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ABSTRACT

The phenomenon of internationalization has beamegtstudied, throughout the years.
In its wide approach, it has been predicted asaaable and of increasing impact in the
firm-related strategy. The way by which the intéio@alization occurs is connected
with the modes used to enter in foreign marketschvinave been also industriously
scrutinized. One of those modes, the consortiurs,nod received as much attention as
others. Thus, it seems important to understand tmngortia allow the settlement of
firms in the international markets. This study mde to answer the question of “how” to
internationalize, anticipating the consortium as thost feasible way for construction
firms to enter in certain markets. The reasons lwhietermine its choice are related
with aspects concerning the specificness of thgept®s markets and of the firm in
question. In the first part of the study, is intnedd the revision of literature already
existing about consortia as a entry mode and a abohternationalization used by
construction firms, resulting a analysis matrix gfhreveals the motivations conducive
to their choice. In the second part, it is presgritee study-case of Mota-Engil, as a
potential source of valuable information which n@ntribute to the understanding of
the phenomenon under study. The case-study all@m®borating the motivations
found to create the consortia. The study culminaiés a combination of contributions,

limitations and suggestions for future researches.

KEYWORDS: consortia, construction, alliance, cooperation, tryen modes,

internationalization, Mota-Engil.

1. INTRODUCTION

In order to expand its activity to other countrigge firm needs to settle in a clear and
assertive way its strategy concerning the entryeaoédmong the several entry modes
available to the firms none can be considered agylibe best and we should, instead,
choose the one that better suits to a certain ootyee (Chang, 1995; Folta, 1998;
Hennart, 1991; Reddst al, 2002; Williamson, 1991).



In this article, we intend to study a specific gntnode: the consortium. This entry
mode has been used by a certain area of actitiegyconstruction area, namely in its
international variation. Therefore, the questiomehexamined is: “In what way the
consortia allow the internationalization of therfa?” We will try to depict what are the
determinants that lead to the choice of this emogle by the firms, in order to delineate

their international strategy.

In the Anglo-Saxon literature the consortia aresidered non-equity joint ventures and
differentiate themselves from the equity joint wees, because they don’t imply the
creation of an entity aside, with legal form, trbufpe equitable contribution of capital
from the cooperation partners (Errangtial, 2002; Hagedoorn and Narula, 1996). The
singularity of this entry mode allows the firms jmn themselves, during a certain
period, to share resources, split risks and digseasily the cooperation, after the end of
the project. This issue seems to be poorly studiedhe international businesses
literature (Irelancet al, 2002; Kumar and Nti, 1998; Narula and Dunningd&%Reuer
and Arino, 2002), which rouses a larger interestdrstudy. The frequent resource to
the consortium as well as the various situationshich it applies, justifies the need to
investigate this subject. The purpose is to infaw lthis entry mode contributes to the

firms’ internationalization.

2. LITERATURE REVIEW

The consortia as an entry mode

Although the literature already existing provideseyal classification typologies of the
entry modes, they concur, in general, in the amalysteria: risk and degree of control.
Anderson and Gatignon (1986) uphold that the b&sy enode proceed from a trade-off
between the degree of control that the firm intetalgarry out and the level of risk

involved by that purpose.

In this essay it will be used a classification tggy of entry modes, in three groups,

according to the variables, control, risk and fbeixy:



» Export modes: low control, low risk, high flexikii
= Contractual modes: shared control and risk, shareplerty.
= Investment modes: high control, high risk, low flabhty.

According to this typology, the consortium is a tantual entry mode. This kind of
contracts happens when the firms have some kindoaipetitive advantage and,
separately, are not able to take advantage froduetto various constraints, starting,
therefore, cooperation activities with other firarsd organizations. The consortium or
contractual joint venture is formed having as tatpe execution of a certain project
with limited durability (Sillars and Kangari, 20Q4)hich for its specificness, usually
high risk and investment, requires team work of taromore firms in a separate
organization. These are formal cooperation agretsmeetween firms which do not
imply capital sharing, neither the creation of galeentity. Both parts have legal and

strategic autonomy.

In the ambit of the JV typology, the internatior@nstruction consortia might be
defined taking in consideration:
= Nationality. they might be formed by national firms as wellbgsinternational
firms. Ahead, in the case-study, we will see th& aspect depends a lot on the
markets characteristics where the firm intendsatoycout its incursion.

