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Various literatures in construction and project management deduced that
transaction costs characteristics have impact on contractor's bids evaluation
process. Aim of this study is to assess the level of impacts of transaction costs
characteristics on contractor’s bids evaluation process. Simple random sampling
techniques was used in selecting fifty two (52) contractors within some selected
states of the North-West zone of Nigeria that are registered in the Bureau of Public
Procurement database of contractors, whom are being considered to participate in
any federal government tendering process as respondents of the study. The data
collected was analyzed using multi-attribute techniques, Relative Importance Index
RIl and ANOVA. Results of the study indicate that transaction costs characteristics
effects among the five categories of factors identified from literature, predictability
of owners behavior rank first, followed by project management efficiency
(R11=0.698), contractors predictability behavior (RII=0.684), while uncertainty in the
transaction environment (RII=0.662) and magnitude of the transaction cost
(RII=0.647) rank fourth and fifth with low impacts on contractors’ bids evaluation
process. No significant difference was found between the effects of TCs
characteristics of four factors on contractors’ bids evaluation process. While there
is a significant different in Uncertainty in the transaction environment factor x%up =
17.67 > x%a =17.06. Conclusions are that owners’ behavior, contractor’s behavior,
project management efficiency and magnitude of the transaction have an impact
on contractor’s bids evaluation process in determining a successful tender among
the various contractors’ bids for a project by the client. The study recommends that
contractors should adopt good decision making by reducing the amount of time-
spent on disputes/disagreement, unbalance bidding, collusion and cheating that
cause uncertainty in the bidding environment. Contractors should adopt
experience based type when bidding for construction projects with regards to
finance, schedules, manpower, equipment and other documentary evidence in their
bidding process.
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INTRODUCTION

In construction projects in Nigeria, clients undergo a procurement process to select
a competent consultant and contractor to carry out the construction work using
pre-determined selection criteria (Ogunsanmi, 2013; Peter, Love, Davis & Edwards,
2008; McWhirt, Ahn, Jenniffer & Kelly, 2011) or guidelines as stated by the public
procurement Act 2007. The Act objectives are to provide the best value for money,
economy, transparency, accountability and competition among bidders (PPA
2007).

To ensure aggregate procurement, there is need to obtain economies of scale and
reduce procurement costs (PPA 2007). However, it must be quickly noted that the
Act has not taken into account the transaction costs incurred with participation in
the tender processes due to the varied activities undertaken by clients, consultants
and contractors. It is a common fact that contractors devote considerable time and
resources in determining the cost of construction and then assessing the price they
will quote to the owner (Li, Arditi & Wang 2013). The Client is interested only in
the price quoted by contractors.

This price is the rate at which exchange will take place. Price to the contractor
becomes a cost to the owner (Hillebrandt & Hughes, 2000). However, the actual
cost of a construction project is not the only production cost. The cost of preparing
a bidding document, estimating, drawing up a contract condition, advertisements,
administrative aspects and dealing with any deviations from construction
(Arbitration or Dispute resolution) are also important. In construction these costs
are incurred by clients, consultant or contractors as the case may be.

The costs are known as transaction costs in the study of economic organizations
(Coase, 1937). In transaction cost economics a transaction occurs when a goods,
works or services is transferred across a technologically separable interface
(Williamson, 1987). Similarly, in construction using the PPA (2007) a services or
goods are supplied to the client in return to a stated amount agreed by client.

However, it is not clear whether transaction costs characteristics were reduced by
the use of the PPA since they are not defined systematically (Lt et.al 2013). Also, it
is not clear or understood whether transaction cost have positive or negative
impact on the bidding process phases of a construction project. Various
researchers have proven the existence of such cost in the construction industry and
other areas of studies. This to include construction-related topics, project
organization and governance (Piertoforte, 1997; Turner & Keegan, 2001; Winch,
2001; Muller & Turner, 2005; Jobin, 2008), Agriculture (Huo, 2015; Ferris 2005) and
marketing and sub-contracting (Eccles, 1981; Gunarson & Levitt 1982; Reve &
Levitt, 1984; Winch, 1989; Constantion, 2001).

