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Abstract
Purpose – The purpose of this paper is to investigate, at the industry level, the modes of governance used by
multinational companies in the UK petrochemical industry to outsource maintenance activities to engineering
contractors. The study focusses on a form of novel governance structure called an Employer Panel (EP).
Design/methodology/approach – The study applies an inductive case study method to investigate
the contractor governance mechanisms in 19 out of the 20 major petrochemical instillations located in
the UK. Data included interviews, documentary and secondary evidence gathered from the cases and also
industry bodies.
Findings – The study uncovered three distinct types of governance mode: market, managing contractor, and
EP of contractors. The latter relies on the governance process of “mandated collaboration” to coordinate.
Research limitations/implications – The main limitation is the focus on a particular industry, albeit an
important one. The research implications include extending the empirical research into other sectors which
use on-site contracted maintenance such as ship and aircraft manufacturing.
Practical implications – The EP structure with its mandated collaboration process is of value to managers
of contractual relationships as it gives insights into coordinative process and it may provide an alternative
model for managing outsourcing relationships.
Social implications – The mandated collaborative process requires clients to engage its contractors in
longer term relationships, thus increasing corporate social responsibility and providing wider job security for
contractor employees.
Originality/value – The EPmode, as far as can be ascertained, has not been addressed in the literature before.
Keywords Outsourcing, Governance, Maintenance, Employer Panel, Engineering contractors,
Mandated collaboration
Paper type Research paper

Introduction
The underlying context of this paper is the UK economy which has experienced an incessant
drive for efficiencies, and, in particular, the case of the petrochemical industry. The OECD
(2015) reports that this strategy of efficiency-seeking has seen much outsourcing of former
internal activities, where the most likely targets for outsourcing included support services
such as repair and maintenance activities. Indeed, the OECD figures show that the UK has
experienced an increasing rate of outsourcing with the value of such contracts rising from
GBP 9.6 billion in 2008 to GBP 20.4 billion in 2012.

Korczynski and Ritson (2000) have noted that within the UK downstream petrochemicals
industry (refining), repair and maintenance work has in large measure been outsourced to
contractors in the engineering construction industry (ECI). The maintenance function is
vital to the operations of automatic process plants and thence to the supply of energy
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products to the UK economy, and yet its viability now relies more than ever on the
governance or control of external contractors.

The UK downstream petrochemicals industry is represented by the UK Petroleum
Industry Association (UKPIA) and according to its statistical review (UKPIA, 2015a),
the industry is a significant sector in the overall UK economy and is one of the largest in
Europe. It employs around 150,000 people, provides over 85 per cent of the energy needs of
the country and pays approximately 37 billion GBP, or 6 per cent of the exchequer’s total
receipts, in tax on gross sales of 96 billion GBP. However, it lacks competitiveness and this
issue has been addressed by a government task force established in 2014. The combined
financial figures of the major companies in the industry show that over a ten-year period to
2013, the average return on their capital compared very poorly with other industries.
There has been a continuing drive to increase efficiency by investment in new plant and
equipment, as well as through the merger of companies and rationalisation or sharing of
facilities through outsourcing (UKPIA, 2015b). Hence, controlling outsourced work becomes
a critical issue. Gall (2012) analysed a series of major labour disputes across the UK
petrochemicals industry in 2009-2011. He found that many of these related to disputes over
the choice of engineering contractors, and subsequently caused significant disruptions to
production. Thus, there is evidence of the importance of the client organisations designing
robust governance modes to manage outsourcing.

In the UK, this industry is composed of very large, sophisticated multinational companies
(MNCs) who a priori were considered to have innovative modes of governance for contractors.
They could choose systems and technologies that allow control over contractual
arrangements of various kinds, such as service-level agreements (Goo et al., 2008),
gainsharing, penalty clauses, and re-work provisions (Saprai, 2013). A detailed analysis of
how this has been achieved so far not been addressed by other research. Hence, this paper
adds significant new information by analysing the ways in which the governance of
outsourced work has been structured. The remainder of this paper begins with a review of the
literature on governing outsourced work in general. Next the research context of
subcontracting and controlling maintenance work is defined. The next section details the
study, which is a multiple case study of 19 out of the 20 large UK petrochemical installations.
Finally, the empirical data and findings are detailed and then discussed with conclusions
drawn about the contributions of the research.

Literature review: the governance of outsourced work
Williamson (1971, 1975, 1979, 1985) argued that there are two polar forms of economic
organisation, market and hierarchy. Between the two extremes lies a range of work over
which managerial judgement must be exercised. The complexity of market relationships has
received much attention, and there is a vast literature on contracting such as open vs closed
contracts (Tirole, 2009), relational contracts vs arm’s length contracting (Sako, 1992), and the
manner in which the various control systems operate (Bygballe et al., 2010). The complexity
of the network of relationships (Barthélemy and Quélin, 2006; Hearnshaw and Wilson, 2013)
means that the dynamic interaction may be governed by a variety of means, from simple
verbal agreements to formal contract documents and the hybrid forms in between
(MacKenzie, 2008; Badenfelt, 2010). There is therefore a wide range of governance modes
choices available for management to implement when addressing the outsourced function of
maintenance work.

