some aspects are unverifiable. Hence, the proldéverifiability can therefore not
be a fundamental cause of incomplete contractorBadoking in more detail at their
message game models it is necessary to be cleat aldfwat in general can be
accomplished with a model-building strategy of tiyjse.

If a model is constructed where problems of vebifity does not lead to incomplete
contracts, then it has been shown that verificagwablems is not dogically
sufficient condition for incomplete contracts. There exist worlds wheeefiability
does not create problems for the contracting artie

Sugden (2000) has a discussion about why certaimredlistic’ models are
convincing and are taken seriously. He argues ttieatworld created in the model
then must seem credible even if it is unrealistisome respects. One aspect of this
is that the world in the model must contain a dsldmechanism, a mechanism that
could work in reality. Another way of formulatingis is in terms of the assumptions
of the model. Unrealistic assumptions can be ireduith a model that tries to explain
real-world facts, but these assumptions mushdrenless in the sense that the basic
story in the model do not depend upon these assomspt

This means that even if it is possible to creat®dd where "A" (e.g. unverifiability)
does not lead to "B" (e.g. incomplete contractsjilt might be that case that A is the
"fundamental" cause of B in the real world. Itngpiortant that the mechanism in the
model is in some way possible to implement in tbal world, before one should
conclude that A is unimportant for B.

The crucial issue is then if the mechanisms inntlessage-game models are credible.
If they are not, then the model gives no reasadraw the conclusion that verification
problems are unimportant for the design of actuaitracts, even if verification
problemsare not important for the design of contracts mriodel.

In order to ascertain the credibility of the messagame models, some of the
assumption presented in Maskin and Tirole (1999)bei scrutinised. The model will

% See Lind (20086) for further discussion about 'ls&rand "models".



be evaluated by examples from construction and texa@mce contracts (see Nystrém,
2005).

Maskin and Tirole (1999, p. 88f) assume that statdke world cannot be described
and not verified ex post. They show that this deatsmatter in a model that is based
on some crucial elements.

- The model assumes that there iseanomerable set of feasible actions that
both parties ex post can verify as feasible actions

This assumption is very hard to accept in most ttoason and maintenance
contracts, as there are so many options availablthe production of a specific
building and during e.g. a five-year road mainte@aoontract. Some of the options
can also be seen as including continuous variatldes, how much of a specific
substance that should be spread on a road dusngittier time. The term feasible is
also not unproblematic in practice, as it in paetisually includes both a technical-
and an economic aspect. Things that are very casty often classified as not
feasible, and this aspect would obviously lead doflect about whether a certain
action is feasible or not. To specify in advanceidre "reasonable" costs for a large
number of options would then be necessary in dalegach agreement ex post about
what is the feasible actions. Investigations abweliether a certain action really is
feasible or not, would then in practice be veryetioonsuming and costly.

- A message game in the model is playsdter the state of the world is
determined but before the agent chooses his action.

In construction and maintenance contracts thatsspagr a considerable period of
time, the state of the world unravels continuowsig new decisions are made every
day. In the morning the road-maintenance entrepireméght find a damaged surface
of the road and has to make a decision about vehdo including a decision about
whether to make a more thorough investigation abweiguality of the foundation of
the road. In a situation where the state of theldvamravels more or less
continuously it is very difficult to apply the ided playing a message game after the
state of the world is determined, but before acisaiaken.

Scott and Triantis (2005) also point out that sah¢he examples presented in the
message game literature assume that very largshpuents can be given, something
that is not possible in actual contracts.

The conclusion is then that, at least so far, notlkeé the one presented in Maskin
and Tirole (1999) only shows that verifiability dmt matter in the rather strange
world that they have constructed. As the modelgainrcrucial assumptions that are
not credible for many real world contracts, it @ possible to use the results from the
models as an argument against those who argueptbatems with third party
verifiability can explain why many contracts areamplete?