Most of the aforementioned researchers on transaction costs indicated how
stakeholders are face with challenges due to the costs incurred during transaction
by both parties. These leads to higher cost of construction, less economic efficiency
in the procurement chain system. For instance, in the United Kingdom UK about
0.57% of the total project value was identified to be spending as the bid costs by
the contractors whether they win or lose in a bidding processes (Hughes, 2016).
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This is against the fact that, such costs make a significant impact on the retained
operating turnover for the construction firm or company.

Worthy of note in the construction transaction in Nigeria is that they offer various
transaction costs characteristics (Lingard,Hughes & Chinyio, 1998; Costantino,
Pellegrion & Pietroforte, 2011; Enshassi, Mohamed & El-Karriri, 2010; Thomassen,
Vassbo, Solheim-Kile & Lohne, 2016; Li, Aridit, & Wang, 2012; Li et.al, 2013) in
respects of their Asset specificity, Transaction environment uncertainties,
Contractors’ behavior, Owners’ behavior and Project management efficiency that
can have negative impact on bidding process in Nigeria. Objective of this study is
to assess the level of impacts of transaction costs characteristics on contractors’
bids evaluation process. Bids evaluation process/phases considered in this study
are preliminary bids examination (Technical bid phase), detailed evaluation
(Financial bid phase), bids comparison, post-qualification verification and bids
evaluation report phases.

Thus, the primary research question of this study is:

1. What level of impact does transaction costs characteristics has on contracting
business in Nigeria?

The study is important in that it provides the level of impacts of the various
transaction costs characteristics in contractors’ bids evaluation process for
construction project in Nigeria. It also contributes to transaction costs theory
literature in assessing the level of impacts of TCs characteristics on contractors'’
bids evaluation process. Furthermore, financial and technological systems will be
improved in the construction industry by increasing the retained operating costs
of the contracting firms and more chances of winning contracts by contracting
firms in Nigeria.

LITERATURE REVIEW

Transaction costs theory (theoretical review)

Transaction cost economics theory has become a predominant theoretical
framework (model) for explaining organizational boundary decision. Like most
influential theories, transaction cost theory was not fully developed at the outset.
It has been and continues to be retained and reformulated, corrected and expands
in response to new theoretical and empirical development (Geyskens, Steenkamp
& kumar, 2006).

Transaction cost theory has its origin from Coase (1937), in his article “The nature
of the firm” in which he explained market and hierarchies as alternative governance
structures. The market is viewed as the dominant model of the logic of economic
organization both in manufacturing, construction and overall (Hakansson, Ford,
Gadde, Snehato & Waluszewski, 2009). Classic economic theory views the market
as an economic system that “work itself” with supply adjusted to demand and
production adjusted to consumption (Coase, 1937). According to Coase (1937),
firms exist because the cost associated with organizing a transaction within the
firm are lower than those associated with organizing it by exchange on the open
market. In other word, there are certain costs associated with operating the market
and it is necessary to firm an organization to reduce these costs (Coase, 1937).
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These associated costs are incurred during such transaction, which are not cost of
production. In such situation or condition, they are being considered as the
determining factors as to whether a firm manufactures product in-house or buys
from the outside market. They arise from the transfer of ownership or property
rights (Hughes, Hillebrandt, Greenwood & Kwawu, 2006). The only solution to it is
to envisage a Robinson economy; where there are no other parties involved, no
concept of ownership or property rights and no need or opportunity. Therefore, to
make agreements in this case all cost is production costs.

Transaction costs exist whenever there is economic organization, which means that
they are in practice universal. They include the cost of:

The drawing up of agreements and contracts;

The definition and inspection of goods involved in the transactions;
The keeping of records

The preparation of bidding documents;

Enforcement of the agreements and contract etc.

©ooooe

In construction industry, item (a) and (b) above are very high because of the
complexity of the process of producing a building or other works. The Client is
purchasing a product which he cannot seen in advance, because it is custom-made
and, when he agrees to purchase it, is not in existence. Finding the right contractor
to produce the facility and agreeing a price is complex and requires binding
contractual arrangement to enforce the agreement made (Hughes et.al, 2006).