The main issue is to understand the ways in which the contractor market has actually
been governed by the MNC client firms in the UK petrochemical industry. The classic
agency problems of moral hazard and adverse selection arise when internal work is
outsourced (Eisenhardt, 1989). Whereas internal supply is subject to employees’ duty of care
under contracts for employment, outsourcing is based on contracts for services where the
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duties are less able to be directly governed by the client. The only recourse for the client is
contract termination and seeking damages via courts of law which decide the outcome.
Furthermore, Williamson (1979) has identified transaction costs in market supply: ex ante
contract costs are related to the bounded rationality of client managers seeking information,
the underlying opportunism of the contractor and the possible restriction of choice of
suppliers resulting in the danger of “small numbers exchange”. There are subsequent
ex post contract monitoring, opportunism, information and governance costs (Li et al., 2014).
Nevertheless, market-based opportunism can be mitigated by appropriate governance
strategies such as embeddedness, asset specificity, reputation effects of the contractors, and
the threat of market switching by the clients (Davis and Love, 2011).

A typical market-based approach to contracting out work is through the “one-to-one
procurement” approach, simply purchasing the service through a single client-contractor
relationship. The client can contract all the services/trades they need in this manner.
Here, price characterises the exchange, and the inter-firm relationships between a client and
a number of single contractors are often “arms-length” instead of “relational”. They are
frequently adversarial. Indeed, this adversarial route to efficiency by clients and contractors
has long been identified by as a significant issue in the UK ECI (Korczynski, 1993).

Conversely, clients can use a single interface: a “lead” or “prime” managing contractor
(MaC) arrangement. Here, the MaC subcontracts the work to a range of single-trade entities
and becomes the sole interface with the client firm. It does not carry the risks of ownership
for the client and the MaC still must resolve differences in operations amongst
subcontractors. These arrangements can persist for some time and the MaC becomes less
distinguishable as an independent entity. Hence, this arrangement has been termed a
“quasifirm” (Eccles, 1981) and the emergence of competent MaCs became common within
the ECI whose efficiency increased significantly as a result (Korczynski, 1994).

The problem for the client managers is of deciding on an appropriate governance
mode or structure by which to purchase and control the implementation of outsourced
maintenance work. However, confusion still exists over the optimal type of contract to use,
which is likely to result in a varied patterning of contracting and internal provisioning
across an industry (Makadok and Coff, 2009). Therefore, there is a need to explore the
detail as the efficacy of control or governance lies in discovering the fine detail of
inter-firm processes and management. By examining such arrangements in operation
one can then say a considerable amount about how contracted work is controlled
(Hernándz-Espallardo et al., 2010; Clements and Wilson, 2009). The essential ingredient in
these exchanges is the need for some process of coordination of client needs and
contractor actions by collaboration and cooperation between the parties.

Collaboration
To some extent, the complexity of the client-contractor relationships can be mitigated by
collaboration between the actors. Collaboration has been described as an “interorganizational
relationship that relies on neither market nor hierarchical mechanisms of control”
(Lawrence et al., 1999, p. 481). Collaboration has been addressed extensively in the
inter-firm exchange literature, and it does subsume a large number of behaviours and
types of partnering (Bemelemans et al., 2012). Thus, much of the exchange literature
focusses on the evolution of cooperation or collaboration between organisations that
still wish to exercise their sovereignty to a degree under various forms of governance.
Collaboration is however offered as a viable governance mechanism in its own right
(Barratt, 2004).

If collaboration is a governance mechanism, it is necessary to differentiate the terms
often used to describe degrees of collaborative control in client/contractor arrangements,
in particular, “coordination”, “cooperation” and “collaboration”. Indeed, “coordinative” type
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relationships can be considered initial/embryonic transactions with the intent of aligning
operations and reducing inefficiencies of practice, but without the risks and expense of
investing in relational-specific assets (Mann et al., 2011). Given the need to move beyond
simple coordination of operational activities, “cooperation” on the other hand, implies the
need to incentivise parties to invest in a degree of customised processes and assets that
would benefit both. A key feature of cooperative contracting is the promise of longer term
relationships and forms of embeddedness in the governance (Davis and Love, 2011).
Finally, collaboration builds on and includes the previous two forms of behaviour, but takes
it to the strategic level (Handfield and Nichols, 2002). Collaboration is the coming together of
minds to create shared plans and meaning and is marked by voluntary investments,
information sharing, integrated business processes and trust (Halldorsson et al., 2007).

While there are some differences between these three relationship forms, they share many
common traits. These similarities are perhaps the main cause of confusion. Hence, perhaps the
best way of differentiating these three relational archetypes is by thinking of the “relational
magnitude” present in each. This sums the extent or degree of closeness, working together
and strength of the relationship. Thus, the relational strength or closeness increases from
coordination as the earliest form, through the intermediate stage of cooperation to the highest
form of collaboration (Golicic et al., 2003). Another similarity is that all three forms are
voluntary requiring firms to surrender a degree of independent latitude and sovereignty.

