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Abstract

The face of construction is changing globally and with the growing complexity and dynamic nature of
construction projects, stakeholders are increasingly under pressure to ensure the successful delivery
of projects to their clients. The construction industry has responded to the increasing demands placed
on it, with increased specialisation of the services provided by stakeholders, making the management
of construction projects increasingly important competencies to ensure that the input of the various

contributors on a project is implemented for maximum efficiency.

With the increasingly important role construction project management plays in the successful delivery
of construction projects, strategic sourcing and organisational boundary decisions have become
significant topics of discussion, focusing on the internal organisational issues of project, and the

subsequent management of resources and processes.

While the fundamental “make or buy” decision has been researched and explored by various
researchers in a number of different fields. Research into the boundary decision in the field of
construction project management services, particularly the factors influencing large property
development firms in making the boundary decision, has been found incomplete and this research aims

to add to this body of knowledge.

Therefore, the purpose of this research was to explore the factors/ considerations that influence clients,
specifically large property development firms, in making the choice between retaining project

management services in-house sourcing the same services externally from the market.

To investigate the above, a qualitative research strategy was applied using two case studies. Data was
collected using semi-structured interviews as the primary method and using a questionnaire survey as
a supplementary, secondary method. Where respondents both the interviews and questionnaire survey

were selected using a non-probabilistic purposeful sampling strategy.

The research found trust and ognanisational capabilities were the two most important factors for large
property development firms when making this boundary decision. Where trust and ognanisational
capabilities were found to have an inversely proportional and directly proportional relationship
respectively with the likelihood of a large property development firm retaining construction project

management services in-house, rather than outsourcing the same services.

It is anticipated that the results of the research will provide a better understanding of not only the
advantages and disadvantages of implementing either sourcing option but perhaps more importantly,

insight into the reasons why either sourcing option chosen.

Key words; Transaction Cost Economics, Agency Theory, Organisational Capabilities, Project

Management,
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INTRODUCTION

Ruekert et al, (1985) point out that in any industry, one of the more challenging choices facing a firm is
the fundamental decision of which tasks should be undertaken internally by the organisation and which
should be contracted out to independent contractors (outsourced). Keeping tasks in-house, on one
hand, requires management to commit significant resources to a course of action, the effects of which
may be costly to reverse, while forgoing numerous advantages associated with the marketplace, while,
on the other hand, this also allows a firm to accumulate resources necessary to generate or maintain a
competitive advantage (Dierickx and Cool, 1989). The difficulty of this decision has only been
exacerbated, in recent years, by rapid technological changes and geographical and organisational
dispersion of knowledge (Leiblein, Reuer, and Dalsace, 2002) and an uncertain economy (Demirtas,
2013), where a strategic advantage in these areas increasingly plays an important role in achieving

competitive advantage in the marketplace (Ahmad and Schroeder, 2011).

The objective of this research is to report on an exploratory investigation into the reason(s) why certain
property development firms are choosing to move away from the traditional strategy of outsourcing
construction project management services and retain this competency internally (i.e. in-house), while

others are opting to relinquish this competency and source it externally (i.e. outsource).

It is anticipated that the findings of this investigation will not only shed light on possible reasons why
property development firms select either sourcing strategy but will also highlight the advantages and
disadvantages of each sourcing option, in the context of construction project management services. In
addition, it is expected that the findings of the research, will also provide project management firms and
practitioners with insight into the basis of the reasons behind the sourcing decision, allowing them to

better strategically align themselves in a competitive market.

1.1.Background and Need for the Research

The central paradigm of outsourcing versus retaining services in-house is whether a given transaction
can be undertaken at a lower cost via the market or within the firm. If the costs of undertaking
transactions within the firm are higher, then the firm can gain economic benefits by 'externalising' the
transaction (Jones and Hill,1988). However, the debate around outsourcing, in recent years has shifted
from whether to outsource, to rather what, and what not to outsource (Lafontaine and Slade, 2007).
Academics have focused on the strategic advantages and disadvantages of outsourcing decisions,
while practitioners have been more concerned with which core activities should stay in house and which
non-core activities can be outsourced, in order to maintain core competencies (Kakabadse and
Kakabadse, 2000). Where Prahalad and Hamel's (1990) ‘core competencies’ or Kay's (1993) ‘distinct
capabilities’ can be described as a collection of “corporate skills that cut across traditional functions,
such as product or service design, technology creation, customer service and logistics. Certain scholars
postulate that the outsourcing decisions should be driven by the nature of the task to be undertaken,
the contractual and informal relationships between the purchaser and supplier, the use of market

opportunities for competitive advantage, and the successful management of contracts” (Kakabadse and



Kakabadse, 2000: 764). Although, the definition of what core competencies are for any one organisation
is quite vague, where some consider core activities as core competencies, that is to say, the activities
that the firm is continuously engaged in and non-core activities; as the sporadic ‘peripheral activities’

that can therefore be outsourced (Quinn and Hilmer, 1994).