Transaction costs characteristics

The majority of studies on transaction costs in construction projects have Lingard
et.al (1998), costantino et.al (2011), Li etal (2012, 2013) indicates various
transaction costs characteristics that can have impact on contractors’ bids
evaluation process. These studies considered various TCs characteristics factors
with different area of divergent. According to Lingard et.al (1998) human being
inability to predict events, asset specificityand opportunism gives rise to TCs
(Coase, 1988), and whereby their co-existence may lead to business failure in
general (Ascher, 1987, cited by Lingard et.al, 1998). A study of Costantino et.al
(2011) in the U.S analyses the relationship between asset specificity and
specialization.

The asset specificity as part of TCs characteristics, which refers it based on
Williamson (1991) definition as “the degree to which an asset can be redeployed
to alternative use and by alternative users without sacrifices of productive value”.
He further explained that investments mode for a particular transaction has a
higher value only for that transaction. It has little value for other types of
transactions (McGuinness, 1994). According to Williamson (1991) cited by
Costantino et.al (2011), that asset specificity are of four types, that is site or location
specificity, physical specificity, human specificity and temporal asset specificity. Li
etal (2012, 2013) listed out different transaction costs characteristics on
construction projects performance as, Uncertainty in the transaction environment,
magnitude of the transaction costs, owner’s role in the transaction and contractor’s
role in the transaction.
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Furthermore, in their studies on factors affecting TCs in construction projects (Li
etal, 2013) include project management efficiency among transaction costs
characteristics with various degree of significance in the design model for each
construct. Thomassen et.al (2016) estimate the TCs from both private and public
actors, highlight how cost are incurred at the various transaction stages or process
such as tender complexity, size of the project, prequalification of bidders and
invitation to participate in the tender etc combine to make the transaction prone
to high transaction costs at the tender process. Eddy, Maryunani and Ghozalimazkie
(2013) also opined that behaviour attributes are among the factor influence TCs in
contractors bidding process in construction project.

Therefore, transaction costs characteristics identified from these previous studies
are also related to client/owner’'s behaviour, contractor's behaviour, project
management efficiency, transaction environment uncertainties and Asset
specificity that are considered in this study. Some of these TCs characteristics
factors are in ambit of what has been considered in previous studies and hence
they are discussed as follows:

Client’s/owner’s behaviour

Many studies have listed different client's behaviour that can impact bidding
process in construction project. Studies of Walker (1995), Chan and Kumaraswamy
(1997), Songer and Moleneer (1997), Dissanayaka and Kumaraswamy (1999) as
cited by Li et.al (2013) have pointed that owner’s behaviour are characteristics as
client type and experience, knowledge of construction team, owner’s construction
sophistication, well-define scope, owner's risk aversion, and client project
management are in practice. However, Li et.al (2012) emphasized that owner’s
behaviour reduces uncertainty in the transaction environment and increases the
efficiency of project management.

Therefore, negative attitudes of the owner's in his behaviour can lead to high
impacts towards the bidding process. Owner's (Client's) of construction project
dreadful behaviour in terms of relationships with contractor’s, consultants, co-
workers and colleagues affect contractor’'s bidding in terms of time, efficiency of
the process and poor plans and specifications during and when project
implementation. A smooth relationship among parties when bidding may enhance
cooperation, reduce disagreements, allow for easy resolution of conflicts and
creates stability in the owner’s behaviour, hence reducing the uncertainties in the
transaction environment.

Kululanga and McCaffer (2001) suggest that an effective organizational learning
could be attained as a result of good lesson learned from existing harmony in the
project execution. Hence, promoting stability in the owner’s behaviour and
reducing uncertainties in the transaction environment (i.e negative impact on the
contractor's bidding). Walker and Wing (1999) in their studies to explore the
relationship between construction project management theory and transaction
costs economics argues that owner’s behaviour as a human being is characterize
by bounded rationality, which made him to act rationally due to the limited
analytical and data processing capabilities. By likehood of not choosing the most
appropriate organizational structure, procurement method or bidding strategy etc.
this is likely to be the case for clients which build regularly (Walker & Wing, 1991).
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Contractor’'s behaviour

The ability of contractors to predict well in relation to behaviour of his client and
competitors, the less transaction costs to incurred (Li et.al, 2013). The suspicion of
unbalanced bidding, cheating, and collusion may cause uncertainty in the bidding
process, may cause the owner’s overall project cost to get higher (negative
impacts), but it is difficult to detect unbalancing (Arditi & Chotibhongs, 2009) and
collusions, and may generate contentious change orders (Manzo, 1997), all
contributing to negative impacts. As mention with owner’s behaviour, contractors
that maintain a good working relationship with sub-contractors may positively and
strongly influence general contractors performance (Kale & Arditi, 2001 cited by Li
et.al, 2013), and may lower transaction costs of bidding.

