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Abstract: The socioeconomic policies within the Hashemite Kingdom of
Jordan aim to enhance the Public-Private Partnership (PPP), one of the
Relational Contracting models, to encourage investment, improve public
services, upgrade infrastructure and boost financial resources, in line with
Jordan 2025 Vision (Ministry of Municipal Affairs, 2014). The construction
sector itself has a growth plan of 5% in order to meet this vision, however, it
suffers many difficulties. This paper aims to highlight one of the main
problems (i.e., wrong choice of the contracting model) that causes a
significant effect on the project as well as create a practical project
management tool that supports the decision-making process at the concept
stage of projects in Jordan. The project context (internal and external factors)
has been linked to different parts of the contracting model; contract forms,
compensation forms and co-operation forms “Fig. 1”. The aim is to find the
relationship between each factor within every part of the contracting model.
Consequently, identify how all these relationships could affect the process of
selecting the cooperation form, between the owner and the contractor(s). Semi-
structured interviews with parties who have actual experience with relational
contracting in the Jordanian construction sector have been conducted. The main
findings of this research led to the creation of a project management tool that
supports the decision-making process at the concept stage of projects in Jordan,
regarding relational contracting. These findings suggest that relational
contracting is the right choice for complex projects within the context of critical
resources, critical resources and lead-time and uncertainties.
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Introduction

The construction sector in Jordan is considered to be one
of the most significant contributing sectors to the national
economy. However, it suffers from many difficulties which
affect its capability to support the economy efficiently
(Ministry of Municipal Affairs, 2014). In 2012, the
estimated volume of work in construction in both public
and private sectors reached 1,158 million JD which came
second only to the trade sector. This revenue represents
13.35% of the total contribution from all economic sectors
(DS, 2013). Most construction projects suffer from delays
and cost overrun. Research conducted on infrastructure
projects in Jordan from 2000 to 2008 (Al-Hazim et al.,
2017) found that there are large differences between the
estimated and actual cost of the projects, which ranged
from 101%-600%, with an average cost overrun of 214%.
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The study also showed that the time delay for projects was
between 125%-455%, with 226% on average.

These delays and cost overruns are considered a
significant barrier to the profitability and growth of the
construction industry in Jordan. Especially given that, to
achieve the targeted macro-economic plan of 5% growth
in Jordan’s GDP (from 2018-2022), the growth of the
construction sector must reach 15% (Council, 2017).

The Jordanian government suggested that the
construction sector should introduce new international
best practices and develop procedures for submitting
tenders as a remedy for barriers to profitability and
growth in this sector (DS, 2013). In construction, the
fragmented nature of the industry that has led to
unsatisfactory performance in the past, acted as a catalyst
for researchers to begin exploring the potential of these
approaches. One of the most promising is Relational
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Contracting (RC) (Rahman and Kumaraswamy, 2004;
Palaneeswaran et al., 2003).

Theories that emphasize the benefits of close, long-term
relationships among different organizations are receiving
increasing attention throughout the academic literature
(Faisol et al., 2005). Many terms have been used to describe
relationship phenomena such as relationship quality, co-
operative relationships, RC, strategic alliances and team-
working (Faisol et al., 2005).

A Public-Private Partnership (PPP) is a type of
relational contract whose effectiveness is based upon a
relationship of trust between the parties. This is a socio-
legal philosophy that requires all project participants to
belong to a single (project) organization (Rahman and
Kumaraswamy, 2004). RC represents a core element of
mutual cooperation and team-working (Rahman and
Kumaraswamy, 2004) and has the potential to provide
contractual flexibility, improve relationships and build
team-working (MacNeil, 1974; 1980). Thus, PPP is a
facilitating process that allows the government to initiate a
project that has public sector defined goals and well-stated
performance indicators to be monitored accordingly, while
the private sector funds and operates the project based on a
set of contractual agreements (Sawalha, 2015). PPPs help
make the most of scarce public funding and introduce
private-sector technology and innovation to provide
better-quality public services through improved
operational efficiency (Sawalha, 2015).

Abbasi et al. (2005) suggested that there should be
new laws governing cooperation with different parties in
the industry to make new tools with new legislation to
protect the rights of all parties. The study also
recommended merging small companies to make larger
and stronger ones, this should benefit all parties by
limiting the intense competitions in the market.