» Financial sharingnon-equity JV, since the associated firms do awottribute

with capital in the moment they join their intee¢Chanret al, 1997; Sengupta
and Perry, 1997).

» Parties concernedn the case-study, the consortia are in its nigjgrivate,

formed only by private firms. However, there arensoexceptions for the mixed
consortia, whenever the firms belonging to the sadteh control the market, in
a certain specialized activity, participate in canis. with private firms.

» Legal form Non-corporate JV, since the consortia are a wlagooperation
between companies not gifted with legal form, «watlsimplified and flexible
nature, without endangering their legal autonomyd athe economical
independence of each of the associated» (Vascadg€89, p.19).



= Durability: Transitory JV, since this type of «cooperatiotwmen firms has a
temporary and limited nature and concrete and wcheted purposes»
(Vasconcelos, 1999, p.20).

From this analysis is important to emphasize thatdonsortium, as a legal entity, and
having as basis the theoretic analysis which iermgim terms of international businesses

literature, constitutes @on-equity andnon-corporate joint venture.

The consortia in the construction business

There is not much literature about marketing in ititernational construction activity
(El-Higzi, 2001). The construction is a servicedered, and therefore, it is an activity
of great complexity because of all the individubbracteristics, inherent to the non-
conventional nature of its services.

The construction industry is made of intensive @pbeing the financial availability a
decisive factor. The governmental assistance, @tmnomic treaties which decrease the
trade barriers, the assistance programmes to etjpms$ and aid packages are factors
that impel the international growth of the firmsldmging to this industry (El-Higzi,
2001, Gunhan and Arditi, 2005). Besides this, apartant part of the construction
business is promoted by the public investment (@id®90, Ye and Tiong, 2000), so it
is fundamental to the firm to find political suppdor the construction project they

intend to develop (Lingl al., 2005).

The international construction differs from domestonstruction in several points. The
international construction activities are distirghed by the combination of the business
and project management capacities with the molwlfitthe production factors and with
the location and connection between the suppousines (Linget al, 2005). Besides
the typical risks inherent to a domestic constarctproject, in the international level,
the firms are exposed to a complex and subtle m&twbd political, economic and
cultural risks (Ashley and Bonner, 1987, Han andkibiann, 2001).

In the current literature is given little importanto the study of consortia, as a entry
mode. The focus is saved to the EJV, and the cbadogated in a very superficial way
(Beamish and Banks, 1987, Luo and Park, 2004, Wanag Nicholas, 2007). About



consortia, in the construction sector, the stuthes already exist are still very scarce,

and the entry modes treated in a very non-speedahlizanner.

This study intends to focus in the consortium whasoice resulting from a possible
trade-off between control and compromise of theuweses. Before a large dimension
project, in which the amount of resources requi@dinvestment is high, the firms,

individually, are able to reduce the amount of weses invested by them by creating

consortia with other firms.
The consortium is chosen, often, by the constrnctompanies, because it allows
carrying out several purposes and because itrfitee restrictions that are put to them,

given their inherent characteristics, as it isnaigd to demonstrate in Figure 1.

Figure 1 - Motivations for the choice of consortian the construction sector
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The international constructi projects usually implicat
high investments, and the consortium allows indigid
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Due to the complex nature of the activities, precenvironment and organization of
the construction businesses, firms are extremgbpsed to a high level oisk (Bing et
al., 1999). Thus, several researchers identified risk sharing as an important
motivation in order to form business-related altes (Kogut, 1991; Oliver, 1990,
Powell, 1987) that, like consortia, transfer riskdacontrol to other firms (Brouthers,
1995).

The investment is also a particularly conditioning factor to tperformance of the
construction firms. This is a sector of intensiegital in which, in order to carry out the
projects, is necessary a great level of commitnoéniesources and, consequently, a
large investment. In this manner, the construcfioms unite themselves, often, in
consortia to contribute with physical, capacity,pesience or financing resources
(Badgeret al, 1995; Charet al, 1997) in the required proportion in order torgasut
the project.