Bresnen and Marshall (2000) states that a good harmony between contractors and
owners enhance cooporation, trust, and creates stability in the contractor's
behaviour, hence lowering TCs. Li et.al (2013), Lingard et.al (1998) identifies some
of the elements or variables defining contractor’s behaviour as; bidding behaviour,
qualifications of the contractor, relationships with sub-contractors, relationships
with previous clients, experience in similar type projects, material substitution and
frequency claims (Chan & Kumaraswamy, 1997; Dissanayaka & Kumaraswamy,
1999). Similarly, the contractor is affected by bounded rationality issues as a human
being, whereby he cannot identify all possible contingencies due to contract
incompleteness. Such characteristics may lead to time overrun or costs overrun,
due to his refusal to rectify defects found in the bidding documents or project
implementation, because he may ask for additional payment due to either of the
above item mentions. This can have a negative impact to the project (Chang & Ive,
2007).

Project management efficiency

The ability to provide maximum output given a set of inputs or the ability to
minimize input given a set of required output may depends on how efficient the
project management team operates. Cooper (1993, 1994) cited by Li et.al (2012)
consider quality of project management as a factor that has a large impact on
project productivity, quality, and rework. A Study by Li etal (2012) states that
efficient project management lower transaction costs through a good leadership,
speedy decision making, efficient communication, fair conflict management and
high technical competency. Project managers must develop adequate leadership
skills and use appropriate leadership styles during the course of a project. These
can only be achieved through speedy decision making process to ensure the best
decision is made in the light of existing limitations, to strategically analyze conflict
of a competitive nature and understand negotiation as a means of resolving
conflicts. Technical competency in terms of knowledge and qualification is a
catalyst for speedy decisions, smooth operations, few rework and easy
communication, all of which reduce transaction costs impact when bidding by
contractors (Carey et.al, 2006). Effective and efficient communication as a variable
or indicator of project management ensures that all team members are aware of
decision s as soon as they are made, leaving no room for uncertainties in terms of
individual responsibilities and goals, hence reducing transaction costs impact (Suva
et.al, 2008). It has been revealed that the efforts, resources, focus, determinations
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and time management within project team influence a bidder's strategy to
contribute in future with similar project or not (Noumba & Dinghem, 2007). Hence,
it reduces transaction costs impacts.

A successful project management requires sound team leadership and
coordination, diligent project planning and effective oversight of the delivery
process (Lt et.al, 2012; Walker &Wing 1999; WBDG, 2010). Project management
area offers professional guidance, training, collaboration and harmony for the
entire team to successfully and effectively carry out a high performance building
project, that reduce any negative impacts to the stakeholders. Both contractor’s
and clients get value for money in construction when project are delivered on time,
on budget and to a level of quality that meets those determined criteria or
specifications.

Asset specificity

Williamson (1998) mentioned that in “TCE asset specificity is the big locomotive to
which transaction costs economics owes much of it predictive content”. This
declaration has received great support from many other researchers (David & Han,
2004; Shelanski & Klein, 1995). Asset specificity occurs when assets are
personalized to a particular transaction and cannot be easily re-assigned to
another relationship without a cost. In the construction project bidding contractors
are engaged in such similar challenges whereby, those requirements solicit by
client are mainly for that bidding, so they cannot be used in subsequent bidding
such as; bid security, Court Affidavit, performance bond/Bank guarantee or pre-
qualification results. These have a significant impact on contractor’s transaction
costs. Williamson (1981) opined that asset specificity is the most important element
in describing transaction. It is largely an issue of specialization of assets such that
buyers cannot easily turn to alternative supplies whereas suppliers on the other
hand can easily sell goods to many other buyers. Asset specificity has been
classified into three to four classes (Rao, 2003; Rawlence, 2010, Costantino et.al,
2011; Lingard, 1998). This includes location, physical, human and temporal assets
specificity. Location specificity refers to the local availability of providers of a given
technology, material or labour. Little availability creates a monopolistic situation
with consequent “up hold” problem between providers and contractor including
higher costs.