Lewis et al. (2009) note that collaboration is easier in environments where resource issues are
clearly defined between the contracted actors. Collaboration is the dominant behaviour at the
fluid interfaces between firms, specifically among contractors. In such arrangements, the
boundaries of the firms become indistinct. This is the case where such collaboration is
“mandated” by the client. Rodríguez et al. (2007) used the term “mandated collaboration” to
describe a situation where the roles of the interacting organisations have already been defined,
collaboration, when mandated, can actually flourish in an asymmetric power situation, and
indeed, asymmetric power/dependence ratios may be an essential element for the development
of mandated collaboration (Crook and Combs, 2007). Once mandated by a third party,
collaboration can lead to a high degree of informal inter-firm flexibility and cooperation, thus
having positive effects on a project’s schedule and cost-related efficiencies. Where a client
demands or mandates collaboration ex ante in the contract structure, contractors are hence
directed to work flexibly in cross-functional teams comprised of other contractors. This aspect of
real time teamwork also differentiates collaboration from the simple form of cooperation, which
implies a more distant relationship. Subsequently, repeated iterations of the contract over time
with the same group of contractors facilitate informal socialisation and normative governance
formation. This is in addition to bureaucratic and hierarchical controls and is ultimately
beneficial to all parties. So, underneath the mandate, is a more voluntary system, which can be
enforced if one party decided to opportunistically use tactics such as a “hold up”. There is of
course the distinct possibility of adversarial serial game playing where there are different
sources of power and when divergent values and interests occur (Hearnshaw andWilson, 2013;
Choi and Wu, 2009). Thus, while the key issue of the structure of control mechanisms has been
outlined, we need to explore the nature of the interaction between the separate interfaces.

The research context: subcontracting and controlling maintenance work in
the UK petrochemical industry
Cibin and Grant (1996) have demonstrated that at the global level, this industry had adopted
a strategy of generic outsourcing so as to reduce the size of the core business, and move
from fixed to variable costs or from static to dynamic efficiency. Subsequently, Korczynski
and Ritson (2000) surveyed the 20 installations in the UK industry and confirmed that the
predominant way of making efficiency gains was by rationalisation of maintenance
activities, as these are the largest cost after the purchase of crude oil. Each installation had
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rationalised by outsourcing on average some 500 maintenance jobs to contractors, around
10,000 in total. The outsourced work was contracted to ECI firms which are a significant
part of the overarching UK construction industry. There have been few studies at an
industry level in the ECI such as strategies for increasing skills (Abdul Wahab et al., 2008),
and generic supply chains (Akintoye et al., 2000), and partnering (Gadde and Dubois, 2010;
Crespi-Mazet and Porter, 2010). However, to date there has been no in-depth study of how
the overall structuring of the client-contractor interfaces is managed.

Further, to understand the importance of managing the interfaces between the clients
and the maintenance contractors, it is necessary to realise that petrochemical production is
an automated continuous process run at capacity. As a consequence, maintenance
interruption or production unit “downtime” is so significant that it can lead to large financial
losses for the entire UK affiliate (Ritson, 2007). Maintenance work comprises a complex
combination of discrete skills and technologies consisting of numerous inter-trade
demarcations among craft trade unions. These typically comprise; instrument, general
mechanics, electricians, plumbers, pipefitters, scaffolders and insulation/lagging specialists,
for example. Client MNCs in the industry have attempted to reduce these demarcations
through bargaining efforts focussed on increasing flexibility. They have derecognized
internal unions, moved the higher skilled trades to staff status, and have outsourced the
lower skilled trades to local contractors (Ritson, 2011). Despite the predominance of this
strategy, knowledge of the control of maintenance contractors and operations has been seen
as inadequate or even “highly neglected” (Cooke, 2002).

The theoretical issues described above, coupled with the lack of empirical research on the
governance arrangements of contractors in maintenance, stimulated the present study.
Given the size, abundant resources and the importance of maintenance to the industry,
petrochemical MNCs were chosen to provide the data for this study. As generally large
competitors in the industry, with problems of competitiveness and extensive outsourcing of
maintenance, they might engage in a wide range of practices worthy of investigation.
From the literature it is expected that market-based and MaC/quasifirm are the main
governance modes, using reputation and market switching as ways of limiting opportunism.

The study
Though the general factors in governance of contract work are known, the ways these are
applied in this industry are not known in advance. Given this uncertainty around the
governance types and modes, an inductive methodology was applied. As the overall aim of
the research was to discover how the interfaces between the clients and the contractors were
being managed, it was not feasible to investigate the efficacy of these modes in depth as the
information was both internally highly sensitive and externally it was strictly client
confidential. The objective then was use the inductive approach to detail each installation’s
structures and processes, and by analysing and categorising these, to link them to
appropriate theoretical positions or to discover new dimensions of the issue if applicable.

The industry bodies UKPIA and the Energy Institute (which incorporates the former
Institute of Petroleum) both publish lists of all the companies in the UK petrochemical
industry. There were 20 major petrochemicals installations identified in these lists.
This relatively small population meant that field work, on a case by case basis of MNC
client/contractor strategy was possible – as opposed to an industry-level survey. First,
a pilot case study was used to identify the major factors underlying the interfaces which
included trade union issues. To provide adequate representation of the industry’s member
firms, all 20 petrochemicals installations were contacted and 19 agreed to on-site interviews:
hence this sample represents a near census of the industry. Each case identified key
respondents, defined as “the managers most directly responsible for maintenance
contractors” (see Table I). Generally, they were the maintenance or engineering managers
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themselves, but also in some cases the employee relations (ER) managers were identified.
As noted earlier, trade union interfaces had been issues in the industry, and so some cases
identified as key respondents mangers from a human resource/employee relations function.

Data collection and data analysis
Data collection consisted of unstructured interviews with key respondent managers at their
place of work. Once the aims of the study were explained and confidentiality and anonymity
guaranteed, the respondents were asked a broad opening question: “what are the ways
under which your maintenance contractors are managed?”.