® The issue of what should characterise a "foundafior a specific theory, e.g. incomplete contract
theory, will not be discussed here, but it shddchoted that Tirole (1999) discusses this without
clarifying the criteria for judging whether sometgiis a foundation or not.



3. Criticisms from legal scholars
The assumption that certain things are observaltledt possible to verify in a court
has been criticised from legal scholars, see eagcl8rico and Triantis (2004) and
Scott and Triantis (2005, 2006). The starting pénttheir critique is the observation
that actual contracts contain a number of vagumdeand conditions, e.g. “best
effort”, “reasonable care”, and “good faith”, andathat civil courts actually take a
stand on these issues if there is a conflict betwibe contracting parties. These

observations lead to a number of more general point

The first point concerns the meaning of the conocegifiable. Sanchirico and
Triantis (2004) interpret this concept in economantract theory in the following
way: “Verifiability in this context refers to the&sibility of establishing the truth to a
court” (p. 1). Scott and Triantis (2005) howevergue that there is an important
distinction between criminal courts and civil caurAccording to their description, in
criminal courts there is an objective standard,cwhsays that the evidence should
prove “beyond all reasonable doubt” that the aatuseyuilty. In civil courts, on the
other hand, the courts weight the evidence predebie the different parties.
Sanchirico and Triantis (2004) write: “Courts irvitiaction make determinations of
complex facts on the basis of the balance of prtibab’ (p. 24). Scott and Triantis
(2005) formulate the same point in the followingywa...judgments in civil trials
compare the case presented by each of the partiesevaluation of the evidence is
relative rather than absolute” (p. 12).

Verifiable then means that there are evidence Hftdct the probability of a
statement, and that the evidence can be used rfieethng like a Bayesian updating
of the probabilities of a statement. The authorstineed above simply assume that
for each statement there is some possible evid#tatemakes truth or falsity more
likely. No argument is presented for this assunmtlaut as will be clear in section 5
below they could find support for this assumptinrhie philosophy of language.

The second general point made in the articles meed above is that when the
parties design a contract they can weight whattSoaod Triantis (2006) calls “the
front end” of contracting against “the back end’coitracting. One alternative is to
state as many conditions as possible in precisestar the contract, which will make
the fulfilment of the contract easy to verify. Thmeans putting a lot of resources in
the “front end” of contracting. In such a caseiit ae simple to afterwards find out if
the contract has been fulfilled. The “back-end €bst the form of conflict resolution
costs would in such a case be small. On the othed,lthe parties can save front end
resources by using general and rather vague consgjtiknowing that there is a
probability that considerable resources might Havee spent at the “back end” of the
contract in order to produce enough evidence tatlgeicourt on their side, if there
should be a conflict over whether the contract eesn fulfilled or not. Sanchirico
and Triantis (2004) even argue that such a stratagybe rational even if it is known
that the other party might present false evidence.

Scott and Triantis (2006) observes that many cotgreontain a mix of vague and
precise conditions, and that such a mix can be asenbalance between two ways of
choosing the more verifiable proxies that are useé@valuate whether the parties
have fulfilled the contract or not. Precise comis in the contract mean that the
parties themselves determine the proxies ex arttde wague terms mean that the



court ex post determines the proxies. Concernirgg dhoice between these two
alternatives they write:
“When the efficient proxies are highly state-cogént and less
dependent on private information of the parties,ghrties will be more
inclined to use standards to delegate proxy chaaethe courts,
particularly if uncertainty is exposed to resolvseif by the time the
relevant performance is due” (p. 843).