Physical asset specificity refers to specialized machinery that can be used for a
single purpose. In construction projects typical examples are the boring and lining
machines in hard rock tunneling, the paving equipment in road building and the
specialized cranes for the steel erection of a high rise building. Human asset
specificity refers to the specialized human skill arising in learning by doing. It
encompasses the knowledge and experience of personnel that are specific to a
firm'’s line of business and also to long term cooporatives links between general
contractor’'s and subcontractor's. While temporal relates technology with time
specific (Costantino et.al, 2011). Lingard et.al (1998) argues that asset specificity
has no significant before a contract being let because, except for specialized civil
engineering or building services work can simply switch between alternative
contractor is high (Winch,1989). Similarly, contractors bidding for a particular
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project can change or withdraw before the opening of the document (PPA 2007),
but rather have incurred some transaction costs due to printing, traveling, feeding,
professional services and other related charges attached to it. This has negative
impacts on the contractor’s operating or retained costs.

Transaction environment uncertainty

Projects uncertainties in an environment may be both external and internal factors
that affect the project execution (Walker & Pryke, 2009; Rawlence, 2010; Jin &
Zhang, 2011; Li et.al 2013). These are changes that are normally caused either by
nature or by the actions and inactions of other economic actors. Those caused by
natural events are called primary uncertainties whereas those caused by other
economic actors are referred to as secondary uncertainties. Both of these being
unintentional are environmental uncertainties (Williamson, 1985; Rawlence, 2010).
Conversely when these factors happen to be strategies and calculated attempts by
other actors it is termed behavioral uncertainties (Stucliffe & Zaheer, 1998;
Rawlence, 2010).

Liet.al (2013) mention about nine elements related to uncertainty in the transaction
environments as project complexity, project uncertainty, completeness of design,
early contractor involvement, competition between bidders, integration of design
and construction, bonding requirements, incentive/disincentives clauses and fair
risk allocation. Project complexity increases uncertainty in the transaction
environment, hence increasing the cost of bidding or procurement as a whole
(Farajian, 2010). When the scope of a project also is not well defined, initial
drawings and specifications are likely to change, promoting many claims and
valuations orders that in turn increase transaction costs (negative impact). Bonding
requirements may discourage opportunistic behaviour on the part of the
contractor (Mysen et.al, 2011) and consequently may reduce transaction costs of
the client but increases that of contractors. Similarly, a fair allocation of risks
between the parties may reduce transaction costs. An empirical studies by Li et.al
(2013) revealed that uncertainty in the transaction environment have a negative
impacts and can be minimize by preparing a less complex projects, ensuring that
design is complete, secure the contractor's early involvement in the project,
encourage healthy competition between bidders and integrate design and
construction.

RESEARCH METHOD

Literature review was undertaken to identify transaction costs characteristics as
owner's behaviour, contractor’s behaviour, asset specificity, project management
efficlency, and transaction environment uncertainties on contractor's bidding
process. A questionnaire was used to collect factual and perceptive responses and
measure impacts or effects regarding the TCs characteristics that affect bid
evaluation process in Nigeria. Thus, it has being argued that questionnaire is a
widely used approach for descriptive and analytical surveys to find out the facts,
opinions and views of respondents (Fellow & Liu, 1997, Naoum, 1998). Two
populations were targeted in this research. The first population comprised of
contractors that are within some selected states of the North-West geographical
zone of Nigeria (iL.e Sokoto, Kebbi and Kaduna) who are registered with the Bureau
of Public Procurement database of contractors under the civil or building
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categorization/classification indicating their IRR (Interim Registration Report)
number or ID, (110 Companies).. The objective of this study was to assess the level
of transaction costs characteristics impact on contractors bidding process. This was
to obtain from the arrangements of the questionnaire structure. To determine the
sample size for each population of contract’'s and client’s, the Kish (1995) equation
was used. Assaf (1999, 2001) and Abdul-Hadi (1999), Enshassi (2010) among others
used this equation:

Where:

n' is the sample size from infinite population, which can be calculated from this

formula: [n' = 2].
v2

n= sample size from finite population
N= total population (110 contractors)

V2= Standard error of sample population equal to 0.05 for confidence level 95%,
t=1.96

S2= standard error variance of population elements S2= P(1-P), P=0.5

Sample size for the contractors and client population are as follows:

n" = (0.5)2/(0.05)2 = 100

n contractors = ﬁ = 52 Companies

110

The calculated sample size was 52. The response rate was 45(73%) for contractors.
The respondents were asked to give their experiences based regarding the
transaction costs characteristics impact on contractors bidding process using a five
point scale (from “1" strongly disagree to “5" strongly agree). The relative
importance index (RIl) was calculated using the following equation (Naoum, 1998;
Assaf, 1999, 2001; Abdul-Hadi, 1999; Wanous, 2003; Enshassi, 2010).

5n5+4n4+3n3+2n2+1nil

RIl = ¥ = 2 e )

AN 5N

The level of impact of the TCs characteristics was determined based on the RII
computation. The scale was divided into five categories from 0-.2= Very low, 0.21-
0.4= Low impact, 0.41-0.6= Small impact, 0.61-0.8 = High impact, and 0.81-1.0=
Very high impact.
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RESULTS AND DISCUSSIONS

Table 1 Descriptive result of impact of owner’s behaviour characteristics on contractor’s

bid evaluation

Predictability of Owner's Behavior

Relative Importance Level of Impact (LV)

Index (RII)
Relationship with other parties 0.702 High impact
Experience in similar type projects 0.600 Small impact
Payment on time 0.644 High impact
Organizational efficiency 0.627 High impact
Change orders 0.547 Small impact

Table 2 Descriptive result of impact of contractor’s behaviour characteristics on

contractor’s bid evaluation

Predictability of the Contractor's Behaviour Relative

Level of Impact (LV)

Importance

Index (RII)
Bidding behaviour 0.684 High impact
Qualifications of the Contractor 0.658 High impact
Relationship with subcontractor 0.578 Small impact
Relationships with previous clients 0.596 Small impact
Experience in similar type projects 0.636 High impact
Material substitution 0.671 High impact
Frequency of claims 0.649 High impact
Location of bidding 0.680 High impact

Table 3 Descriptive result of impact of transaction environment characteristics on

contractor’s bid evaluation

Uncertainty in the transaction environment  Relative Level of Impact (LV)
Importance
Index (RII)
Project complexity 0.662 High impact
Project Uncertainty 0.569 Small impact
Completeness of design 0.636 High impact
Early contractor involvement 0.560 Small impact
Competition between bidders 0.613 High impact
Integration of design and 0.582 Small impact
construction 0.658 High impact
Bonding requirement 0.600 Small impact
Incentives/disincentives 0.662 High impact

Fair risk allocation
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Table 4 Descriptive result of impact of project management efficiency characteristics on
contractor’s bid evaluation

Project Management Efficiency Relative Importance Level of Impact (LV)
Index (RII)
Leadership 0.640 High impact
Quality of decision making 0.618 High impact
Quality of Communication 0.618 High impact
Conflict Management 0.662 High impact
Technical competency 0.698 High impact

Table 5 Descriptive result of impact of magnitude of transaction costs characteristics on
contractor’s bid evaluation

Magnitude of the Transaction costs  Relative Importance Level of Impact (LV)

Index (RII)
Market research 0.649 High impact
Exploring financing opportunism 0.622 High impact
Conducting feasibility study 0.564 Small impact
Dispute resolution 0.640 High impact
Contract Administration 0.636 High impact
Negotiation 0.636 High impact

Table 6 Descriptive result of impacts of transaction costs among characteristics on
contractor’s bid evaluation