Respondents explained their systems in detail, offering documents such as the site
agreements and contract outlines. Reponses were recorded in note form, word processed,
and to ensure respondent validity were sent back to the respondents for verification.
Follow-up interviews were arranged as necessary to clarify data gathered. Any suggested
changes were made and the final version returned.

In the data analysis stage, all of the interview and documentary data collected were
analysed by extracting the details of the systems from the interview notes and documents,
then these were categorised and then diagrammed. Finally, the summated and anonymised
final report was distributed to all the respondents.

Findings and discussion
The interview question above was freely answered by all of the respondents and so it
illuminated the management of interfaces in each of the 19 installations. The cases and our
analysis of their methods of maintenance governance are presented in Table II.

The categorising process, which arose naturally from interviews and documents, revealed
that the cases can be grouped into three distinct modes of governance. While in theory these
need not necessarily have been mutually exclusive, in reality they were reported as such by
the respondents themselves. For example, they reported that they used the “market based”
or had a “managing contractor” as was expected and this conforms to literature. Among these

Respondent plant Respondent(s)

Case 1 (pilot case) ER manager
Production manager
Technical manager

Case 2A Engineering manager
Case 2B Maintenance manager
Case 2C Maintenance manager
Case 2D Maintenance manager
Case 3 HR manager
Case 4 HR manager
Case 5A HR advisor
Case 5B Maintenance manager
Case 6 Maintenance manager (×2)
Case 7A Engineering manager
Case 7B Engineering manager
Case 8 Maintenance manager
Case 9 Engineering manager
Case 10A Maintenance manager
Case 10B Maintenance manager
Case 10C Maintenance manager
Case 10D Maintenance superintendent
Case 11 Maintenance manager

Table I.
Sample frame
and respondents
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two modes, no novel contractual forms were recorded. However, of wider interest, the majority
of the sample used a governance structure known in the industry as the contractor’s
“Employer Panel” (or EP) which, as far as we can tell, has not been documented in the
literature. We next address the three forms of governance, and focus more intently on
the most numerous and most unusual form – the EP.

Market-based sourcing
Surprisingly, traditional market-based sourcing, with the client contracting several single-
trade contractors, was confined to only four cases (3, 6, 8 and 9) where clients relied solely on
the market for the purchase of maintenance services. Here the client managers direct the all
necessary daily tasks and inter-trade coordination. As maintenance requirements arose due
to one-off production problems, this was described by respondents as a “one-to-one
procurement” approach. There is no central hierarchical mechanism for control, only the
individual client department heads who issued the contracts and the bureaucratic contract
provisions. These were often followed by an audit. Each contractor was required to
complete its tasks independently, the schedule being arranged by the client contract
manager to fit in with other trades (typically scaffolding) if necessary. This approach
spreads the risk of market failure across the market. It has however the potential to be
subject to various forms of opportunism, the most dangerous being “hold-up” tactics. Here a
small contractor with specialist skills can withhold these skills in order to renegotiate the
contract, which can delay entire maintenance projects. These cases rely partly upon
contractors’ reputation (and for repeat business from the client and other firms) but also
reflect a more adversarial arms-length market approach to outsourcing work, where
competitive forces act against and the threat of switching as methods of governance.
However, respondents in these installations stated that they were confident that the number
of alternative firms available in the market in which they operated mostly mitigated the
threat of such tactics. One respondent concluded:

We need to keep the market-place reasonably healthy as we are not close to other major
installations and bound-in costs may defray the positive effects of a learning curve for the
contractors. Cosy, incestuous relationships build in complacency.

Respondent plant Maintenance governance method

Case 1 (pilot case) Employer Panel of 6 contractors
Case 2A Managing contractor
Case 2B Employer Panel of 9-10 contractors
Case 2C Employer Panel of varying number of contractors
Case 2D Employer Panel of 12-13 contractors
Case 3 Market based (no formal structure)
Case 4 Employer Panel of 50 contractors
Case 5A Employer Panel of 20 contractors
Case 5B Managing contractor
Case 6 Market based (no formal structure)
Case 7A Managing contractor
Case 7B Employer Panel of 5 contractors
Case 8 Market based (no formal structure)
Case 9 Market based
Case 10A Employer Panel of varying number of contractors
Case 10B Employer Panel of 8 contractors
Case 10 C Managing contractor
Case 10D Employer Panel of varying number of contractors
Case 11 Employer Panel of varying number of contractors

Table II.
Governance
mechanisms
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Hence, collaboration between the contractors/client interface and amongst the contractors
themselves was not encouraged nor supported by the contract incentives. Rather, the treat
of market forces enforced the necessary compliance.

MaC
In another four cases (2A, 5B, 7A and 10C) the clients opted for the MaCs mode. Here,
a single contracted firm carried out the majority of the outsourced work but also employed
numerous subcontractors and took the lead in managing these subcontractors. In each of
these cases, the clients had opted to engaged large and well-resourced national firms as is
typical in the ECI. This contrasts sharply with traditional market-based maintenance
contracting in the previous four cases. However, it is a highly efficient form of governance in
comparison to using market-based sourcing as there is only one client/contractor interface.
Respondents asserted that MaCs were used because the sites’ requirements were complex
and involved supply-based uncertainties over the use of certain specialist trades, as
these would hinder the market-based approach of negotiating a one-to-one procurement.
The nationally-based engineering firms could require these trade craftsmen to transfer from
other sites to the client in case of emergency and so this flexibility was seen as essential by
these installations. However, this creates potential problems of small numbers exchange and
one of the respondents said:

[…] so as to mitigate the power of the single managing contractor, we changed to a market supply
format […].