One problem with specifying the proxy in advancéhist the agent has an incentive
to focus on the proxy alone (p. 845). The probleitin leaving the determination of
the proxy to the court is that it creates uncetyaibut in reality this uncertainty is
reduced by the fact that some standard “vague”iteriogy can be used, and that the
courts have handled similar terms earlier, whichkesait easier to predict the
decision of the couft.The authors underline that what looks like vagerens might
in fact reflect a lot of nuances:
“For example, “best efforts” may be replaced by rfeoercially
reasonable efforts”, “reasonable efforts” or “rezsne best efforts™
(p. 835)
Their general conclusion is that the actual distitn of precise terms (proxies
determined ex ante by the parties) and vague t@rogies determined ex post by the
court) will reflect the parties’ evaluation of thests and benefits mentioned above.

They also argue that:
“the parties can achieve further contracting galoys varying the
procedural rules that will govern their disputesaurt” (p. 814)

and that this has not been given enough attengi@cbnomists. As a conclusion they

write:
“Vague terms can be valuable be deferring proxyed#n to the
enforcement stage, particularly when the parties algo improve the
efficiency of litigation by, for example, manipulag the assignment of
burdens of proof. The use of deposits or termimatiights in
combination with vague terms illustrates this sggt” (p. 879).

From the perspective of the argument that certaimgs are observable by the parties
but not verifiable by a third party, two centralits have been made in the legal
literature. The first one is (1) that it sees vability as a matter of degree and second
point is (2) that there always exists evidence cWigiffect the probability of a specific
statement compared to another statement, evere ietidence does not prove the
truth of the statement. The weak point in thigditare is that this is just claimed with
reference to standard legal procedures, but nthtdujustified.

* The issue of courts interpretation has been diszliby e.g. Schwartz and Watson, 2004; Shavell,
2006.



4. A critical evaluation of examples of observable butnot
verifiable characteristics

4.1 Introduction
In this section a critical evaluation is made ofmgoexamples from the literature,
where something is claimed to be observable byptrties but not verifiable for a
third party. One way to argue that this is an ingoir distinction is to present
convincing and important examples of such cases.duestion is then whether any
convincing examples have been presented.

The kind of information that, in the examples,hsught to make the characteristics
observable will first be presented. Focus will thea turned to whether this

information can be made verifiable without prohilet costs, if the parties actually

wanted this. If it can be concluded that this isgible, it would be an argument for
the general thesis in this paper that if sometisngpbservable for the parties but not
verifiable, it is because the parties have chosgriaomake it verifiable.

There are very few specific cases analysed, or mamtioned, in the literature where
something is observable for the parties but notfiabte. Given the thesis in this
paper, this is not surprising. There might of ceuwesist other cases, but the “burden
of proof”’ to present such examples is then on theke argue that the distinction
between observable and verifiable is an importstindtion.

Before looking at the examples, the term verifiabMght need to be clarified

somewhat further. To be verifiable here means,nathé legal literature, that it is

possible to find evidence that clearly points isp&cific direction. There is evidence
that changes the probability of a statement, anthetimmes evidence to prove
something "beyond all reasonable doubt”. It doesmean that it in all cases is
possible to say what the correct answer is, becdlusee are cases where the
difference is small. We do not say that the lengtha stick is unverifiable, just

because it is impossible in some cases to say wdifitkio sticks is the longest.

4.2 Example 1: The effort of the university teacher
In Bernheim and Whinston (1998) it is stated thatufty members’ effort is non-
verifiable butreasonably observable. The authors do not develop the exafupleer
in their article, but it is an interesting startipgint for discussing the central issue
concerning in what way effort might be observabld, not verifiable.

Assume that the Professor of an economics departhies two PhDs, X and Y, to
deliver two identical courses. There are so mangesits that they have to be divided
into two groups with one teacher each. Both X anar& given the material used by
an earlier teacher.

The newly hired teachers have the same backgrotimely have attended the same
PhD-program, read the same courses, have simdalegrand wrote their PhD-thesis
in a similar area. They are considered to havehigufpe same intellectual ability.



The evidence that makes effort " reasonably observable"

When the courses have been completed, the Professoludes that X has put in a
lot more effort than Y. Remember that the starpomt is the belief that this effort is

“reasonably observable” by the parties. The firgesgion is then what the Professor
could base his conclusion on. Given our experienceuld be based on things like

the following:

- X has consulted a pedagogy consultant and updatedyilabus with clear
goals concerning learning outcomes.