Alexander and Young (1996: 117) list the following as the four meanings that are commonly associated

with a ‘core activity”:
1. “Those traditionally performed in-house;
2. Those critical to business performance;
3. Those that create current or potential competitive advantage; and
4. Activities that will drive further growth, innovation, or rejuvenation”.

Porter (1990), on the other hand, argues from the competitive advantage perspective, where core
competencies are regarded as the activities that must be kept in-house because they give the firm a
long-term competitive advantage. Where activities traditionally considered integral to the firm can be
outsourced, if they do not provide the firm with a strategic advantage (Quinn and Hilmer, 1994). This
perspective of outsourcing is called ‘strategic outsourcing’, where decisions on whether to outsource or
not, are based on a holistic assessment of what the strategic core of the firm is and which activities are
necessary to reach the firm's strategic goals (Quinn, 1999), creating maximum efficiency by focusing
only on activities unigue to them, giving them a competitive advantage. This is especially applicable
when a firm's strategy is highly service delivery orientated, dependent on creativity, personal dedication,
and initiative or on attracting top-flight professionals (Quinn and Hilmer, 1994), because in such
instances the firm's success is closely linked to superior performance or developing assets of high
specificity that create value (Turner and Crawford, 1992). It is therefore argued that it is essential in
service orientated firms in pursuing innovation growth, the advantage obtained through superior quality
internal capabilities, is maintained in-house, not only for control and quality purposes but also to ensure

the retention of such expertise on completion of contract (Kakabadse and Kakabadse, 2000).

The growth in outsourcing in recent years has been fueled by improvements in communications
infrastructure, better enforcement of intellectual property rights, increasing competition in numerous
sectors and talent shortages (Liesch et al, 2012). Generally outsourcing offers several competitive
advantages, including: enabling internal staff to focus solely on core activities, focusing on achieving
key strategic objectives, lowering overheads, and minimising the need to investment in the latest
cutting-edge technology (Quinn 1999). In addition, outsourcing also provides firms with better flexibility
in dynamic markets, with fast changing technologies and environments (Harrison, 1994), as smaller
specialised suppliers are often better equipped to respond to the introduction of new technologies, often
achieving better economies of scale, negating the need for vertical integration (Quinn and Hilmer, 1994).
As such, firms benefit from having a network of small specialist suppliers, allowing them to increase

and decrease the scale and scope of production, at a lower cost, enabling them to quickly adapt to rapid



changes in demand (Kakabadse and Kakabadse, 2000). In line with this, it is therefore generally
accepted that outsourcing allows for greater flexibility than vertical integration (Harrison, 1994;
Domberger, 1998). Another advantage of outsourcing, is that it can decrease the product/ process
design cycle time, if the firm sources from various ‘best-in-class suppliers’, working together on
individual components of a system, as each supplier would then be able to contribute their specialist,
expert knowledge, resulting in higher quality inputs than any individual firm would be able to achieve on
their own (Quinn and Hilmer, 1994). Finally, one of the most important benefits of outsourcing is that it
gives the firm full access to an external supplier's investments, innovations, and specialised
professional capabilities, then would otherwise be possible for an individual organisation to replicate
(Kakabadse and Kakabadse, 2000).

However, despite all the advantages associated with outsourcing, it also has a number of disadvantages
(Kakabadse and Kakabadse, 2000). Such as, the organisation becoming dependent on external
suppliers to achieve its objectives, failing to achieve the expected cost savings associated with an
outsourcing strategy, the loss of control over critical functions, as well as, the additional burden of
managing and maintaining relationships between the organisation and the external suppliers (Kliem,
1999). Perhaps more importantly, outsourcing introduces additional risks to the organisation, such as
losing critical, specialised capabilities within the organisation and losing control over external suppliers
(Quinn and Hilmer, 1994; Domberger, 1998). These risks are further exacerbated when the supplier's

objectives are not aligned with those of the organisation (Kakabadse and Kakabadse, 2000).

Despite universal acknowledgement of the importance the sourcing decisions or if you will, boundary
decisions play, it still remains unclear what the effects of the decision are on the performance of the
organisation (Leiblein et al, 2002). Some researchers assert that outsourcing capital-intensive
production activities enhances an organisation’s ability to quickly adapt to changes in technology or
demand, to accumulate external knowledge, to avoid coordination inefficiencies, and to compress
product development cycle times (Nishiguchi, 1994). Outsourcing shifts costs from the organisation to
the external contractors, but also creates economic value within the supply chain, enabling a firm to tap
into specialised capabilities (Helper and Sako, 1995) and to shorten product development cycles
through concurrent development (Clark and Fujimoto, 1991). Teece (1992) argues that outsourcing also
avoids the complex decision making otherwise typically required and is therefore, better suited to
competing in dynamic environments where there is a convergence of technologies from different sectors
(Leiblein et al, 2002). Whereas, others claim that outsourcing leads to the loss of organisational
resources, resulting in the depreciation of existing capabilities and the inability to take advantage of new
opportunities and develop new capabilities (Leiblein et al, 2002). Argyres (1996) argues that vertical
integration also allows firms to create restraint of trade, creating entry barriers in competitive
environments. Vertical integration may also improve inter-organisational performance, due to the
coordination benefits associated, such as, improved flow of administrative information and technological
interdependencies (Leiblein et al, 2002). This is supported by research which suggests that locating
manufacturing activities outside the organisation can degrade a firm's capabilities by impairing cross-