The problems in the construction industry caused by
contractual arrangements, in which the construction process
operates, include uncertainty, fragmentation of the
construction supply chain and the opposing relationships
between clients and contractors. This leads to the loss of
many opportunities to achieve a win-win situation where all
parties are sharing risks and rewards (Kawawu, 2005).

During the last two decades, governments around the
world in both developed and developing countries
started considering PPPs, mainly as a means of
reforming the public sector (Al-Shqairat er al., 2014).
Developing countries, for example Lebanon, adopted
PPPs in several fields to enhance the growth of private
sector activity by participating in infrastructure,
manufacturing and services, such as telecommunications
and energy sectors (Jamali, 2004).

RC as a contracting model which enhances
cooperation and innovation and it is well established in
many parts of the world. However, there is a need to
customize this approach to reflect the characteristics of
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the construction sector in Jordan. The most important
factors or context affecting the suitability of the
contracting model are: Project type (level of complexity)
(Williamson, 1979), the market condition for bidding,
the lead-time for the project (Campbell and Harris, 2005)
and uncertainties which might mean the design and/or
requirements through the execution stage of the project
will need to be changed (Williamson, 1985).

The contracting model itself has three interacting
components which are: The contract form (the
distribution of responsibilities between the client (owner)
and the contractor(s)), compensation form (how the
contractor(s) is compensated) and governance structure
(how the co-operation or governance of a project is
structurally organized).

In this research, these three components have been
studied in a different project context and semi-structured
interviews have been conducted with different owners,
contractors and consultants who have experience in an
RC project. The findings of this research contribute to
the development of the practice in the construction sector
as it introduces a practical project management tool that
supports the decision-making process at the concept
stage of projects in Jordan.

Related Literature
Transaction Cost Economics (TCE) Theory

Transaction Cost Economics (TCE) is essential to this
study because it links economic and sociological viewpoints
on Industrial Corporation and their contractual relations.
This theory concentrates on the costs included in making
transactions instead of producing products. It highlights the
factors with direct dealings. For each transaction,
transaction cost depends on three critical dimensions: (1)
Asset specificity, (2) uncertainty, (3) frequency of
transactions (Williamson, 1979).

High levels of uncertainty tied with asset specificity,
or measurement difficulty, make contracting risky
(Williamson, 1985). For example, if there are no suitable
protections in a contract, under high uncertainty
situations, a contractor may disapprove of making
specialized asset investments. Under such mixtures of
risks, individuals and organizations might choose one of
the following strategies:

Vertically integrate
Change the exchange to the short-term

TCE theory supports that vertical integration
(partnerships) has access to better information
disclosure and different incentive mechanisms may
deal more effectively with such mixtures of risks
(Williamson, 1985).
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TCE suggests that the three principal rules considered
in any decisions on a given governance mechanism are:

e The ‘bounded rationality’ of the different parties to
the contract. This assumption means that although
any party to a contract plans to be rational, his
intellectual abilities are limited and cannot always
plan and monitor perfectly

e Information is usually unequally distributed. So,
parties to a contract have access to partial,
imbalanced and/or imperfect information

e Contract parties may act in their own self-interest or
may tend to be opportunistic

Based on these three assumptions, TCE focuses on
minimizing the opportunism and assist in reducing
transaction costs by clearly considering the efficiency
effects of adopting alternative types of governance in
transactions.

Questionnaire Design

The contract types used in construction projects
define the features of cooperation and coordination
between project stockholders. (Macneil R. 1., 1978) has
proposed three kinds of contracts. These are; classical
form (the most popular), neo-classical form (which has
some flexibility compared to the classical one) and the
relational form (which depends on the partnerships
between the project parties, those parties are usually
public and private, i.e., PPPs).

From a TCE perspective, an optimal contract is
one which has been made with minimal cost but
delivers the desired quantity, price and quality of the
supplier’s product or service. Therefore, to create a
practical tool to help choose the best contracting
model for different projects in Jordan, a semi-
structural questionnaire was designed. The aim was to
find the effect of the factors on selecting the best
contract for the project, taking into consideration the
internal and external factors (market situation,
regulations, level of project complexity, time and
uncertainty) and including the three interacting parts
of any contracting model which are:

e The contracting forms: Construction Management,
Design-Bid-Built and Design-Build

e The compensation forms: Fixed Price, Reimbursable
Cost and Reimbursable Cost with Incentives

e  The co-operation forms: Classical Contracting, Neo-
Classical Contracting and Relational Contracting

Figure 1 illustrates the impact that factors have on the
project content and then, on the contract model.
Therefore, the process of designing the contract model
should take into consideration the main factors affecting

the project content to achieve the minimal cost and
deliver the required quantity, price and quality.