- When looking at the handouts it can be seen thigtsing exactly the same
material as last year, while X has updated his barsdwith new examples
and references to recent articles to help studbatsvant to know more.

- Y changed the exam into an exam with multiple-choguestions, using
guestions that he found on the website from anotheversity. As the
Professor has regular meetings with other univessithe recognises the
exam.

- X has several times consulted the professor atanidus issues in the course,
e.g. about more recent examples. He has also lemrsding such issues with
other colleagues during coffee and lunch breaksei@¢ colleagues have
commented to the Professor that X seems to be #&itiaus guy. Y is only
discussing research issues or his hobbies withdheagues.

- The course evaluation shows much higher gradeX’focourse than for Y’s.
In Y’s course there are several complaints thateeher did not seem to be
well prepared and had to stop several times duheadectures.

As will be returned to in the section below aborguments from the philosophy of

language, evidence is very seldom conclusive, lhat does not mean it should be
disregarded. It is e.g. theoretically possible tWawlfter hard work came to the

conclusion that modern pedagogical ideas are wrand,that the old material was

the best possible, that he did not want to botiestiessed colleagues with his petty
guestions about the course, and that his wife thnea with divorce just when the

lectures should start so he had difficulties touauring the lectures. Notice,

however, that most of these things are also “ratheervable”.

The possibility of making the effort verifiable

Assume that the Professor decides to hire X basfl¥. Y protests and argues that
this is based on discrimination as both the Profeasd X are afro-americans, while
Y is not. The Professor asserts that X is hirecabse he put in a lot more effort.
According to Bernheim and Whinston (1998) this Semably observable” effort
would not be verifiable for a third party.



Let us then go back to the different things that frofessor used to draw the
conclusion that X put in more effort, and see whetih really is impossible to use
them in order to convince a third party.

- Some types of evidence are obviously unproblemdieryone can for
example see that X's syllabus is updated, thatses new examples in his
handouts, and that the course evaluations arer liref(es course.

- Another type of evidence is related to various imgstand discussions with
colleagues, including the pedagogy consultant. Withdern surveillance
equipment there would not be any technical problems$ no large costs to
install such equipment so that each visit and eaciversion on the premises
IS recorded.

- Much preparation for lectures is done by usingltiternet and working with
various files. There are no technical problems e log-files on all
computers in order to observe how long variousfhave been in use, what
changes that were made during a certain time petiedwebsites that were
visited and the downloads that were made.

- Finally the court can, as in all cases, use wite®ss.g. a random selection of
students and colleagues that would make theirnmtesty under oath about
what they have observed.

Given that the Professor had anticipated the proldé verification and the risk for
complaints about discrimination, which is a reasfd@massumption, as he happens to
be an expert in contract theory, he would have lepfiles and installed the camera-
surveillance before anyone was hired. If he wantete able to verify high effort,
there would be no technical and economical problémsnake the “reasonable
observable” effort also “reasonably verifiable”.efffort was not possible to verify in
a specific situation, the conclusion would thentlet this was caused by a more or
less conscious choice not to make it verifiabled ant because effort by nature is
unverifiable.

4.3 Example 2: The quality of a service
Fluet (2003) has an example with a service contwlcere both parties have a clear
idea of what is good quality, which is observatdetliem, butnear impossible to
communicate to a third party. This is exemplifieibwa consultant providing a study
of some son.

