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The diversification
strategies of large

South African contractors
into southern Africa

J Olivier, D Root

This article presents the results of a study into the current diversification strategies of large
South African contractors and the reasons for choosing southern Africa as a diversification
strategy. It investigated the major risks involved in doing business in southern Africa, which

of the southern African countries are more favourable to diversify into and the impact of
diversification on performance. It also attempted to identify the major competitors in southern
Africa and the source of their competitive advantage.

The study consists of a literature review and utilised the data from the annual reports for
the period 2007 to 2011 of nine selected large South African contractors, as well as relevant
publicised news articles. All the data used in this study is already in the public domain.

The research found that the countries of southern Africa present significant opportunities
for South African construction companies. Southern Africa forms a definite part of the
diversification strategies of large South African contractors; they are, however, mostly
moderately diversified, and the ‘big’ players are highly diversified both operationally and
geographically. The extent of diversification has an impact on performance, as undiversified
is clearly associated with underperformance, and moderately diversified within a specialised
field with outperformance. The research was inconclusive on the identities of the major
competitors in southern Africa and the source of their competitive advantage. It was, however,
found through the literature study that Chinese contractors are the major competitive force in
southern Africa and in the rest of Africa, and their governmental support systems on policy and

financial backing are the source of their competitive advantage.

INTRODUCTION

Background

South African companies are increasingly
operating and expanding into the rest of
Africa. Ewing (2008) reported that South
African companies have invested more than
$8.5 billion into the sub-Saharan region,
with firms such as SAB Miller, MTN,
Vodacom, Shoprite and Standard Bank
leading the way. Ewing (2008) also argued
that South Africans possess an uncanny
understanding and know-how of the risky
African market, which gives them the edge
over foreign competitors. South Africa Info
(2011) lists the top 25 South African-based
companies who are all rapidly expanding
their global profile and are competing

with the best global multi-nationals. These
include mining houses such as Impala
Platinum and Anglo American, and one

of the largest local construction groups,
Murray & Roberts (M&R). During the apart-
heid era, South African companies were
confined to their home base by economic
and trade sanctions imposed by the inter-
national community, and the South African

economy was dominated by a few large
companies that, due to their inability to
expand abroad, were forced to invest in one
another (The Economist 2006). Following the
1994 democratic elections and the lifting

of economic sanctions with the end of the
apartheid era, many South African corpora-
tions moved into the rest of Africa and
beyond with great enthusiasm as markets
opened up after many years of isolation (T#e
Economist 2006).

The first wave of South African invest-
ment into other African countries in the
post-apartheid years in the 1990s suffered
due to market and cultural ignorance, but
the second wave from 2000 onwards has
seen South African companies profiting from
those early mistakes and steadily expanding
into the rest of Africa with great success
(Rundell 2010). Companies like SAB Miller,
Standard Bank and MTN have made the
expansion into Africa during this second
wave central to their growth strategy, and
Standard Bank, for example, currently oper-
ates in 18 African countries. This continent-
wide presence allows it to participate in pro-
ject finance, mining deals and trade finance
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facilities (Rundell 2010). First Rand recently
announced plans to refocus on Africa and
has entered into a cooperation pact agree-
ment with the China Construction Bank in
order to establish a retail banking presence
in Nigeria and Angola (Rundell 2010).

This drive into Africa has allowed
companies to diversify their income streams
and generate income in foreign currency
(Grobbelaar 2004). Several African countries
have enjoyed high average growth rates, e.g.
Mozambique (7.22%), Uganda (7.16%) and
Nigeria (7.56%), over recent years, while
Equatorial Guinea has grown, on average, by
18.1% and Sierra Leone by 9.0% from 2000
onwards (Grobbelaar 2004). It is significant
to note that South African companies have
not been averse to expanding into sectors
traditionally dominated by companies
from the United States, Japan and Europe.
Examples of such sectors are construction,
industry, telecommunications, tourism, agri-
culture and financial services, in addition to
the extraction industries, such as mining and
oil, that are normally targeted (Grobbelaar
2004).

In the case of the largest South African
construction companies, information
obtained from their corporate websites
confirms that southern Africa is part of their
medium- to long-term strategy. The Aveng
Group (Aveng 2011) states that they are
focused on selected infrastructure, energy
and mining opportunities in Africa, with a
global footprint of over 25 countries. Part
of M&R’s 2009-2014 strategy (Murray &
Roberts 2011) states that:

“Africa has become the new frontier for

sourcing natural resources and the econo-

mic benefit will support the development of

new public and commercial infrastructure.”
Similarly Basil Read (Basil Read 2011) has
established a wide range of operations
further into Africa, and Group Five (Group
Five 2011) has also played a major role
in the development of southern Africa’s
infrastructure.