functional coordination (Teece, 1996).



The two opposing views on the sourcing strategy decision are the result of different sets of underlying
assumptions. Arguments supporting outsourcing, assume that core critical capabilities are found
outside the organisation and misappropriation problems are minimal, typical in stable environments
involving autonomous technologies (Teece, 1984), where contracting hazards are minimal,
specialisation is encouraged and outsourcing enhances performance by allowing specialised suppliers
to benefit from economies of scale by pooling demand and driving economies by focusing on a limited
number of well-defined activities. Empirical results are consistent with these arguments (Liebeskind et
al, 1996). Alternatively, arguments supporting vertical integration assume instead, that the most
valuable capabilities are found within the organisation and that misappropriation problems are
significant (Leiblein et al, 2002).

These arguments follow the logic of systems theory, where loosely linked component systems are more
appropriate in a dynamic environment, fraught with uncertainty. Whereas, tightly linked systems are
more suitable in stable environments, with the advantage that resources can often be more efficiently

used, resulting in less redundancy and waste, and faster processes (Perrow, 1986).

An intermediate position argues that the choice of individual sourcing decisions is dependent on the
characteristics of each individual transaction and the environment in which it occurs (Leiblein et al,
2002).

1.2.Contextual Background

Taking this into account and acknowledging that the face of construction is changing in Africa and the
world at large, with the scale of construction projects getting larger and more complex, in both detail
and the environment in which stakeholders operate, as highlighted in Deloitte's on Africa: African
Construction Trends Report (2013), which attributed this to rapid urbanisation, strong economic growth,
a steady growth in the middle class and an increase in regional cooperation between the continents
states; all contributing to a continually increasing demand on Africa's construction industry (Creamer
Media (Pty) Ltd, 2015). The complexity and dynamic nature of this environment has resulted in
increased pressure on clients, including property development firms, intent on remaining competitive,
pushing for increased effectiveness and efficiency from the construction industry as a whole (Hitt et al,
1998). In turn the construction industry has responded to the ever-increasing demands placed on it, by
increased specialisation of services provided by consultants and contractors, bringing the issue of the
management of construction projects to the fore, as the element ensuring that the inputs of the various
contributors on a project are utilised in the most effective manner (Baiden et al, 2006). According to
Walker (2002) this increase in specialisation and complexity of projects within the construction industry
has resulted in the development of high levels of differentiation within the construction process,

necessitating strong integration of the different independent specialists and skills.

From this perspective, not only is the role of project management pivotal, but also the position relative
to a firm’s boundary from which the project management services are administered from, also becomes

a topic of interest. As such, the organisational structure and boundary decisions within construction



projects becomes significant, as it focuses attention on internal organisational issues, relating to the
management of human resources within the project management process, rather than the planning,
control techniques and decision techniques, typically associated with project management (Walker,
2002). This alternative perspective highlights that the use of tools and techniques, are ineffective if

applied within inappropriate organisational structure (Williams, 2013).

Highly simplified, a successful construction project can be defined as the project delivering the client's
objectives, which can be generally summarised as delivering the project on time, within budget and to
the predetermined quality. However, as Walker (2002) notes, many construction projects, large and
small, encounter difficulties and fail to successfully deliver the client's objectives not due to a lack of

technical skills but rather due to poor management.

This is to say, the success of construction projects is largely dependent on the manner in which the
various contributors and skills are organised to provide optimum effectiveness and efficiency (Walker,
2002). This acknowledgement of the importance the role of effective management plays within
construction projects puts focus on the role of the construction project manager and what impact, if any,
their position within the firm’s boundary and consequently within a project’s organisation structure has
on their ability to perform their duties. Concurring, Burke (2007) highlights, "the selection of the project
manager is a key appointment which can influence the success or failure of a project”. By inference, it
is reasonable to question whether, the position within the firm’s boundary from which the functions of

the project management role are administered from, also influence a projects outcome.