Let us make the situation more concrete by assurtiiag a government agency
commissions two reports on similar policy issuesmpany A and Company B gets

® The same kind of argument as the one that will eeetbped here could be used for the case
mentioned by Hart (1995) “The quality of [my] bozkobservable, in the sense that anybody can read
it. (Of course, some are in a better position talgate it than others.) However, it would have been
difficult for Oxford University Press and me to leawritten a contract making my royalties a function
of quality, since if a dispute arose it would bedhfor either of us to prove that the book did @t dot
meet some pre-specified standard. (For this reasoroyalties are made to depend on some (more or
less) verifiable consequences of quality, e.gessaln other words, quality is not verifiable.” @¥-8).

The arguments of the legal scholars mentioned ahmvef course also relevant in this case.

10



the respective jobs, and when they deliver thgiores everyone agrees that the report
from Company A (report A) is of much higher qualiban the report from Company
B (report B).

The evidence that makes quality "reasonably observable’
Most people are assumed to agree that report Aetiebthan report B, and when
asked why, possible answers are:

- The references used in report A are much more cam@ind broader. They
have found some recent reports from governmentsther countries that
report B does not mention. The references in reBoatre just the standard
references that everyone knows about.

- Much of the descriptive text in report B is moreless copied from various
earlier reports, but no explicit sources are giuenhe descriptive texts. In
report A there is an attempt to systematise alkthdies by identifying certain
important dimensions and comparing earlier studiethese dimensions. A
large table summarises this information from eadigdies. The analysis of
the earlier literature is obviously better in replr

- The proposals in report B are rather well known stashdard, while there are
some new policy implications in report A. Severattese have been found in
the recent international literature, which is egitlly stated, but the proposals
are new for the specific country and there areiexgxamples of how these
proposals can be adjusted to the legal framewotlkarhome country.

- The analysis of the proposals is much deeper irortep. Possible
counterarguments are dealt with and described wireh a pro-et-contra
table There are some rather obvious arguments agairestptioposals
presented in report B, but these counter-argunaetaot commented upon.

- A number of external experts have been intervieaedng the work with
report A, but report B is mostly based on the etxpemwithin the firm.

The possibility of making the quality verifiable

Fluent (2003) argues that it is a “matter of judgetmwhether the consultant did the
appropriate research and calculatiorfp” 50). The aspects described above, as
probable causes of why report A is judged to béebehan the quality of report B,
can however be listed by the Governmental agenefgré the companies get the
assignments, as dimensions that will be used tluateathe reports.

Imagine that the authority puts up a prise for ltlest report, and formulates criteria
like the ones discussed above. Then it would, istmases, be no problem for a third
party to use the criteria for evaluating the repa@md decide who will get the prise.
Different judges would in most cases reach the seomelusions. As always there
can be disagreements if there are small differermgsfrom that perspective there is
no difference between observations by the pantiesived and verification by a third

party.
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Competitive tendering in the Swedish constructieat@r often uses so called “soft”
parameters, e.g. a description of the organisdtietraicture, the existence of
environmental plans, etc., in order to extractwhening contractor. The courts, the
third party, have accepted these parameters arel theated complaints without any
major problems.

As in the case with the university teachers abbisadlso possible to demand that the
firms A and B present a detailed log over what thaye done, the websites visited,
the persons interviewed etc, if the agency wantad&e it easier for a third party to

evaluate the quality of the work done.

Given the arguments from the legal scholars preskintsection 3, it is not surprising
that the conclusion here is that it, at least 39 i&impossible to find any good
examples of things that are observable but noffiabke. The next section tries to
give a deeper explanation of why this is so.

5. An argument from philosophy of language: The impogsbility

of unverifiable propositions
In the earlier sections it was argued that if sdrimgtis observable for participants in
a contractual relation, then there must be somiatidns to base the participant’s
knowledge on. If there are such indications, andesthis is known in advance, there
should not be any dramatic cost for registering¢hmdications in such a way that
they can be observed by a third party.