A few years ago the construction sector
reported strong earnings growth and held
large, growing order books with investors’
“high” expectations reflected in premium
share ratings (McNulty 2010). The sector’s
shares are currently trading well below ear-
lier highs and order book growth has slowed,
with the large construction groups such as
Aveng and M&R reporting lower earnings
(McNulty 2010).

Munshi (2010) wrote that post World Cup
2010 has seen the South African construc-
tion sector needing to reposition itself with
an eye to the north for sustained higher
margins. The Global Construction Report
2020 (Global Construction Perspectives and

Table 1 Real GDP growth rate projections 2011-2013 (Source: IMF 2012)

Real GDP
Projections
2011 2012 2013
Sub-Saharan Africa 5.1 54 5.3
Oil exporters 6.2 7.3 6.2
Nigeria 7.2 7.1 6.6
Angola 3.4 9.7 6.8
Equatorial Guinea 71 4.0 6.8
Gabon 5.8 5.6 2.3
Chad 1.6 6.9 0.1
Democratic Republic of Congo 4.5 3.1 54
Middle-income* 3.9 3.8 4.2
South Africa 3.1 2.7 3.4
Ghana 13.6 8.8 7.4
Cameroon 4.1 4.1 4.5
Cote d’Ivoire -4.7 8.1 6.2
Botswana 4.6 3.3 4.6
Senegal 2.6 3.8 4.5
Low-income® 5.8 5.9 5.9
Ethiopia 7.5 5.0 5.5
Kenya 5.0 5.2 5.7
Tanzania 6.7 6.4 6.7
Uganda 6.7 4.2 5.4
Democratic Republic of Congo 6.9 6.5 6.7
Mozambique 7.1 6.7 7.2

Oxford Economics 2009) expects that con-
struction in the developing world will more
than double to generate sales of US$7 trillion
by 2020.

The demand for construction
services in sub-Saharan Africa

The current state of infrastructure in sub-
Saharan Africa is poor, which prohibits opti-
mal economic growth and reduces business

productivity by as much as 40% (AICD 2010).

Prinsloo (2010) reported that this situation
presents huge business opportunities in light
of the backlog in infrastructure investment
that requires an estimated US$93 billion a
year. Almost half of this amount is needed
to address the continent’s power supply
problem (AICD 2010). Real GDP growth rate
projections for the countries of sub-Saharan
Africa, which confirm the positive potential
of the region, are shown in Table 1.

The construction sector of sub-Saharan
Africa (excluding South Africa) is highly
fragmented and underdeveloped, with lim-
ited potential to evolve into a functional and
successful industry (Ebohon & Rwelamila

2001). The lack of co-ordination in the
industry, skill shortages, sole-trader type
entrepreneurship with little knowledge of
the industry, the transient nature of most
construction firms, inadequate technical
training, inappropriate procurement systems
and the general lack of management skills
resulted in a dualistic structure in the sub-
Saharan construction sector (Ebohon &
Rwelamila 2001).

The activity of foreign international
contractors, including American, European,
Japanese, Korean and Chinese, in Africa
increased at an average annual rate of 15.4%
between 2000 and 2006 (Chen & Orr 2009).
European contractors enjoyed a 41.5% share
of the total African construction market
in 2006, while Chinese construction firms
in Africa grew by 46.2% between 2000 and
2006, and in 2005 had 32% of their total
international revenue coming from Africa
(Chen & Orr 2009). China has had long-
standing policies of providing foreign aid
to Africa and intergovernmental relations
focusing on infrastructure development,
resulting in the African construction market
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being the territory of Chinese contractors
(Chen & Orr 2009). Foreign competition in
the emerging African market is thus on the
increase and foreign contractors are increas-
ingly seeking opportunities in Africa.