Walker (2002) states the organisational structure of construction project organisations differ from the
typical organisational structures covered in mainstream organisational literature, in that the construction
project organisation is, in reality, an inter-organisational structure i.e. the project team. Requiring an
appropriate structure suited to the production of the construction project as a whole, as opposed to each
individual parts of the project. The purpose of organisational structures is to maximise organisation
effectiveness, and the construction project management system during the course of a project becomes
temporarily a sub-system of the client's organisation system (Walker, 2002). As such, understanding
why there are variations in the way project management services are integrated into the organisational

structure for different project organisations becomes an important question.

As Walker (2002: 16) puts forward, “ideally it seems that project management should be exercised by
the client organisation itself, and this reflects the need for clients to be very close to the organisation
and implementation of their projects. However, many clients do not have the expertise to manage their
own projects. This, therefore, is the dilemma for clients and for project management. Clients should be
concerned with ensuring that the design of organisational structures for their projects recognise and

seek to overcome such potential conflicts”.

1.3.Significance of the Research

While the firm’s boundary decision has been explored by numerous researchers in various fields and

industries (Harding et al, 2000, Leiblein et al, 2002 and Pieri et al, 2013) and despite general agreement



of the importance the firm’s boundary decision plays, their still remains uncertainty in the role the
decision ultimately has on organisational performance (Leiblein et al, 2002). Therefore, taking into
account the crucial role the construction project manager plays (Walker, 2002) and the ever increasing
complexity of construction projects (Hitt et al, 1998), the position relative to a firm’s boundary from which
project management services are administered from, also becomes a critical area of research. To
ensure the most effective application of tools and techniques within the organisational structure
(Williams, 2013).

1.4.Problem Statement

With the increasing complexity and uncertainty associated with today's modern large scale commercial
construction projects and the increasing recognition of the impact that project management has on the
outcome of these projects, the importance of the nature of the sourcing decision of project management

services has come to the fore.

Traditionally property development firms in South Africa have outsourced project management services
to undertake the management of the construction of projects. However, in recent years there has been

an increasing number of property development firms that have chosen to retain this discipline in-house.

Fundamentally the research question is a “make or buy” decision, which has been expounded on by
numerous researchers in various fields of study, including health care goods and services (Harding et
al, 2000), technological performance (Leiblein et al, 2002), and Italian machine tool industry (Pieri et al,
2013). Property developers, as with all firms when looked at through the perspective of the neoclassical
founded, microeconomic concept of the theory of the firm, exist and make decisions, first and for most
for the maximisation of profit (Katzner, 2005). As such, defining the property development firm’s
boundary plays a crucial role in achieving this objective, where on one hand, some of the anticipated
benefits of outsourcing project management services are that it allows the firm to achieve economies
of scale, reduce overheads and achieve greater flexibility in a dynamic environment, while allowing the
optimisation of project management services on the basis of “deal flow”. However, at the same time,
while not negating the benefits of outsourcing, outsourcing also has the potential introducing possible
new hazards such as; the hollowing out of critical, specialised firm capabilities, while introducing
additional agency and transaction costs to the firm. Therefore, taking into account the potential gains
and pitfalls of either sourcing strategy, determining which sourcing strategy to adopt is essential in
providing the firm with a competitive advantage, while the wrong decision can ultimately be detrimental

to the firm’s long-term competitiveness and overall longevity.

It is anticipated that substantiation of this research problem will largely rely on similar research

conducted in different industries/ fields relating to the similar sourcing dynamics.

1.5. Aim of the Research

Considering the significance, the role project management plays in the successful outcome of

construction projects, this research attempts to explore the factors/ considerations that lead clients,



specifically property development firms, to make the choice between vertically integrating and
outsourcing project management services. Gaining a better understanding of the benefits and
disadvantages of implementing either option from a broad literature review of organisational economic
theory perspectives, concluding with a case study of a selection of large Johannesburg based property

development firms.

As we address the process of outsourcing, we refer to the 'external/ outsourced project manager,'
including both the independent project manager and the project management firm. Conversely, we refer
to the 'internal/ in-sourced project manager' as that company employee performing the project

management function within the firm.

1.6.Research Objectives

The objective of this research is to investigate and understand the reason(s) or factors that influence
large private/ commercial property development firms, based in Johannesburg, South Africa, in making
the organisational boundary decision to either outsource or vertically integrate construction project
management services, in large scale commercial developments, from organisational economic theory

perspectives.

By exploring these factors, it is anticipated that a better understanding of the advantages and
disadvantages of implementing either sourcing option will be gained. As a secondary outcome, it is
expected that the findings of this research will provide property development firms, project management
firms and practitioners with insight into the factors/ considerations on which to ultimately base their

decision on, providing a basis to which, to align themselves more strategically within the market.

Towards achieving the above mentioned primary research objective the following secondary research

objectives were formulated:



1. Determine whether there is a difference between outsourced and in-house project management

services.

2. Establish what the differences are between outsourced and in-house project management

services.

3. Determine whether the differences between outsourced and in-house project management
services impact on the implementation of project management services within the project

organisation.