In this section the same conclusion will be readmgd more fundamental argument
based on certain theories in the philosophy ofdage. The argument will primarily
be based on the works of Donald Davidson, evengih@imilar views can be found
in works from philosophers like Wittgenstein andiGgu

The basic argument - and the observable/verifiable distinction
One starting point for these philosophical arguraestthe question how a concept
can be learned, and how the concept can be used meaningful way for
communication. The idea is that in order to learooncept it has to be related to
something observable, and that the meaning of thecapt is related to these
observable features:
“The semantic features of language are public featuWhat no one
can, in the nature of the case, figure out fromtthality of the relevant
evidence, cannot be part of meaning” (Davidson 9)9@uoted from
Ludwig, 2003, p. 1),
moreover:
"Davidson’s purpose is to show how it is possildettribute meanings
and other propositional attitudes when observablebiour is our only
evidence (and is, furthermore, constitutive evidggriqRawling, 2003,
p. 93)

If this idea is correct it implies that the termsed in a contract, assuming they are
ordinary terms (or technical terms defined in iielato the ordinary terms), must all
be related to publicly observable characteris#a=xepting this idea implies that the
terms can, as argued above, be observed and rddoydethird party.
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These ideas can be illustrated by continuing teeudision above about the concept of
effort, which has been used much in the observediféable debate among
economists.

A starting point can be how the concept of efferteiarned. The most likely answer is
that people have learned from cases where thekilalsen tried to understand certain
things. They observed that the parents used tekmeffort in cases where one child
tried again and again while another child gave fgr @ne attempt. One put in a lot
of effort, while another did not try hard enough.vhere one child could do a certain
thing directly, without effort, while another haal try again and again. Starting with
simple cases like these people learn to use theepbrin more and more complex
situations of similar type.

An important point is that the concept only has aaning in certain classes of
situations where it is ordinarily used. In some tcactual situations effort is not

relevant. If a movie producer hires a composer fiteva theme song, the question of
effort is probably of minor importance. With insgtion the composer can write a
great song in a couple of hours, and even if effart polish some details, it would be
surprising if the movie producer was interestedhow and when the composer
worked, and how much time the composer spent \gritiie song.

Davidson does not claim that interpretations cafmgotvrong in a specific situation,
where a claim is made that, e.g., a certain pelsm (not) put in a lot of effort.
However, it is impossible to understand language @mmunication if there is no
relation between the observable evidence and title &f the statement in general. If
all imaginable evidence exists, i.e., the personhbiserved over the whole relevant
period, then it must be possible to make a welhtted statement about whether the
person really put in a lot of effort or not. Daweisargues that people cannot be
“massively wrong” in our everyday statements:

“But there need be nothing we are indubitably righbut for it to be

certain that we are mostly right about the natufethe world”

(Davidson, 2001, p. 45).
It is, e.g., impossible to imagine that all thentis called blue turns out not to be blue,
or that all dogs really are cats. An important ogafor this is that when trying to
identify what a term means, an assumption must bdenthat those who use the
concept are making true statements most of timevid3an calls this way of
interpreting statements thgrinciple of charity. A classical example is how an
anthropologist learns the meanings of the wordsl usea tribe with an unknown
language.

Notice that there can always be problems about kmpwhat is correct if there is no

evidence, but that is true for all statements, ianthis respect the contracting parties
are in exactly the same situation as a third pargually the difference between the
contracting parties and a third party is the amafndévidence. However, as argued
above, this depends upon how the situations awmetsted by the contracting parties
ex ante, with e.g. surveillance equipment.
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This line of argument from the philosophy of langeaupports the view of the legal
scholars described above, where the main pointthatsin all cases there are some
relevant evidence that the court can use.

6. To make things more or less verifiable — an endogens
decision

The arguments presented above indicate that \efidic is possible and does not
have to be extremely expensive. This leads to dnelasion that the degree to which
the variables in a contract will be easy to veofynot is an endogenous decision.
Basically it is a question about finding the optincantract, where the marginal
benefit of making conditions more verifiable is afjto the marginal cost of such an
increase in verifiability. Such a general optimisat problem about the
incompleteness of a contract (where the benefihofe complete contracts consists
of avoiding ex post bargaining over surplus and twst of completeness is
identifying and regulating contingencies in the tcact) has been formalised in
different ways, even if earlier work have not foed®n the issue of verifiability.