By creating consortia, it can also be achieved tleeessarydimension to the
adjudication of the huge projects. The smaller $irffor instance, find in consortia a
growth opportunity as well as of achievement oferaves by becoming partners of
larger firms and with more resources (Sillars amahéfari, 2004).

Since they don’t involve common property neithee ttonstitution of a legal entity
aside, consortia offer a biggstrategic flexibility . Whilst non-equity alliances, the
consortia give a larger margin of maneuver whereasibn is taken (Das and Teng,
1996). This entry mode still works as a way to ssg theentrance barriers
established in many markets, by local firms whicfteithemselves in order to obstruct
the entrance of external competition. By creatimgsortia with local partners, the
foreign firms achieve a larger opening to theirivaibés, by the entities from the

destination country (Shen and Wu, 2001).

3. METHODOLOGY

We intend to understand the process by which thmpdrangs and actions occur.
According to Yin (1994), as a rule, the case stigfyresents the most suitable strategy

to follow when the issues posed are “how” or “whwihen the degree of control that



the researcher has over the events is restrictedidrand when the study is focused in
an actual phenomenon in its natural context. It a@gpted the study-case approach,
since the need to gather detailed information frima managers shows that the
qualitative research methodology is more suita¥lbifla et al,, 2006).

The choice of the Mota-Engil case-study, at presie@atbiggest construction group in
Portugal, is justified by the vast use of consontialst internationalization tool by this
firm. The consortia are traditionally used by t@igup which sees them as being, often,
the only option of entrance in some markets. Thseestudy helps to understand and to
explain the motivations which lead the firms to pidthis entry mode, and might also

contribute to instruct possible management actisitn similar areas.

4. THE MOTA-ENGIL CASE

The construction is the sector that more jobs gdesy at the European level,
considering that 26 million workers depend of indirect and directfy The
enlargement of the European Union to many Easteumtdes that belonged to the
former Eastern Block allows the creation of newihess opportunities and consequent
international operations of expansion for new me&kand Eastern Europe is the area
where more projects are being developed. The br@@aan construction firms cross
each other in public competitions in countries swsh Poland, Check Republic,
Slovakia, Hungary, Romania, Ukraine and Russiaga@ated, usually, to local firms
with a certain dimension, due to the knowledge thaye about the market, legislation,
environmental aspects and safety. On the other,handfrica, the big construction
boom happens in Angola with 26% growth year, whatlows the entrance of many
Portuguese construction firms in that market. Itinsportant to refer, yet, the
competition from Chinese firms, despite the quabitytheir work being inferior to the
standard of any European firm in the same area.ld@er quality rate from this firms
results, essentially, from the use of cheap lalfier of services in exchange of
commercial compensations with the support of thin€de State and the practice of

dumping in the market prices.

!in Mota-Engil, 2007a.



Mota-Engil, one of the main private economic groupsPortugal, explores and
develops an integrated businesses portfolio focuseéde construction chain of value
with performance levels aligned with the best iné&ional practices. Leader in the
national market, at the European level holds tH2 &k between the biggest firms of
the construction aréaThe international market represents, in 2007, 48%he Group

construction activity; nowadays present in 20 countries.

In the Mota-Engil strategy, the consortia are presimeans of market approach under
certain circumstances which create a combinatiomatvations, like it was described
before in Figure 1. The Figure 2, bellow, assemlitesconsortia of the Mota-Engil
Group at the ambit of the same motivations, showinag these are present at the time

when the decision process occurs relating to tiwy emode to adopt.

Zin Deloitte, 2008.
%in Mota-Engil, 2007b.



Figure 2 - Mota-Engil Group motivations to choose&onsortia

Mota-Engil Group
Consortia

Motivations

When the Group
usesit

Risk

“If you ask me, if the best approach, nowadays,af@ertain
market, for a big project is the consortium, | h&vesay it is,
because there is risk sharing. The risk is immetjiativided
by three or four. And if, one or more of the firtmslonging to
the consortium are local, than the risk is small®cause
those firms know the market.(Eng® Vitor Alves, in
11/02/2008)

Investment

“The consortium is a way of reducing costs, shar
investment and risk.(Dr. Soares Monteiro, in 17/04/2008)

“If we are going to be part of a undertaking, inietha large
investment is required, if we can join to othemfiwith

whom we have good relations... (...) it is preferallgdin

resources and share investmenEng® Ribeiro Pinto, in
07/02/2008).