TCs Characteristics Relative Level of Impact (LI Rank
Importance
Index (RI)
Predictability of Owner's Behaviour HI 1
Predictability of the Contractor’s Behaviour 0.702 HI 3
Uncertainty in the transaction environment HI 4
Magnitude of the Transaction costs 0.684 HI 5
Project Management Efficiency HI 2
0.662
0.649
0.698
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Table 7 Inferential result of difference in impact between the transaction costs
characteristics on contractor’s bids evaluation process

TCs Characteristics X2Cal Dif X2Tab P-Value Sig. Decision
Predictability of Owner's Behaviour 16.85 16 26.29 0.00 S* Accept Ho
Predictability of the Contractor's 23.52 28 4134 0.00 S* Accept Ho
Behaviour 1767 32 1706 061 NS  AcceptHl
Uncertainty in the transaction 14.26 20 3141 000 g Accept Ho
environment

12.74 16 26.30 0.00 S* Accept Ho

Magnitude of the Transaction costs

Project Management Efficiency

Table 8 ANOVA result of difference in impact between the transaction costs
characteristics on contractor’s bids evaluation process

Source of Sumof DF MS F-Ratio  Critical Value Sig. P-value Decision
Variation  Square SS F

Between 151308 4 3782.7 254727 278 S* 0.00 Accept H1
Groups

Within 3564 24 1485

Groups

Total 186948 28

Table 1 shows that of the five owners behavior that show some impacts on
contractors bidding relationship with other parties rank first (RII=0.702, HI),
payment on time (RI1=0.644, HI), and organizational efficiency (Rll= 0.627, HI) while
experience in similar type projects and change order (RII=0.600, 0.547) with small
impacts on contractors bidding. These results also reveal that relationships with
other parties payment on time and organization efficiency has the highest impacts
on contractors bidding while change order and experience on similar projects show
some small level of impacts on contractors bidding. Li et.al (2013) findings agrees
with these result, which shows that owners should have a good relationship with
other parties (such as contractors, designers, suppliers and government agencies)
pay the contractors on time and make an effort to improve organizational
efficiency. His further emphasis that owner’s good character reduces transaction
costs effect indirectly through less uncertainty in the transaction environment and
project management efficiency (Li et.al 2013).

Table 2 shows that of the eight transaction costs characteristics analyze under the
contractors behavior six factors has high impacts while only two indicate small
impacts or less effects. Bidding behavior, qualification of contractors, experience,
material substitution, frequency of claims and bidding locations has (Rll= 0.684,
0.658, 0.636, 0.671, 0.649 and 0.680) while relationship with subcontractors and
previous clients has (Rl1=0.578 and 0.596) which shows small impact on contractors
bidding. According to Li et.al (2012) findings reveals that contractor experience,
contractor’s relationship with client and subcontractor, material substitution,
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frequency of claims and qualification of contractors has small effects on
contractors.

Table 3 Uncertainty in the transaction environment indicates five factors that has
high impacts with project complexity and fair risk allocation first rank (RI1=0.662,
HI), bonding requirement (RII=0.658, HI), completeness of design (RlI=0.636,HI)
and competition between bidders (RII=0.613, HI) , while incentive/disincentive
(RII=0.600, SI), integration of design and construction (RII=0.582, SI), project
uncertainty (RI1I=0.569, SI), early contractor involvement (RII=0.560, SlI) has small
impacts on contractors bidding. Lt et.al (2012) indicated that uncertainty in the
transaction environment has high impact due to factors such as project complexity,
complete design, early contractors’ involvement, healthy competition between
bidders, integrates design and constructions, and fair allocation of risk.

Factors related to project management efficiency table 4 shows that of all the
factors analyze has indicated high impacts on contractors bidding with technical
competency rank first (RII=0.698, HI), conflict management (RII=0.668, HlI),
leadership (RII=0.640), Quality of decision making and communication (RI1=0.618).

The table 6 shows a comparison of the transaction costs characteristics impacts
among the five categories of factors that affect contractor's bidding in the
construction industry. Predictability of owners behavior rank first with (RII=0.702),
project management efficiency (RII=0.695), predictability of the contractor's
behavior (RII=0.684), uncertainty in the transaction environment (RII=0.662), and
magnitude of the transaction costs (RII=0.649). As stated by previous researches,
that owner’s behavior has major effects because the owner is he who regulates all
the factors mentioned in the bidding process (Li et.al 2012, 2013). The results also
agree with Walker (1995) who considered the contribution of owner and owner’s
representative as a thermometer or instrument on construction performance.