Dye (1985) models writing costs in a contractinglgem by letting producers and
consumers have a choice between interacting oopha spot market and signing a
contract guaranteeing a transaction. There is bassggned to every contingency that
the contract is dependent on, and the optimal nuwibeontingencies in a contract is
derived given certain assumptions. Other writingteanodels are Anderlini and Felli
(1994, 1999), who interpret contracts as algorithfuanctions, associating a value to
a realised state of nature. Battigalli and Mag@0@) have developed a model based
on finding the optimum between writing costs andeptal value of the contract.
Crocker and Reynolds (1993) make a simple modedsigpthe trade-off between ex
post opportunism and ex ante design of a contiidts is similar to the approach in
the legal literature, which uses the terms “baak’ ens. “front end” costs.

An aspect missing in these formal models is, howetat when the parties enter a
contract they can decide about the things that eyt to be able to verify after the
finalising of the contract. They can e.g. decideatvkind of surveillance equipment
should be installed. An interesting example from 8wedish construction sector is
that some firms step by step photograph the iagtail of certain equipment that later
will be difficult to check because it will be coeer by other material. In this way they
can convince a third party that they have donentbik correctly. Banerjee and Duflo
(2006), in an article about public sector abseiriedeveloping countries, describe a
case where a teacher had to photograph himselfdsgctogether with his students in
order to get his salary.

Whether verifiability is important or not, or wheththere are important negative side
effects of making things verifiable, will depend thre circumstances in the specific
case. There are at least two examples of situatishere it can be rational for the
contracting parties not to facilitate verificatior post. Firstly, the benefit is judged to
be small if the parties have a long run relatiopsiihere a good reputation is
important, and where both parties can inflict daenag the other ex post if they are
not satisfied with the result of the contract. Tinebability of cheating is then so low
that it is not rational to make verification easi¢re.g. how the work was carried out.
This is usually described as a relational contraeg e.g. Baker et al. (2002).
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Secondly, the surveillance, mentioned above, migte various kinds of side
effects. There might be a “psychic” cost conneactéith being surveyed that might
reduce the productivity of the agent. Prat (200&jatibes an interesting case where
the agent has special skills that he does not wtrers to copy. Strict surveillance
might then lead to a situation where the agentsalaise all their skills and in such a
case it might be rational for the principal notiEmand information about any details
of how the work was carried out. From this perspectthe development towards
more “performance contracts” for road maintenamc8weden can be noted. Instead
of defining how and when the road should be plodgtiee client procures e.g. a
minimum level of friction on the road surface, lewythe method of doing this up to
the contractor.

7. Concluding comment

The main point of this paper is that no contractaahs are unverifiable in principle.
There will always be evidence that makes the tofith certain statement more or less
likely. How easy it is in practice to verify a can statement will to a large extent
depend upon how the initial contract is written arftht measures have been taken to
document or register specific situations or proess#t is therefore not justified to
base the explanation of incomplete contracts onidba that certain conditions are
observable to the parties but not verifiable byniadtparty. The conclusion is that
verifiability should be seen as an endogenous wegisbased on standard
optimisation.

There is always an interaction between organisatibmrm and the technological
development, and there have been some interediagges in recent years from the
perspective of this article. The first is the deypehent in surveillance technology that
has made registration easier and cheaper. Thed&carhigher degree of acceptance
for surveillance as a part of the struggle agaiesbrism and other crimes, which
means that the “psychic” costs of being watched,dvave been reduced. There also
seems to be a change that makes it more and metant to be able to document
ones past history and achievements, e.g. wheniagpiygr a job. All of this can be
expected to change the systems for verificationhairacteristics and conditions that
are important in a specific contract.
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