Flexibility

“The consortium differs from the society because ¢kcond
one can't be easily terminated. The consortium eo@tract
between two or more entities that, juridicallyyvadid only for
that purpose.{(Eng® Soares Monteiro, 17/04/2008)

Dimension

“The dimension and nature of the project can infaeeor no
the constitution or not of a consortium{(Eng® Vitor Alves,
11/02/2008).

“For projects with some significance and substantidue its
common to resort, often, to consortia... due to th
singularity and dimension.” (Dr. Luis Cardoso, in
29/01/2008).

“In those cases we are always going with a groufirofs
with size that fits to those projects.” (Eng® Vitédves,
11/02/2008).

Bir

Sulpass
barriers of
entrance

“The consortiumprovides local knowledge, allows to surp
barriers and the legal framing, in terms of strategis
important the association to local firms due to khewledge
of their own market. It is also related with thdteres of the
countries, consortia with local firms allow redugithe risk
that comes from that situation. (...) On the othendha
consortia allow, also, going round the governmen
protection over the firms of their own countrie§.Mota-
Engil is associated to a firm there, there willrmelonger the
disadvantageous factor. For 4 or 5 years thatithetfies to
enter in Spain, where it has no reference undengakbecause)
it still has not achieved to associate over thefer! Adriano
Torres, in 16/04/2008).

al
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= The risk

The construction area is, as we said before, df hgpociated risk (Zhi, 1999), due to
the kind of services it renders, because it in®ladvays big investments and huge
demands in terms of availability of human and técdinresources. When the Group
tries to execute a certain project, the consortppears as the most suitable method for
the dispersion of the risk. Because, in consortithm, inherent risk to the project no
longer falls upon just one firm and it is sharedtiy associates (Lingt al, 2005). The

risk is, thus, smaller for each firm individually.

The so called “construction works"always gifted with high technical complexity and
high safety rates, are largely executed in consortin order to minimize the associated
risk. In several countries in the African continem which entering implies a
considerable risk, specially in the cases of hightipal risk, the consortium is the
choice for Mota-Engil, in order to guaranty somemsut between the cooperation

partners.

= The investment

The projects of large dimension demand a substdstial of investment in terms of

resources, which not always only one firm is capablfill in. The solution found by

the Group is, together with other specialized firmeeate a strong consortium to
combine financial, physical and know-how resouaes share risks.

For example, this kind of cooperation is the toséd by Mota-Engil to carry out the
project which is considered the biggest constractvork in the city of Luanda, in
Angola: the Atlantic Towers, with an investmentldf0 million euros. The same thing
happens in Mozambique, where the consortium Mo@itSoares da Costa is
executing the bridge over river Zambeze, the biggdgsa-structure carried out in the
country since its independence, estimated in 68iamileuros. The fact that this

undertaking implies the mobilization of large anery specific material and human

* The term “construction works”, in constructionigity, refers to bridges, viaducts and tunnels.
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resources, imposes the need to create a consartiarder to be achieved the necessary

amounts of investment.

= The flexibility

When the purpose of cooperation is perfectly defimaethin a short and previously
established term, the Group tries to materializéhibugh a flexible contract which
allows to dissolve it, with no restrictions, by thiene the project ends (Wang and
Nicholas, 2007). The consortium is the option chobecause it does not imply the
formation of a legal entity resulting from the ist@ent of capital between both parts
(Wang, 2007). Each part cooperates with a legalyeand bears their responsibilities.
The consortium is subordinated to the minimum ahimdstrative barriers, consuming
less time and being more economic, in bureaucra&ims, than the equity joint

ventures.

Often, the consortium works for Mota-Engil as thgrance door in certain countries.
The purpose is to engage local knowledge and tgstablish a network of contacts in
the receiving country (Starssmann, 1898), so thiérwards, they might move to an
autonomous activity which will allow to consolidage position in the market and
improve the level of flexibility of the chosen amtis. The same is applied to works with
a previously established and short term, like thége over the river Catumbela, in the
Angolan province of Benguela. The conditionalismtiafe points out to actions that
may easily be dissolved in the moment that the werkiinates, without inferring, for

the partners, high irreparable costs. For the Gréiapibility means adaptability of the

consortia to the places where it is working antheomeans it has at their disposal.