For every type of project (non-complex, semi-
complex, complex) and different characteristics of
project context there is a total of 18 combinations, as
shown in “Table 17

To study the effect of the factors on the contracting
model, the questionnaire looked at the interaction between
each project type and all the characteristics and each
characteristic with the other. Figure 2 illustrates the
interaction between the external and internal factors and
project type that were used in the questionnaire scenarios.

For example, the following scenario was assumed in the
questionnaire: A complex project type in a low market
situation, with project characteristics of (resources critical,
enough time, high level of uncertainty). Based on this
assumed scenario, respondents must choose the best
contract form, compensation form and cooperation form, as
shown in Fig. 3.

Thus, 17 more scenarios were answered and the
number of answers in each category was evaluated using
Excel as a percentage of the total number of the answers
for every single project context from the 26 respondents.

The respondents choose which combination of
contract form, cooperation form and compensation form
are most recommendable, based on the project type and
characteristics in that situation. The questionnaire
targeted practitioners and owners who had experience in
RC in addition to other contracts in the country, from
both the public and private sector, including foreign and
local contractors and consultants, as well as clients
including government officials (“Table 2”).

The projects mentioned in “Table 3” are directly
correlated to this research concept since they apply
the RC method.

Project context
Internal factors

Contract model parts

External factors
Level of complexity
Lead-time
Uncertainty

Availability of resources
Regulation

uo 1099

Co-operation form
Contract form
Compensation form

JOBIUOD
o uStsoff

Contract model

Fig. 1: The effect of factors on the contract model
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Fig. 2: Questionnaire external and internal factors
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Fig. 3: Illustration of a scenario assumption in the questionnaire

Table 1: Characteristics of different project contexts (Toolanen ef al., 2005)

Characteristics

Project context Lead-time Resources
Abbr. Description Slow Quick Not critical Critical Uncertain.
N Normal; design and construction can be time- X x*

wise separated, no lack of bidders
R Resources critical; construction and design can be time X x*

-wise separated but there is a risk of lack of bidders
T Time critical; short lead-time for design and X x*

construction, but there is no risk of lack of bidders
R&T Resources and Time critical; short lead-time for both X x*

design and construction, as well as the risk of lack of bidders
U Risk for late changes; client interested in promoting innovation X

x*: Second best choice with a slight difference from the most recommended one
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Table 2: Interviewee’s main business

Organization main business No. of interviewees

Contractors (construction) 12
Consultants (engineering) 6
Clients 8

Table 3: The relational contracting projects in Jordan that
were considered in the study. BOT-build, operate,
transfer; BOO-build-own-operate

Partnership type  Project title

BOT Queen Alia International Airport

BOT Khribet Al Samra Wastewater Treatment Plant
BOT Al Disi Water Conveyance Project

BOO Mafraq PV IPP project (Renewable Energy)
BOO Amman East Power Plant (Renewable Energy)

Results and Discussion

The aim of the paper is to create a practical project
management tool that supports the decision-making
process at the concept stage of construction projects in
Jordan. Below are the results of the study, summarized
in Tables 4 to 7. Each table (tool) presents results of the
different scenarios for the projects, to help with the
decision-making of the contract forms based on the
Jordanian experience with RC.

“Table 4” indicates that the most recommended
contract form in the context of both Normal (V) and
Uncertainty (U) is DBB (design-bid-build). DBB is
considered to be a preferred, fair and acceptable
cooperation form to all project parties. DB (design
and build) is considered by the respondents of this
research to be the most suitable for the contexts;
Resource critical (R), Time Critical (7) and Resource
and Time-critical (R&T). DB is considered to be a
short path method to execute the project.

In parallel, the compensation method has almost the
same pattern, in that contexts R, T & R&T have the same
preferred compensation form which is reimbursable cost
with incentives (RCI), while Reimbursable Cost has
been recommended as the best option under the project
contexts N and U.

The RCI is a good strategy to share the incentives
between the owner and the contractor or consultants and
to motivate them to execute the work within the target
time and sometimes to save on cost. The Reimbursable
Cost method is chosen in the normal project context as
fair and acceptable. This method is also preferred in the
“uncertainty” context, as the cost in this context might
increase with the uncertainty.