The South African

construction industry

Unlike other southern African countries,
South Africa has a well-established construc-
tion industry with the ability to deliver a

full range of projects, including the largest
and most complex ones (Ofori et al 1996).
South African contractors have developed
corporate competitiveness honed by long
periods of isolation during the apartheid era
and adverse economic conditions (Ofori et al
1996). Many foreign contractors have been
unsuccessful in South Africa due to stiff
competition from local construction firms
(Vance 1993). Ofori et al (1996) further state
that South African construction companies
undertake projects in the southern African
region although the volume of this work is
not high, and that they have the capability to
undertake many of the projects awarded to
foreign contractors from much further away
(mainly Europe and East Asia). They are
also of the opinion that the South African
construction industry has to further develop
the managerial skills required for competing
overseas in order to exploit the opportuni-
ties that could emerge as the sub-Saharan
African countries pull themselves out of
long periods of economic decline (Ofori et al
1996).

The impact of globalisation on
South African contractors

The primary forces of globalisation are
represented by political reform, technologi-
cal advances, the worldwide trend towards
privatisation and an increasing recognition
of economic interdependence (Hutton 1988;
Kennedy 1991). The global economy thus
presents favourable business environments
for the construction industry through agree-
ments such as the General Agreement on
Tariffs and Trade (GATT) and allows domes-
tic construction companies to compete
internationally (Gunham & Arditi 2005; Han
& Diekmann 2001). South African construc-
tion companies have to plan strategically in
order to continue on their growth path and
to provide sustainable value to shareholders,
and geographical expansion is one way in
which South African contractors can over-
come the volatility of the domestic market,
spread their risk through diversification

into new markets and take advantage of the
opportunities offered by the global economy.
The extent of geographical diversification

of large South African contractors into the
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Figure 2 Graph showing relative financial performance for each company in terms of return on

total assets (ROTA)

southern African region and the reasons they
would choose this mode of diversification
are not well understood, and research on the
matter is not readily available.

PROBLEM STATEMENT,

AIM AND OBJECTIVES

The countries of southern Africa, based

on their emerging status and the currently
unmet requirement for the provision of basic
infrastructure, present huge opportunities
for construction. The African construction
market is currently dominated by foreign
international contractors, particularly from
China, Europe and North America, and

it is possible that this is also true for the

southern African region. Arguably, large
South African contractors are strategically
positioned to expand into this market, but
will only be able to gain access to these
opportunities if they have a clear geographi-
cal diversification strategy for this region, as
well as a good understanding of the major
risks involved. The problem to be inves-
tigated, which is therefore the aim of this
research, is the current diversification strate-
gies of large South African contractors, the
reasons they would choose southern Africa
as a diversification strategy, the major risks
involved, which countries of southern Africa
are more favourable and what the impact of
diversification is on their performance.

The principal objectives are:
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Table 2 Final selection of contractors

Czﬁ:;it:r Contractor name
1 AVENG
2 BASIL READ
3 GROUP FIVE
4 MURRAY & ROBERTS
5 PROTECH KHUTHELE
6 RAUBEX
7 SANYATI
8 STEFANUTTI STOCKS
9 WBHO CONSTRUCTION

a. To determine the current diversifica-
tion strategies of large South African
contractors.

b. To determine the extent to which South
African contractors diversify into south-
ern Africa and why they would choose
this strategy.

c. To determine the major risks involved in
doing business in southern Africa.

d. To determine which countries of
southern Africa are more favourable to
diversify into.

e. To determine the impact of diversifica-
tion on performance.

f. To determine who the main competitors
are in the southern African region and
what the source of their competitive
advantage is.

METHODOLOGY

Literature review

A literature study was conducted on the
notion of diversification of firms in the con-
struction industry, with particular emphasis
on international diversification. This was
followed by a review of South African firms in
general entering and doing business in the rest
of Africa, as well as the specific opportunities
for and risks faced by South African contrac-
tors operating in the southern African con-
struction market. The southern African coun-
tries were rated from most to least favourable,
and least to most risky, based on previous
research data and current statistical data.

The southern African countries of Angola,
Botswana, Lesotho, Malawi, Mozambique,
Namibia, South Africa, Swaziland, Zambia
and Zimbabwe were analysed in terms of

a general overview, economic and political
situation, construction opportunities and
potential, construction-related risks and the
state of the indigenous construction industry.
The final section is an analysis of other major
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international construction competitors in the
southern African region.

Research methodology

The methodology used was a desk-based
study that included the data from publically
available information from a selection of
large South African construction companies.
The primary data comprised the annual
reports for the period 2007 to 2011 of the
selected companies, as well as information
from their internet websites, press releases
and publicised articles.