= The dimension

When the project in competition has a big dimensiahich happens namely in
international markets and demands a big investrm#ott, the most common is for the
Group to try to compete in consortium to the waoktcact. It tries to join to other firms
that have experience and the necessary technipatit@s for the accomplishment of

the project. The complementarity of the firms inmie of equipment, human resources
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and know-how allows the consortium to be capableadbieve the dimension and

organization indispensable to the formulation ef Work in competition.

On the other hand, in markets with a strong growte,Group feels the need to comply
to the competitions in consortium with internatibpéayers. Because, despite being a
leader in the home market, the Group not always thasnecessary strength and
dimension to rival with the biggest firms in theeay at the international level. The

significance of an approach with consortia, in @e@rimarkets, is also related with the
intensity of the competition. The Central and Easteurope Markets, for example,

highly competitive and attractive, allow foreseemdjerce struggle between the giants
of the sector with a superior dimension than the ohthe Group, acting separately.
That is why those are the markets where it is afuitie entrance through consortia,
since they provide the concentration of associfitets by a common purpose (Terpstra
and Simonin, 1993), restraining, thus, the comipetitsince the competitors become,

often, partners in consortia.

= The barriers to the entrance

In markets with a small degree of receptivity teefgn investment and with a high
degree of protectionism, the consortia with lo@ah$ are a way for the Group to enter
and conquer awareness so that they might, aftesydelelop their activities (Kogut,
1988, Linget al, 2005). The partners, foreign and local, can cemght themselves
mutually: the domestic firms have a better knowkedd the local work conditions, of
the localization of the sources of human and mateesources, whilst the foreign firms
bring to the consortium a high level of expertise financial, technological and

managing terms (Raftest al, 1998).

The Spanish market is pointed out as a good exaaiglgs situation. Due to a strong
protectionism and association which characteribes 3panish construction sector, it
becomes difficult to a foreign firm to operate imat market. That is why, until today,
the Group considers that still has not made wofksference, in the construction sector
in Spain. And, points out, as a possible causefabtieof not being able to create any
consortium with Spanish firms for the adjudicatminthe projects. On the other hand,

Martifer (a firm belonging to the Group) is, alrgadhe strongest firm of metallic
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constructions in Spain. According to the Group, ékplanation may lay in the fact that
this firm has, previously, formed a consortium wbmague, which is Spanish. So,
maybe, this is the reason why Martifer was invii@evork in Spain.

The interference of the State in this sector ishhignd was identified, in previous
studies, various legal barriers imposed by somee@uwments to the entrance of
international construction firms. Very often, thev@rnments support the local firms in
prejudice of the international constructors, stinlg that the project must be finished
by a national contractor. The incompatibility oettechnical standards in the different
countries is another difficulty faced by constraantifirms operating at an international
level (Whitlaet al, 2006). Thus, even if the Group has the necessaegtment to start
a certain project and a small aversion to risk poiat that does not feel the need to start
a cooperation process, the barriers to entranseddy the Government and by local

firms, often, make the consortium the only alteineato enter in those markets.

5. CONCLUSION

Main assessments

At a scientific level, apparently this study cobtries to enlarge the knowledge of an
entrance way which seems poorly explored in terfrinternational business literature.

In terms of business-related strategy, the consuartappears to be a tool of recurrent
use for the approach to the international markgtsamstruction firms. This study helps

also to understand the motives and benefits whitiude firms to choose the

consortium, contributing for a more complete chazation of this entry mode.

The analysis matrix of the consortium, suggestethisistudy, may contribute to assess
the performance of this internationalization toohitable to firms. Because of the
confrontation between motivations, which lead tteinationalization, with the gaps
that the consortium intends compensate, it is ptes$o conclude about the usefulness
and suitability of this entry mode within a cert@redicament. Comparing the different
alternatives, the consortium appears to be theepexthoice before a sequence of
conditionalisms which make it the only way the fifnas to carry out a certain
internationalization strategy. Factors such asestment, risk, flexibility, dimension
and barriers to entrance work as a motivation éoctleation of consortia and are related

14



to the characteristics of the project, market amd,faccording to the diagram in Figure

3.