A notable finding is that the choice of governance or
cooperation from Classical Contracting (CC) and Neo-
Classical Contracting (NC) are considered to be able to
substitute each other in the context N. Relational
Contracting (RC) and Neo-Classical Contracting (NC)
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are also considered as substitutes for each other with a
slight preference towards RC in the project context
Resource and Time-critical (R&T). Consequently, RC is
also considered the most recommended option under the
context Uncertainty (U).

“Table 5” shows the decision behavior towards the
contract model in the typical project (non-complex)
with a different project context. This situation is
similar, to a great extent, to the one in “Table 4” (the
general one for all project types). The notable trend in
“Table 5” is the one related to the governance form.
The research population has an almost equivalent
preference towards the three available cooperation
forms in this research, CC, NC and RC, when the
project time execution is critical. While CC is a
popular choice in the N and U context and second-
most popular with only a slight difference to the most
recommended one in both R&7, which makes CC the
most preferred choice in almost every project context
except R&T. In the context of R, both the NC and CC
options are substitutes with a slight preference
towards the NC form.

As aresult, we can conclude that RC is not a strategic
choice when the project is not complex and, depending
on the project context, both the NC and CC forms are the
main players. Although it offers a high opportunity for
project success, RC requires special arrangements and
qualifications. Project parties might find that it is not
justified to invest in such arrangement and qualification
to execute a typical or non-complex project.

“Table 6” demonstrates the choice behavior between
the project context and contracting model in a semi-
complex project. The choice preference pattern has a lot
of compatibility with the one in “Table 4”.

The governance form preference in this project
type has a unique pattern since the NC form has been
chosen as the most recommended option in all project
contexts, although RC and CC are considered as a
substitute to the NC form in the context R&7T. CC
could also be considered as a substitute to the NC
form in the context U.

With the semi-complex project, project parties find
that the semi-flexible method (NC) is the most
appropriate to deal with the mild complexity in these
kind of projects.

For the first time, Fixed Price (FP) has been selected
as the most recommended compensation method in the
context U. This choice could relate to the contractor’s
and consultant’s desire to limit the owners’ room to
make future changes to the original scope of work.

“Table 7” indicates that when the project is complex,
the interaction between project context and the choice of
contracting model is different than those in the non-
complex and semi-complex projects.
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Table 4: Relationship between project context and choosing the contract model

Most recommended compensation form

Most recommended contract form

Most recommended governance form

Reimbursable
Construction Design-Bid Design- Fixed Reimbursable ~ Cost with Classical Neo-classical Relational
Project context Management (CM) -Build (DBB) Build (DB) Price (FP)  Cost Incentives (RCI)  Contracting(CC) Contracting (NC)  Contracting (RC)
Normal (N) X X X X
Resource critical (R) X X X
Time critical (T) X X X
Resource and time X X x*
critical (R&T) X
Uncertainty (U) X * X X X
x*: Second best choice with a slight difference from the most recommended one
Table 5: Relationship between project context and choosing the contract model (non-complex project)
Most recommended contract form Most recommended compensation form
Most recommended governance form
Construction Reimbursable
Management Design-Bid Design- Fixed Reimbursable Cost with Classical Neo-classical Relational
Project context (CM) -Build (DBB) Build (DB)  Price (FP)  Costs Incentives (RCI) Contracting (CC) Contracting (NC)  Contracting (RC)
Normal (N) X X X
Resource critical (R) X X x* X
Time critical (T) X X x* X X
Resource and time X X X
critical (R&T)
Uncertainty (U) X X X
x*: Second best choice with a slight difference from the most recommended one
Table 6: Relationship between project context and choosing the contract model-(semi-complex project)
Most recommended contract form Most recommended compensation form
Most recommended governance form
Construction Reimbursable
Management Design-Bid- Design- Fixed Reimbursable Cost with Classical Neo-classical Relational
Project context (CM) Build (DBB)  Build (DB) Price (FP) Costs Incentives (RCI)  Contracting (CC) Contracting (NC)  Contracting (RC)
Normal (N) X X X
Resource critical (R) X X X
Time critical (T) X X X
Resource and time X X X X X
critical (R&T)
Uncertainty (U) X X x* X
x*: Second best choice with a slight difference compared to the most recommended one
Table 7: Relationship between project context and choosing the contract model-(complex project)
Most recommended contract form Most recommended compensation form
Most recommended governance form
Construction Reimbursable
Management Design-Bid Design- Fixed Reimbursable ~ Cost with Classical Neo-classical Relational
Project context (CM) -Build (DBB)  Build (DB)  Price (FP)  Costs Incentives (RCI) Contracting (CC) Contracting (NC) Contracting (RC)
Normal (N) X X X
Resource critical (R) X X X
Time critical (T) X X X
Resource and time
critical (R&T) X X X
Uncertainty (U) X X X

x*: Second best choice with a slight difference compared to the most recommended one