As this form of contracting has been well covered by literature, we move on to the final form.

EP
Interestingly, in 11 cases (the large majority of the sample), there is a governance structure
that we believe differs from the MaC mode in some significant areas. The respondents
themselves referred to this form of control as the contractors’ EP, as shown in Figure 1.
The diagramming of the generic model of the Client-EP-Contractors system was developed
in conjunction with the respondents. The EP structure is mandated by the client in that all of
the single-trade contractors are required to join the site’s EP, there being only one EP per
site. The EP acts as a MaC, but interestingly it is comprised of both client and contractor
staff in a unique mix.

The individual contractor has a term contract with the client of several years’ duration
(usually three or four). These contracts are very open, usually specifying only the trades
required, the service-level expected and requiring collaboration under the EP. This means
that individual daily direction of work tasks comes from the EP whose chair or secretary
liaises with the client to produce the schedule. Contractors then file invoices to the client via
the secretary, often via an audit officer, who pays out directly to the individual contractor on
a monthly basis. While a term contract is necessary to tie the contractors to specific tasks
and costs for a defined period, their integration with the other trades cannot be specified in
advance. This is because maintenance work systems typically are flexible and loosely
coupled. Such flexibility is a necessity as they are frequently involved in emergency work
such as night time working and weekend call-ins. Hence, collaboration is mandated under
this unusual, contractually defined power/dependence arrangement. It falls to the EP,
composed of client and contractor staff, to coordinate the daily work required for
ongoing contracts and deliver a one-stop-shop service to the client. Contractors work under
a common regimen across the plant in that they collaborate in the same areas and time
frames, so reducing the number of interfaces. The EPs are able to resolve the small numbers
exchange problem as each individual contractor works in a cross-functional team setting
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which, along with peer pressure, keeps performance up to standard. Ultimately a contractor
can have its contract terminated by the client.

However, the threat of market power to control the contractors was limited by the nature
of the maintenance tasks themselves. This limitation also reflected the difficulties associated
with switching providers. One key client respondent stated that:

[…] as many contracts were ongoing, they had to screw up big time before we [the client] banned them.

One key informant, a manager for a large oil company, stated:

We could not […] play hard ball with the bigger contractors as we had with the smaller ones.

One respondent who had installed the site’s EP said:

[…] spot contracting’ [market based or MaC] leads to opportunism by the contractors or their
employees.

Some respondents were acutely aware of the danger of the small numbers exchange
problem and the associated cost of switching suppliers, even within an EP structure.
Another respondent noted that:

The type of contracts used (labour plus materials) allows contractors to “extend” the duration of
some jobs in order to inflate the income of both the contractors and their employees.

The EP comprises a formal structure: a chairperson and a secretary from the client, and
appointed representatives from most or all of the contracted firms, and in some cases an

Client firm organisational boundary

Work parcel
assigned to EP

Client
Contract

audit
group

Individual
contractor

Individually
negotiated SLA

with each
contractor

- Multi year
- Non-specific SoW
- Time and cost basis
- Onsite facilities
- Agreed O/heads

Negotiated individual SLA Employers Panel (EP)

- Chairperson

- Secretary

- Members

Payment

Invoicing

WorkParcel of
recurrent work

Self organisation - mandated collaboration

Instruments Mechanlcal

SLASLASLA

Scaffolding Speclallsts

SLASLA

Electricians

Independent contractor’s organisational boundary

Figure 1.
The client-employer

panel-contractors
relationship
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ex-officio auditor. In addition, the EP is provided with its own separate offices and other
facilities on the client’s site where the contractors store vehicles and other equipment.
This extends the notion of the quasifirm as it is a separate, well-resourced structure within
the client premises. Such a relationship means that EPs negotiate on behalf of the client, and
EPs are thus pivotal and powerful actors in this type of mandated relationship. As the main
variable in the performance of maintenance contracting is labour, the EP is also responsible
for negotiating the terms and conditions of the contractor employees under a local site
agreement with the trade unions. The EP is responsible for creating a formal site agreement,
where interestingly the client is not a signatory. The agreement specifies the obligations and
expected activities of the contractors. Nevertheless, the client who is ultimately paying usually
meets with the EP before the negotiations and agrees in principle with the proposed offer.
Thus, the client, while not a signatory to the contract, still significantly influences the
execution of it. Downtime critically affects the throughput of the plants and is a clear
productivity – time on tools – issue. As seen in Table II, several respondents were ER
managers. The resulting site agreement was of course an on-cost to the client who ultimately
had to pay for the terms and conditions negotiated. One respondent stated:

We would meet them [the EP] before every Site Agreement negotiation and review what they
intended to say/offer to the unions. If there was something we did not like they would withdraw
their position.

EPs varied in size depending on the size and complexities of the client installations
themselves. Large plants have processing capacities of up to 300,000 barrels of crude oil
per day and these plants have large EPs. For example, Case 4 has an EP comprising
50 contractors, and Case 5A4 has 20 individual contractors. With a small capacity of only
190,000 barrels, Case 1 is supported by an EP of only six contractors. Other smaller plants
had EPs of five to ten members. There were also four cases where the number of contractors
varied from six to eight at any one time.

In a subsequent report back to the respondents one HR manager said:

Your concept of the [employer] panel is right – their involvement is normally managing the
interfaces.