4. Establish whether choosing an outsourced versus in-house sourcing strategy for project
management services has any impact on the client's (developers) perceived success of a

project, i.e. meeting the client's objectives.

5. Establish whether the nature or characteristics of a specific property developer influence the

sourcing strategy the choose to employ.
1.7.Primary Research Question

The purpose of this research is to conduct an in-depth investigation into the following primary research

question:

What are the factors/ considerations that influence large property development firms, when making the
organisation boundary/ sourcing strategy decision to either vertically integrate or outsource project

management services, in large scale commercial developments?
1.8.Key Research Questions

The following subsidiary research questions have been formulated to help address the specific

objectives relating to the primary research question:

1. Is there a difference between outsourced and in-house project management services?
2. What is the difference between outsourced and in-house project management services?

3. Do the differences between outsourced and in-house project management services impact on

the implementation of project management services within the project organisation?

4. Does the difference between outsourced and in-house project management services have any
impact on the client's (developers) perceived success of a project, i.e. meeting the client's

objective?

5. Does the sourcing strategy selected reflect the nature of the property developer involved?



1.9.Assumptions

L

Property developers have a choice in opting to implement either sourcing strategy.

2. The findings of this research can be used as the basis of making generalised conclusions and

further assumptions as to why other property developers opt for either sourcing strategy.

3. A conscious, rationalised, reasoned decision is made in selecting either sourcing strategy by
the property developers.

4. Concepts and theories established in other industries/ fields and from other regions of the world
can be applied to the context of this research and the local property development, project

management and the construction industry/ environment.

5. The two property development firms used in the case studies are operating in and subjected to
similar market forces and external environmental conditions, which lead them to selecting either

sourcing strategy.



1.10. Limitations

1. This research is exploratory in nature and therefore, rather than trying to define the
phenomenon in study, this research only seeks to shed light on to the reasons why property

developers opt to implement either sourcing strategy.

2. This research does not seek to make a value judgement on the merits of either sourcing

strategy, again only the reasons why either option is selected.

3. The number of case studies to be investigated will be determined by a factor of the time

allocated to the research.

4. Time and resources will play a role in the extent and depth this research will be carried out to.
1.11. Proposed Research Design

1.11.1. Primary sources of data

Primary sources of data include interviews on the case study and the supporting sources.

1.11.2. Secondary sources of data

Secondary sources of data are made up of books, journal papers, conference papers and the internet.

1.11.3. Brief Research Methodology Overview

The aim and objectives of the research are to be achieved by using the following research method and

structure.

A broad literature review is to be conducted focusing on the predominant and current theories relating
to the research question. This in turn assisting in revealing and narrowing down further theoretical
perspectives, that more acutely guided and inform the development of a set of key research questions

relating to gaps in the existing literature.

It is anticipated that a qualitative methodological approach will be used in undertaking this research
mainly based on the inductive/ exploratory nature of the primary research question i.e. what are the
factors/ considerations that influence large property development firms when making the organisation
boundary/ sourcing strategy decision to either vertically integrate or outsource project management
services, in large scale commercial developments? As the fundamental objective of this research is to

build concepts and theories (Merriam, 1998).

In addition, the context of the research question frames the research in a subjective light, dependent
on the individual perspective of the participants and how they view their environment, thus the
gualitative approach in the context of this research provides the researcher with the opportunity to

engage with participants and ask preliminary questions, with further follow up questions to more
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accurately understand the participant's point of view and bring clarity to any ambiguities, therefore
providing, in this instance, far more meaning and richer data from which the researcher can develop a
theoretical stand point. Furthermore, the qualitative approach lends itself to the identification of patterns
and similarities in participant's responses, which will ideally facilitate the discovery of generalities, which
can be used to develop a theoretical understanding. As Leedy (1997) explains, the advantage of using
the qualitative approach is that it records observations and experiences which can then be extrapolated

into theory or trends within the population being studied.

In summary, the qualitative methodological choice is assumed appropriate for the purposes of this
research, as the qualitative approach is viewed as "a naturalistic, interpretative approach concerned
with understanding the meanings which people attach to phenomena within their social worlds” Ritchie

and Lewis (2003: 3), giving a complete picture from the perspective of the participant.

Due in part to the limited time horizon, a two-tail, holistic case study strategy is envisaged to be adopted,
however, also largely due to appropriateness in relation to the exploratory nature of the research,
combined with the fact that research only seeks to establish some of the factors that influence to
property developers in making the decision and not to exhaust the spectrum of all possible
consideration, the two-tail, holistic case study was felt to be able to give adequate insight into the
research problem as it would represent a commonly occurring phenomenon within the property

development industry.

Semi-structured questions for one on one interviews are to be developed to collect data from the
selected sample of property development practitioners, working for large property development firms,

operating out of Johannesburg, South Africa.