In consortium, the firms:

are capable to decrease thsk inherent to projects and international markets;
reach the necessarywestmentfor internationalization;

guarantee somiexibility of decision in a environment of great uncertaiutyl

in constant change such as the international mgrket

together, they conquer the indispensatiimension to the adjudication and
execution of great projects;

they go round thearriers to entrance created by the Government of the
destination country and by the association of Ideeliness men which obstruct

the outside activity.
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Figure 3 — Matrix of analysis of consortia

WHAT?

PROJECT / WORK

* High risk associated
* Necessary a largavestment
* Work with greatdimension

WHO? WHERE?
I
I
FIRM MOTAENGIL I INTERNATIONAL M ARKET
I
* Risk management I * High risk
* Immediate availability of resources \ 1 / * Strongbarriers to entrance
* Restrictions tdnvestment \ I / created by the Government from
* Desirable level of control implies a type of \ I 7 the destination country and by thd
cooperation wittflexibility : \ I / association of local business men
* The dimensionof the firm not always is A\ I / > -
enough to embrace the project/work N * Fierce competition between the
* |s subordinated to thiearriers to entrance \ / great international players.
imposed to foreign investment in many gV
countries
HOW?
CONSORTIUM
Risk * Sharingrisk troughcooperatior

* Way of access to theesourcesof other firms
Investment * Complementing theesourcesbetween the members of the consortism
range of the totahvestmentnecessary for a certain project.

* |t does not compel to the investment of capitvieen the parts to create a
Flexibility society aside- larger margin of maneuveto take a decision
* Easy dissolutionof cooperation after the execution of the intenplegbose

Dimension * Range of theneeded team dimensioto adjudicate and carry out the big
construction projects

Barriers to * Association to local firms in consortia, allows: position and knowledge of
entrance privileged marketssurpassthe barriers to entrance

As an entry mode, the consortium allows the intiéonalization because it is a tool of
adjustment of the firm to the internal and exter@iditionals of its expansion to new
markets. This fact may present an important impbca of this study at the
management level. This perspective, according wthch entry mode may work as a
solution for the problems that, many times, the aggns come across, can be included
in the strategic consideration carried out whedeapicted the international activity of

the firm. Instead of putting aside certain projeantsl markets because they do not think
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they have the strength needed to dissolve theirkmesses and to surpass the
characteristic threats from a international apphnodlee firms must put in perspective
the consortium as a way of access to new oppoisnithich they have to face in a

daily basis.

Limitations and suggestions for future research

One of the limitations of this study is related lwihe methodological option of the

study-case. Due to the choice of a single caseguleshis may jeopardize the

potentialities of an analytical generalization, egivthe characteristics of the firm

studied. However, we think its choice allowed toelep a suitable case because it
gives answer to the question of the research aadhable because it is susceptible of
understanding. The sample selected for intervieasldc have a larger dimension,

giving, therefore, a bigger robustness in termgjudntitative representativeness. The
purpose of this project focused in the attainmémbterviews to the point of saturation,

from which the data to assemble no longer add atyevto the investigation. So, we

think that the qualitative representativeness @aplished, and the interviews carried
out gave rich information and allowed the perceptiof the agreement of the

interviewed in relation to the issues disputed.

The expansion of this investigation to other repnéstive cases of the set of problems
in study constitutes a suggestion for future wostssceptible to fulfill the gaps at the
representativeness level, expressed before. Wearapare the results obtained in this
study and get a possible corroboration of the saitiethe inclusion of different firm-
related realities. The enrichment of the deductitaken from this study can also be
obtained through its retort in firms that perform $imilar contexts, in terms of
international activity. Another issue that mightrwas a starting point for future studies
is the confrontation of adopted strategies by thtgonal construction firms, in terms of
entry mode, with the options at that level by theefgn firms. It will be interesting to
inquire how often the option for consortium is meed to the international
construction firms. It is also suggested the anslgEthe agreement of the motivations
and conjunctures which lead this firms to the clowmf the consortium, as an
international performance, with the ones which ltesuof the analysis carried out in
this study. To infer about the weight that each ivation, individually, has at the

moment of choosing the entry mode, can be anothiat ppen to a future investigation.
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