Another of the respondents even referred to the EP as:

[…] permanent resident contractors […].

This more resembles an employer/employee relationship of service than a strictly worded,
tightly controlled contractual agreement. This is due to its duration, the open-ended nature
and the permeable organisational boundaries. Due to the mixing of the client and contractor
interest within the EP and its primary role in site negotiations and work coordination, the
EP is an unusual mechanism of governance.

Conclusions
The broad research question has been answered by 19 out of the 20 MNCs in the UK
petrochemical industry. We feel that the research was therefore timely and of interest to the
managers. We were surprised that there were only three governance modes in which the clients
managed contractors: four cases of market supply, four cases of MaCs and 11 cases where the
EP was observed. There is some confusion as to the name EP. In the literature, “panels” are
usually advisory bodies comprising a representative set of advisors at one level removed from
the organisations they advise. EPs often exist to advise on training and other general issues in
various industries, not to manage contractors themselves. In our case, the construction
industry has an overall EP advising on skills and productivity (Abdul Wahab et al., 2008).
However, the EP structure as a mode of governance in this area is unique. Unlike other EPs
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which are removed largely at the industry level and advisory, the EP we found here is a local,
site-based executive body which furthermore provides capital and labour to the client MNC.
It is a legitimised discursive authority, despite asymmetric power, between participating
contractors while simultaneously exhibiting elements of market and hierarchical control.
The EP is partly an administrative service, but where the contractors form an enduring, stable
EP over time, the members become assimilated and socialised through these processes, thus,
creating a degree of ongoing social cohesion that would be difficult to produce with simple
market-driven or MaC type relationships. This stability and security in contractor selection and
development is an important ingredient for the evolution of collaboration, even if originally
mandated (Rodríguez et al., 2007). Additionally, though in theory it does not need to be, we
found only one dominant type of contractor governance in each case. In other areas of the client
firm, there may well be other types of governance system in use, but this was beyond the scope
of this study. Thus, the EP as outlined in this paper represents a solution not previously
described in the literature to the problem of market-based complexity.

Though one manager admitted to changing from MaC to market supply due to
opportunism of the MaC supplier, the other cases consisted of surprisingly stable entities.
This was perhaps due to the significant transaction costs of change, and to the managers’
own bounded rationality. They did not always see dangers inherent in market failure or of
small numbers exchange, nor did they anticipate the selection of contractors from the
market would create labour disputes as Gall (2012) reports. They did not investigate
alternative structures for the contract itself, for instance involving new technology.

There are of course implications for further research. Themain limitation is the focus on one
particular industry, all be it a significant contributor to GDP. A further study could extend the
empirical research of the EP type of structure into other industries that use on-site contracted
maintenance such as; container terminal operations, shipbuilding and repair, aircraft
manufacturing and maintenance, and large infrastructure projects such as construction of
power stations and water facilities. It is argued that cross-functional team-based governance
such as the EP working in such a structure might enhance productivity.

It would also be valuable to examine the extent of the process termed mandated
collaboration by focussing on different situations in the private sector. To date the research
on mandated collaboration, as far as can be ascertained by literature searches, has been
limited to public sector agencies (Lewis et al., 2009; Dunlop and Holosko, 2005). For example,
Cross (1995) demonstrated that a project for outsourcing IT services operated with the same
kind of distancing of the client from the three major contractors. Though he did not use
the term “mandated”, he noted that the client required the collaboration of suppliers in order
to produce a seamless one-stop service – a single client interface. There is also recent
evidence, for example, that a “cooperation-based type of collaboration” can enhance the
resilience and coordination of supply chains in the food sector (Scholten and Schilder, 2015).

Furthermore, the EP structure may be of value to managers of contractual relationships
in general with its mandated collaborative process. Indeed, it may provide an alternative
model for managing outsourcing. In particular, the results of this research can be used by
managers in the eight cases identified earlier which have not as yet adopted the EP type
structure. Given the problems of productivity and competitiveness detailed in the
introductory section, this should be investigated. The issues related to the other two types of
contracting are far more problematic. Opportunism in market-based contracting and small
numbers exchange in the MaC structure, both militate against a secure and stable form of
governance which is necessary in this industry.

As the EP and its mandated collaborative process requires new practice where clients
engage the contractors in longer term relationships, it provides increased job security for
contractor employees hence increasing the client’s own legitimacy as MNC employers
(see Ritson et al., 2015 for a discussion). This has the economic, commercial and wider social
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effects of increasing the localisation of industry away from nationally-based entities and so
assists regional development. It also facilitates the development of local skill bases which in
practice can react more quickly to maintenance outages and other emergencies locally
(see Phelps, 1997 for a discussion on this topic). The EP with its mandated collaborative
processes more tightly aligns the incentives of the client and its contractors. It stands then in
contrast to the other two more adversarial forms of contractor governance, and is hence
worthy of further research.

References

Abdul Wahab, M.S., Dainty, A.R.J., Ison, S.G., Bowen, P. and Hazlehurst, G. (2008), “Trends of skills and
productivity in the UK construction industry”, Engineering, Construction and Architectural
Management, Vol. 15 No. 4, pp. 372-382.

Akintoye, A., McIntosh, G. and Fitzgerald, E. (2000), “A survey of supply chain collaboration and
management in the UK construction industry”, European Journal of Purchasing & Supply
Management, Vol. 6 No. 3, pp. 159-168.