The semi-structured interview data gathering method has been cited as particularly applicable to
exploratory research by numerous researchers including Boyce and Neale, 2006, as they facilitate
flowing, extended discussion beyond the parameters of the listed themes and questions initially
envisaged by the interviewer, allowing in-depth understanding of context, as expressed by each
individual respondent from their own unique perspective as the issue is explored, garnering rich, quality

data.

Again, emanating from the exploratory nature of the research question, the semi-structured interview
data collection method is expected to be the most appropriate interviewing method in understanding
the factors/ considerations that influence large property development firms when making the
organisation boundary/ sourcing strategy decision to either vertically integrate or outsource project

management services, in large scale commercial developments.

The semi-structure interview method finds the ideal middle ground between the unstructured,
unconstrained, interviews and the rigidity of structured interviews, allowing fluidity and adaptability in
the interviewers questioning approach depending on responses received, giving the interviewee the

chance to further “explain, or build on, their response” (Saunders et al, 2012), allowing for greater
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engagement and understanding of issues, while still retaining the required level of structure and focus

to lead to the fruitful insights being sought.
The data collected from the interviews will be collated and processed using appropriate techniques.

This processed data will then be analysed and reviewed and will be used to draw out findings relating
to the research objectives, which are then to be discussed in the context of the established theoretical

framework and used as the basis to draw appropriate conclusions and recommendations.

1.12. Ethical Considerations

This research primarily deals with examining and interpreting human behaviour and as such, the ethical
issues that arise from such a research must be considered carefully (Leedy and Ormond, 2005), in
order to deal with any ethical issues that may arise from such a research. Saunders et al, (2012: 226)
advise that a code of ethics be must be established and followed, where “standards of behaviour that
guide your conduct in relation to the rights of those who become the subject of your work or are affected
by it” are established. Further advising that ethical matters should be identified and dealt with as early
as possible, during the research design stage of a research project, ensuring the integrity and objectivity

of the entire research is maintained (Saunders et al, 2012).

A key consideration when conducting research involving input from respondents is understanding what
the social and ethical implications of their participation in the research (Save the Children, 2014), as
ethical research is about “doing good and avoiding harm, to those that participate” in your research
(Save the Children, 2014: 8).

As this research uses semi-structured interviews as a primary data collection method, where direct
contact and interaction with the research participants is required the establishment of a guiding principal
of an ethical code becomes particularly important in ensuring that the data collection process and the

results thereof; are reliable, transparent and accurate (Saunders et al, 2012).

In line with Leedy and Ormrod’s (2005: 101) recommendations relating to ethical research conduct
when undertaking a research project, this research will endeavour to ensure that participants/ subjects

are afforded the benefit of the following overarching ethical principles:

1. Protection from harm;

2. Informed consent;

3. Their right to privacy;

4. Honesty with professional colleagues.

In undertaking this research access to key participants within the case study property development

firms was required for the conducting of the semi-structured interviews. However, in arranging access
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no attempt was made to put undue pressure on any potential participant to partake in the study and all

participants were notified that their participation was purely voluntary.

All potential participants were advised of the purpose of the study and were notified of their right to
refuse to partake in the study, as well as, their right to withdraw from the study at any time without giving

reason.

All interviewees were notified of the right to intervene at any point if they felt that the line of questioning
infringed on their rights and all attempts were made to avoid questioning that made the interviewee
uncomfortable in any way or feel obligated to respond. All interviewees were further notified of their

right to withdraw from the interview proceedings at any time without giving reason.

Due to the sensitive and strategic nature of the research topic, to allay certain concerns and fears the
participating property development firms, as commercial businesses, may have had in participating in
the research, it was agreed that although the certain descriptive information about the two companies,
required to contextualise them in their environment and allow for comparison would be included in the

research, their specific identities would be withheld.

Similarly, the names of all interviewees were kept anonymous to ensure the confidentiality of

participants.

While implementing the described method of concealing the identities of the participating firms and
interviewees, will not provide complete anonymity, it will prevent specific identification of the both the

participating firms and individual respondents.

In addition, the researcher committed to storing all audio recordings and identifying information in a safe
and secure location only accessible to himself until the completion and assessment of the research,

after which all information collected would be destroyed.

1.13. Research Report Structure

This research report is structured in five chapters, as follows:

Chapter 1: Introduction - This serves as an introductory chapter, outlining the background of the
research, where the purpose of the study is discussed, drawing out the research problem, objectives

as well as the aim, assumptions, limitations and definition of terms to be used in the research conducted.

Chapter 2: Literature Review - This chapter provides a review of existing literature, delving into

theoretical perspectives relating to the research problem.

Chapter 3: Research Design and Methods - This chapter provides an overview of the research
methodology used in the research, justifying the selection and execution of the methodology. Further

discussing the data collection techniques used in this research.
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Chapter 4: Data Collection Protocols - This Chapter covers the data collection and presentation aspects

of the research.