Table 7 also shows that predictability of owner’s behavior, contractor’s behaviors,
uncertainty in the transaction environment, magnitude of the transaction costs and
project management efficiency characteristics have their calculated chi-square
values (X2 cal = 16.85, 23.52, 17.67, 14.26 and 12.74) lower than the tabulated
values ( X2 tab = 26.29, 41.26, 31.41 and 26.30) while X2 tab = 17.06 is higher than
the tabulated values. Hence the results is significant for four characteristics and
non-significant for only one characteristics (uncertainty in the transaction
environment). This implies accepting the null hypothesis. This indicates that
owner's behavior, contractors’ behavior, magnitude of transaction costs and
project management efficiency has impacts on contractors bidding. Similarly,
uncertainty in the transaction environment has its calculated chi-square values
(X2cal = 17.67) higher than the tabulated value (X2 tab = 17.06) hence the result is
not significant. These also accept the alternative hypothesis. This infers that
uncertainty in the transaction environment have no impact on contractors bidding.
These results disagree with the descriptive result or findings of Li et.al (2012, 2013),
Enshassi et.al (2010). In their findings they indicates that uncertainty in the
transaction environment increases transaction cost positively as a result of various
factors that may emanate, (Diekmann & Girard, 1995; Farajian, 2010; Vrjhoef &
Ridder, 2007; Broome & Periy 2002) which will lead to high impacts on the
contractors bidding due to more cost to be incurred during the bidding process.
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CONCLUSION

In view of the findings of this study the following conclusions are deduced from
the study: There are various transaction costs characteristics affecting contractor’s
bids evaluation process emanating from Predictability of owner's behaviour,
Predictability of contractors’ behaviour, Uncertainty in the transaction
environment, Magnitude of the transaction costs and Project management
efficiency. Relationship with other parties, bidding behaviour, project complexity,
fair risk allocation, technical competency, market research and contract
administration related factors have demonstrated high impacts on contractors’ bid
and have also influenced the process of bidding evaluation for construction
projects. The way a contractors’ bid is evaluated for can affect its winning chances.
Several stages of evaluation allowing competent contractors’, selecting from
existing performing vendors and approaches allowing contractors to compete with
each other have resulted in successful construction projects. Relationships with
other parties (such as contractors’, consultants, suppliers and clients) have high
impact on bids evaluation process in various ways. It has caused high transaction
costs due to less cooperation, increase disagreements, complex dispute resolution
and unstable business environment, hence increasing the uncertainty in the
transaction environment. Bidding behaviour in the research has indicated high
impact on the contractor’s bid due to suspicion of unbalanced bidding, cheating
and collusion. It may cause uncertainty in the bidding environment, may cause the
owner's overall project cost to get higher, but it is hard to detect unbalancing and
collusion and they may generate contentious change orders all contributing to
higher transaction costs. Unfair risk allocation among parties has demonstrates
high impact on contractors’ bid during the evaluation process. It leads to increase
in their transaction costs and poor performance during execution of the project
due to such fair. Recommendations include that clients, stakeholders, practitioners
as well as consultants on projects should give careful consideration to the
evaluation stages as stated in the PPA 2007 to be adopted when evaluating
contractors’ bids. Transaction costs should be kept low; by minimizing the
uncertainty in the transaction environment also enhances contractor behaviour,
indirectly contributing to lower transaction cost; and the party who can reduce the
uncertainty in the transaction environment is the construction owner (Client) who
can take some or all of the actions described above. Furthermore, contractors
should adopt experience based type when bidding for construction projects with
regards to finance, schedules (time), manpower, equipment and other
documentary evidence so as to lower the transaction costs in their bidding process
and have a great chance of winning contracts. Policy makers in government, clients,
and contractors into construction projects should give adequate attention on
transaction costs characteristics and evaluating process of tenders for better
management of future contracting business in Nigeria and other developing
countries. These findings were based on perceptions measure, not absolute.
Therefore, feature study should consider an absolute type of study in the same
area.
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