Badenfelt, U. (2010), “I trust you, I trust you not: a longitudinal study of control mechanisms in
incentive contracts”, Construction Management and Economics, Vol. 28 No. 3, pp. 301-310.

Barratt, M. (2004), “Understanding the meaning of collaboration in the supply chain”, Supply Chain
Management: An International Journal, Vol. 9 No. 1, pp. 30-42.

Barthélemy, J. and Quélin, B. (2006), “Complexity of outsourcing contracts and ex post transaction
costs: an empirical investigation”, Journal of Management Studies, Vol. 43 No. 8, pp. 1775-1797.

Bemelemans, J., Voordijk, H. and Vos, B. (2012), “Supplier-contractor collaboration in the construction
industry”, Engineering, Construction and Architectural Management, Vol. 19 No. 4, pp. 342-368.

Bygballe, L.E., Jahre, M. and Swärd, A. (2010), “Partnering relationships in construction: a literature
review”, Journal of Purchasing & Supply Management, Vol. 16 No. 4, pp. 239-253.

Choi, T.Y. and Wu, Z. (2009), “Taking the leap from dyads and triads: buyer-supplier relationships in
supply networks”, Journal of Purchasing & Supply Management, Vol. 15 No. 4, pp. 263-266.

Cibin, R. and Grant, R.M. (1996), “Restructuring among the world’s leading oil companies 1980-1992”,
British Journal of Management, Vol. 7, pp. 283-307, available at: http://onlinelibrary.wiley.com/
doi/10.1111/j.1467-8551.1996.tb00120.x/full

Clements, M.D.J. and Wilson, M.M.J. (2009), “Aligning 3PL service bundles with relational integration:
a conceptual model”, International Journal of Services Technology and Management, Vol. 12
No. 1, pp. 88-105.

Cooke, F.L. (2002), “The important role of maintenance workforce in technological change – a much
neglected aspect”, Human Relations, Vol. 55 No. 8, pp. 963-988.

Crespi-Mazet, F. and Porter, P. (2010), “The reluctance of construction purchasers towards project
partnering”, Journal of Purchasing & Supply Management, Vol. 16 No. 4, pp. 230-238.

Crook, T.R. and Combs, J.G. (2007), “Sources and consequences of bargaining power in supply
relations”, Journal of Operations Management, Vol. 25 No. 2, pp. 546-555.

Cross, J. (1995), “IT outsourcing: British petroleum’s competitive approach”, Harvard Business Review,
May/June, pp. 94-102.

Davis, P. and Love, P. (2011), “Alliance contracting; adding value through relationship development”,
Engineering, Construction and Architectural Management, Vol. 18 No. 5, pp. 444-461.

Dunlop, J.M. and Holosko, M.J. (2005), “The story behind the story of collaborative networks:
relationships do matter!”, Journal of Health & Social Policy, Vol. 19 No. 3, pp. 1-18.

Eccles, R.G. (1981), “The quasifirm in the construction industry”, Journal of Economic Behavior and
Organization, Vol. 2 No. 4, pp. 335-357.

1078

ECAM
24,6

http://onlinelibrary.wiley.com/doi/10.1111/j.1467-8551.1996.tb00120.x/full
http://onlinelibrary.wiley.com/doi/10.1111/j.1467-8551.1996.tb00120.x/full


Eisenhardt, K.M. (1989), “Agency theory: an assessment and review”, The Academy of Management
Review, Vol. 14 No. 1, pp. 57-74.

Gadde, L.-E. and Dubois, A. (2010), “Partnering in the construction industry: problems and
opportunities”, Journal of Purchasing and Supply Management, Vol. 16 No. 4, pp. 254-263.

Gall, G. (2012), “Industrial conflict in the engineering construction industry in Britain”, Construction
Management and Economics, Vol. 30 No. 7, pp. 535-544.

Golicic, S., Foggin, J.H. and Mentzer, J.T. (2003), “Relationship magnitude and its role in
interorganizational relationship structure”, Journal of Business Logistics, Vol. 24 No. 1, pp. 57-75.

Goo, J., Huang, C.D. and Hart, P. (2008), “A path to successful IT outsourcing: interaction between
service-level agreements and commitment”, Decision Sciences, Vol. 39 No. 3, pp. 469-506.

Halldorsson, A., Kotzab, H., Mikkola, J.H. and Skjøtt-Larsen, T. (2007), “Complementary theories to
supply chain management”, Supply Chain Management: An International Journal, Vol. 12 No. 4,
pp. 284-296.

Handfield, R. and Nichols, E.L. (2002), Supply Chain Redesign: Transforming Supply Chains into
Integrated Value Systems, Prentice Hall, Upper Saddle River, NJ.

Hearnshaw, E.D.J. and Wilson, M.M.J. (2013), “A complex network approach to supply chain network
theory”, International Journal of Operations and Production Management, Vol. 33 No. 4,
pp. 442-469.

Hernándz-Espallardo, M., Rodríguez-Orejulela, A. and Sánchez-Pérez, M. (2010), “Inter-organizational
governance, learning and performance in supply chains”, Supply Chain Management: An
International Journal, Vol. 15 No. 2, pp. 101-114.

Korczynski, M. (1993), “Capital labour and economic performance in the engineering construction
industry 1960-1990”, unpublished PhD thesis, University of Warwick.

Korczynski, M. (1994), “Low trust and opportunism in action: evidence of inter-firm relations from
the British engineering construction industry”, Journal of Industry Studies, Vol. 1 No. 2,
pp. 43-64.