Chapter 5: Data Presentation and Analysis - This Chapter analyses and discusses the findings of the
data collection, relating the findings of the research to existing findings in the literature and theory from

the literature review.

Chapter 6: Conclusions and Recommendations - This chapter summarises the entire research,
highlighting key findings and conclusions of the research and providing a critical reflection on the

research process, concluding with recommendations of possible areas of further study.
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LITERATURE REVIEW

2.1.Theoretical Backgrounds

Following a brief overview of general management theory, organisations and project management, this
chapter then proceeds into a detail literature review of the three main theories of this paper; agency
theory, transaction cost economics and organisation capabilities theory, followed by a concluding
section discussing the relative strengths, limitations and commonalities linking each theoretical

perspective.
Tiwana and Bush (2007) assume that the decision to outsource is driven by three main considerations:

1. Likelihood of the firm achieving substantial cost savings by outsourcing,
2. Likelihood of reconciling the divergent objectives of the firm and the external vendor,
3. The significance of the external vendor’s expertise in successfully meeting the firm’s objectives.

Over the years various theories have been used to try and explain how firms make their firm boundary
choice decision, including but not limited to transaction cost economics, knowledge and resourced
based theories; including organisational capabilities theory, institutional theory, control theory, agency
theory, bargaining power theory, resource dependency theory and stakeholder theory to name a few
(Brouthers and Hennart, 2007).

As this paper seeks to explore the reasons why different property development firms make the
organisational boundary decision to either outsource or retain construction project management
services in-house, in large scale commercial developments, from organisational economic theory
perspectives, transaction cost economics theory, agency theory and organisational capabilities theory
were selected to investigate this question based on the framework established by Tiwana and Bush
(2007). In their study, Tiwana and Bush (2007) used the same three theories to look into predictors of
outsourcing strategy of US and Japanese based information technology firms by investigating the
relative importance that information technology managers attributed to the various factors from these
three different but complementary theories, arguing that all three would be simultaneously used in
making their project outsourcing decisions, shedding light on the relative importance give to the factors

from these three theories.

This multi-theory investigation is also supported by Jacobides and Winter (2012: 1378), who used the
same theories to highlight “the importance of the multiple causal forces operating above the actor level
as well as the reciprocal causation between the agency of individual actors and the structure of the

larger systems in which they operate”.

While transaction cost economics over the years has emerged as a predominant explanation of firm

boundary choice decision, due to its thoroughness in explaining governance choices. It has also
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received criticism from detractors for its narrow focus on ex post contractual costs (e.g. contractual hold
up problems due largely to asset specificity) (Tan and Mahoney, 2006), while only acknowledging the

impact of revenue generation on governance choices to a limited extent (White, 2000).

Whereas, agency theory is noteworthy for its juxtaposing theoretical framework “analysing ex ante
contractual problems and thus provides a balance for the transaction costs theory” (Tan and Mahoney,
2006: 457) perspective. Eisenhardt (1989), further argues agency theory is particularly applicable in
instances where contracting is difficult, such as when there is potential divergence in objectives between
principals and agents, allowing possible agent opportunism to occur (e.g. principal and professionals).
Although agency theory gives a unique, realistic, and empirically testable perspective on problems of
cooperative effort, it however, only provides a partial explanation because it does not factor in the
complexity of organisations (Eisenhardt, 1989) and therefore, it is recommended that it is used in

conjunction with complementary supporting theories (Hirsch et al, 1987).

Organisational capabilities theory provides and alternative but complimentary explanation to transaction
cost economics theory for the firm boundary decision (Madhok, 1996), by looking at the role capabilities

play in the development firm specific competitive advantages and influencing firm level decisions.

By appreciating their alternative but complementary explanations in making the firm boundary
decisions, in recent years researchers have increasingly been combining these three theories toward
providing a more holistic, integrated understanding of various strategic management choices, including
firm sourcing strategy (Tan and Mahoney, 2006 and Jacobides and Winter, 2012).

2.2.Brief Overview of General Management Theory

The definition of management is illusive, and there is no one accepted definition of term, however, Henri
Fayol is credited as having made the first major contribution to defining the term management. In his
book ‘General and Industrial Management’ published in 1949, Fayol defined management in terms of

the following five functions (Cole, 1990):

1. To forecast and plan;
2. To organise;

3. To command,;

4. To coordinate;

5. To control.

Cole (1990), however, further states that concept of management has since evolved from being seen
as purely the controlling factor of organisations, to instead being recognised as a function of
organisations, allowing organisations to define and fulfil their objectives. In line with this definition,

Naoum (2001) succinctly defines the concept of management in contemporary terms; as the targeting
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of high level performance using various management techniques to achieve individual and

organisational goals and objectives.