The most recommended contract form varies depending
on the project context. In the context N, R and U, DBB is
recommended, while DB is recommended in the context 7
and R&T. The choice of DB under the condition of short
lead-time may be due to the ability of this form to shorten
the time required to execute the project by completing the
concept design during the project execution. DBB is
preferred in all project types under the context N, as this
form looks fair and less costly compared to other forms. In
the context R, the DBB form is preferred by the contractors
and consultants as they enjoy a high level of demand for
their services in the market. This form is considered to be
short-term compared to the others. The DBB form is also
picked as the desired one in the context U as completing the
full design prior to the execution of work could limit
possible future changes to the original scope of work.

RCI is the most popular method for complex projects
as it is recommended in every project context except N,
where the Reimbursable Costs was considered the best
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choice. The incentives in the RCI form are desired to
share the risks and benefits and this would lead to a
better and more efficient execution of work.

The recommendation of RC in this project type is
notable as well, since it has been recommended in the
context R, R&T and U, while also being recommended
as a substitute to CC in the context 7 and both are
regarded as the second-best option. The NC form has
been recommended only in the context 7.

RC as a cooperation form is able to deal with a high
level of risk, especially if the project itself is complex. This
explains why the respondents did not choose RC when the
project context is N, since the project is considered non-
risky. The best, most cost and time saving option is the CC
form. This form does not require any special arrangement
or special human resources skills.

When the project is complex and has a critical time to
finish it, RC is not the optimal situation as it is
considered time consuming during the bidding stage.
This stage could range from a few months to a year or
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more in some very complicated projects. Therefore, the
project parties prefer NC as a flexible form to deal with
complex projects with a short lead-times.

RC is preferred for complex projects with critical
resource contexts. R has a high level of project risk and
applying RC will transfer and limit the risk, as the
project consortium is now responsible for finding the
capable contractors and consultants to execute the work.
The same is applied in the context of both R and T.
Although this context is time critical, respondents see that
the combination of both time critical and resources critical
could be better met by partnering. Within that, the resource
critical aspect could become time-consuming if the project
owner finds it difficult to find the required contractors to
execute such a complex project.

RC is the desired cooperation strategy when the project
is complex and where there might be a high possibility to
change the project requirement during the execution period,
especially in high specialty projects which are highly
affected by changes in technology. RC transfers this risk to
the party or parties who can better deal with it.

Conclusion

The results gained from this inquiry shows that the
project context has a significant impact on the procurement
model. The prerequisites considered in the inquiry are;
project type (typical, semi-complex and complex), market
situation for bidding, lead-time for project delivery and
uncertainties (the risk of changing the design and/or
requirements in the late stages of project execution). The
research also shows that the contracting model has three
significant interacting components; the contract form
(distribution of responsibilities), compensation form (how
the contractor(s) is compensated) and governance structure
(how the project is administrated and organized).

This study found that RC is recommended in Jordan for
complex projects, under the characteristics of resources-
critical, resources and time-critical and with uncertainties.
This supports the TCE theory that concentrates on the costs
included in making transactions instead of producing
products and suggests vertical integration to avoid that cost.
This study recommends that future work use a case study
approach and focus group discussion for data collection.
Additionally, the focus should be on other factors that may
affect the selection process of contractual models as well as
studying the relationship between these factors and the
performance of RC projects.

It is highly recommended to conduct a survey using a
large population, including respondents who do and do
not have experience with RC projects, to measure the
level of awareness toward these types of projects. This
will also help to understand what is missing in the
Jordanian construction industry, regarding improving RC
implementation and investigate motivators and barriers
other than market requirements.
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Appendix A. Acronyms

Table Al: Acronyms

Acronyms Full Discerption

PPP Public-Private-Partnerships
NC Neo-classical Contracting
CM Construction Management
RC Relational Contracting

RCI Reimbursable Cost with Incentives
FP Fixed Price

DBB Design-Bid-Built

DB Design-Build

CC Classical Contracting

R Resources critical

R&T Resources and Time critical
U Uncertainty

T Time critical
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