Korczynski, M. and Ritson, N.H. (2000), “Derecognition of trade unions and the dualistic behaviour of
oil and chemicals firms”, Work, Employment and Society, Vol. 14 No. 3, pp. 419-437.

Lawrence, T.B., Phillips, N. and Hardy, C. (1999), “Watching whale watching: exploring the discursive
foundation of collaboration relationships”, The Journal of Applied Behavioral Science, Vol. 35
No. 4, pp. 479-502.

Lewis, B.L., Boulahanis, J. and Metheny, E. (2009), “Joined-up governance: mandated collaboration in
US homeless services”, International Journal of Public Sector Management, Vol. 22 No. 5,
pp. 392-399.

Li, H., Arditi, D. and Wang, Z. (2014), “Transaction costs incurred by construction owners”,
Engineering, Construction and Architectural Management, Vol. 21 No. 4, pp. 444-458.

MacKenzie, R. (2008), “From networks to hierarchies: the construction of a subcontracting regime in the
Irish telecommunications industry”, Organisation Studies, Vol. 29 No. 6, pp. 867-886.

Makadok, R. and Coff, R. (2009), “Both market and hierarchy: an incentive-systems theory of hybrid
governance forms”, The Academy of Management Review, Vol. 34 No. 2, pp. 297-319.

Mann, H., Cao, Y. and Mann, I.J. (2011), “Strategy implementation tools in supply chain contracts”,
Journal of Business Strategy, Vol. 8 No. 2, pp. 34-48.

OECD (2015), Building on Basics: Value for Money in Government, OECD Publishing, Paris, available
at: http://dx.doi.org/10.1787/9789264235052-en (accessed 15 December 2015).

Phelps, N.A. (1997), Multinationals and European Integration: Trade, Investment and Regional
Development, Regional Studies Association/Jessica Kingsley, London.

Ritson, N.H. (2011), “American multi-national corporations in the UK oil industry: sectoral
differentiation in diffusion and adaptation”, Labor History, Vol. 52 No. 4, pp. 441-460.

1079

Managing
engineering
contractors

http://dx.doi.org/10.1787/9789264235052-en


Ritson, N.H. (2007), “The quest for productivity revisited: or just derecognition by the back door?”,
in Dainty, A., Bagilhole, B. and Green, S. (Eds), People and Culture in Construction: A Reader,
Taylor and Francis, London, pp. 260-279.

Ritson, N.H., Wilson, M.M.J. and Maclean, G. (2015), “Trade union recognition by MNCs: evidence of an
underlying rationale in UK petrochemicals”, Labor History, Vol. 56 No. 4, pp. 499-521, available at:
http://dx.doi.org/10.1080/0023656X.2016.1086561

Rodríguez, C., Langley, A., Béland, F. and Denis, J.-L. (2007), “Governance, power, and mandated
collaboration in an interorganizational network”, Administration and Society, Vol. 39 No. 2,
pp. 150-194.

Sako, M. (1992), Prices, Quality And Trust: Inter-Firm Relations in Britain and Japan, Cambridge
University Press, Cambridge.

Saprai, P. (2013), “Penalty clauses and the promise theory of contract”, The Canadian Journal of Law
and Jurisprudence, Vol. 26 No. 2, pp. 443-469.

Scholten, K. and Schilder, S. (2015), “The role of collaboration in supply chain resilience”, Supply Chain
Management, Vol. 20 No. 4, pp. 471-484.

Tirole, J. (2009), “Cognition and incomplete contracts”, American Economic Review, Vol. 99 No. 1,
pp. 265-294.

UKPIA (2015a), “Statistical review 2015”, available at: www.ukpia.com/docs/default-source/default-
document-library/ukpia-2015-statistical-review4e465c889f1367d7a07bff0000a71495.pdf?sfvrsn=0
(accessed 2 December 2015).

UKPIA (2015b), “Refining Britain’s fuels”, available at: www.ukpia.com/industry_information/
industry-data.aspx (accessed 2 December 2015).

Williamson, O.E. (1971), “The vertical integration of production: market failure considerations”,
American Economic Review, Vol. 6 No. 2, pp. 112-123.

Williamson, O.E. (1975),Markets and Hierarchies: Analysis and Antitrust Implications, The Free Press,
New York, NY.

Williamson, O.E. (1979), “Transaction cost economics: the governance of contractual relations”, Journal
of Law and Economics, Vol. 22 No. 2, pp. 233-261.

Williamson, O.E. (1985), The Economic Institutions of Capitalism: Firms, Markets, Relational
Contracting, The Free Press, New York, NY.

Corresponding author
Neil Henry Ritson can be contacted at: Neil.ritson@lincoln.ac.nz

For instructions on how to order reprints of this article, please visit our website:
www.emeraldgrouppublishing.com/licensing/reprints.htm
Or contact us for further details: permissions@emeraldinsight.com

1080

ECAM
24,6

http://dx.doi.org/10.1080/0023656X.2016.1086561
www.ukpia.com/docs/default-source/default-document-library/ukpia-2015-statistical-review4e465c889f1367d7a07bff0000a71495.pdf?sfvrsn=0
www.ukpia.com/docs/default-source/default-document-library/ukpia-2015-statistical-review4e465c889f1367d7a07bff0000a71495.pdf?sfvrsn=0
www.ukpia.com/industry_information/industry-data.aspx
www.ukpia.com/industry_information/industry-data.aspx