The evolution of modern management and organisational theory, although distinctly separate theories,
are aligned and both have their developmental roots stemming from the following four stages (Naoum,
2001):

1. Classical theory;

2. Human relation theory;
3. Modern system theory;
4. Contingency theory.

Unlike classical theory, that focuses on the management of organisations, specifically management's
role and the formal structure of the organisation (Naoum, 2001), human relations theory also known as
the behavioural approach, focuses on the human element of management, dealing with issues relating
to motivation and human inter-personal relations (Cole, 1990). System theory which then superseded
both classical theory and human relations theory as a more comprehensive theory of the management
of organisations (Cole, 1990), came about as a response to the increasing complexity of organisations

and their rapidly changing environmental conditions (technical, economic, social and governmental).

From the perspective of systems theory, the organisation is recognised as both a whole and as part of
the larger environmental system simultaneously (Naoum, 2001). Cleland and King (1983) concur,
defining the system theory approach as made up of interdependent components, where actions that
affect one component ultimately affect the other components in the system, and similarly the action of
one component causes reactions in the other components. Further stating that recognition of such
interactions and interdependencies, both inside and outside the organisation is the basis of system
theory; where projects, organisations and their environment are viewed as components of a larger

system.

Walker (2002: 25) while discussing project management viewed from this perspective, similarly
concludes that the "the fundamental premise of systems theory stresses interrelationships and is as
concerned with the links between parts of the system as with the parts themselves. The problem of how
to make the links work effectively is essentially the problem of project management.... The attraction of
systems theory as a medium for identifying conceptual framework for the management of the
construction process lies in the basic premise that a system is an organised or complex whole: an
assemblage or combination of things or parts forming a complex unitary whole, which greater than the
sum of its parts. The systems approach stresses the contribution of the interrelationships of the parts

of the system and the system’s adaptation to its environment in achieving its objective".

Generally, systems can be either defined as open or closed. Open system components are highly

affected by economic, social, technical and political changes in the external environment. Whereas, in
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closed systems, the external environment fluctuations are not an important factor to the internal
processes of the organisation and focus is primarily on optimising the internal efficiency of the
organisation rather than looking outside the organisation (Arora and Bokhari, 2007). Walker (2002) adds
that both the client organisation and the construction project organisation can therefore be seen as

open systems.

Finally, evolving in step with systems theory over the last two decades, contingency theory has taken
over and become one of the more prominent conceptual frameworks for research into management
and organisational theory (Banalieva and Sarathy, 2011). Contingency theory purports that there is no
one best way to structure an organisation, lead a team or design a system, as all are dependent on the
specific case by case circumstances, "the best way to organise depends on the nature of the

environment to which the organisation relates” (Scott 1992: 89).

2.3.0rganisations & Project Organisations

2.3.1. What is an Organisation?

Organisation and management are interlinked concepts; strategic and routine decisions from
management are required to make organisations function, where the organisational activities are a
component of management and "their observable criteria are objectives, some pattern of authority and

responsibility between the participants with some non-human elements involved” (Walker, 2002:4).

Organisations vary in size and shape, however, in general can be described as the arrangement of
people and resources, arranged in such a way that they act as a unified whole to perform a specific
function or to achieve specific organisational objectives, where the organisation's resources are
coordinated by a set of procedures and are integrated using an organisational structure (Naoum, 2001).
Frimpong (2000) states that organisations can be considered to be either project driven or non-project
driven, where work in project driven organisations is characterised through projects, with each project

as a separate cost centre. Such an arrangement can be seen to apply to property development firms.

Organisational objectives and the way they are executed differ from organisation to organisation,
Naoum (2001) states in general, organisations consist of numerous interdependent components, where
one component of the organisation cannot achieve success in isolation. Adding, that what affects one
component of the organisation at a particular time will also affect others, as the components are

functioned and administrated by a collection of 'systems' and 'sub-systems', consisting of the following:
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1. The managerial sub-system - including setting goals, planning a strategy, structuring,

coordinating and administrating.

2. The technical sub-system - including planning and control techniques, production methods,

facilities and equipment.

3. The social sub-system - including leadership, personnel management, work groups, motivation

and culture.

Organisational effectiveness is reliant on the interaction between managerial, technical and the social
sub-systems. Where, the success or failure of the organisation is a result of the clarity of the operation
and objectives, the quality of people employed, the availability of resources and appropriateness of the
structure and management system adopted, throughout all components of the organisation (Naoum,
2001). As projects are housed in project organisations, the proper functioning of the project organisation

will inevitably impact the success of the project (Frimpong, 2000).

2.3.2. Role of Organisational Structure

Although there are various forms of organisational structures, each with its own application, it can be
said that the appropriate form is determined by the organisational strategy of the organisation. As each
type of organisational structure has its own particular benefits and disadvantages, the selection of the
appropriate structure for an organisation is dependent