The data was collected by using the inter-
net via the corporate websites of the selected
companies and internet search engines
such as Google. An analytical template was

constructed to organise the data in a clear,
concise and systematic way. The template
was divided into nine sections: background
information, vision and mission statements,
operating portfolio, geographical footprint,
diversification matrix, financial performance,
observations on strategy, observations on
opportunities and risks, and articles and
press releases.

The data was analysed using a combina-
tion of quantitative and qualitative methods,
providing a triangulated approach. A series
of charts and tables were constructed using
the quantitative data from the analytical
template in two major sections:

a. Financial performance: The average val-

ues over the five-year study period from
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Figure 5 Graph showing the four ratios per contractor in a combined format

Table 3 Ranking, rating and classification table

2007-2011 were calculated for each of
the four ratios — return on equity (ROE),
return on total assets (ROTA), return

on capital employed (ROCE) and profit
margin. This was done for all nine the
companies studied, and a graph was built
showing the average value for each com-
pany for each ratio, as well as a combined
graph showing all four ratios for each of
the nine companies.

Diversification matrix: Two tables were
drawn up, one showing the extent of
operational diversification and the other
showing the extent of geographical diver-
sification for the nine companies studied.
The first table was split into three

columns — undiversified/single product,
moderately diversified and highly diversi-
fied. The companies were then mapped
into the three columns according to the
results from the diversification matrix.
The mapping exercise was done over the
five-year study period for each company
to indicate the movement (if any) from
one category to another. Each company’s
rating in terms of financial performance
was also entered alongside its position in
the table.

The second table indicates the extent
of geographical diversification. The table
was again split into the three categories
— undiversified (local South African

market only), moderately diversified
(mostly South African, limited cross-
border operations) and highly diversified
(internationally active). The companies
were then mapped into the three col-
umns according to the results from the
diversification matrix. The mapping
exercise was done over the five-year study
period for each company to indicate the
movement (if any) from one category to
another. Each company’s rating in terms
of financial performance was also entered
alongside its position in the table.

The balance of the sections of the analytical

template was used to construct a critical dis-

cussion for each individual company studied,

as per the outline below:

a.

b.

Background information and overview of
the company.

Their historical operational model, to
give an idea of their modes of diversifica-
tion. Here the interest will be to map
their level of horizontal and vertical
diversification.

Their current geographical footprint and
how it changed over the study period, and
which countries are preferred.

Future strategies relating to diversifica-
tion in general, as well as their geographi-
cal expansion strategies. A specific focus
area was their interests and intentions in
the countries of southern Africa.

What they see as opportunities and
threats, as well as the risks they are fac-
ing with specific reference to southern
African countries.

Other general information relating to
their diversification strategies with spe-
cific reference to publicised media.

(SIS

1.

The size of the company is based on the average value of the total assets as per the balance sheet over the study period (2007-2011). Ranking based on 1 = highest value, 9 = lowest value.
. Ranking based on 1 = highest value of the average over the study period; 9 = lowest value of the average over the study period.
. The average ranking value is the average of the ranking values for all four of the ratios.

. The final rating is based on 1 = highest average ranking; 9 = lowest average ranking.

. Final rating classification is based on O = outperformer (top three); M = moderate performer (middle three); U = underperformer (bottom three).

Size ranking Ranking based on profitability measures

Sizel
Firm name Total assets ?}Fggg] ROE | Ranking? | ROTA | Ranking? | ROCE | Ranking? [EBIT (%)| Ranking? %‘515?3; rzti:in:gl‘L chai sns?;izzttii:rgls

assets
Aveng 22 585.4 1 16.9 8.3 7 22.5 6 6.2 8 6.75 6 M
M&R 19933.2 2 14.4 6.3 9 17.0 8 5.4 9 8.25 9 U
Group Five 8 846.4 3 12.7 7.1 8 20.6 7 6.4 7 7.50 8 U
WBHO 8132.8 4 32.2 114 4 36.0 1 7.3 6 3.25 3 O
Stefstocks 3548.4 5 20.3 11.6 3 30.7 4 7.8 4 4.00 4 M
Basil Read 3091.1 6 22.9 11.3 5 24.7 5 8.6 3 4.25 5 M
Raubex 2518.5 7 314 23.3 1 34.1 2 18.7 2 2.00 2 O
Sanyati 1036.1 8 6.2 9.8 6 16.6 9 7.7 5 7.25 7 U
Protech 586.5 9 34.6 20.1 2 33.6 3 18.8 1 1.75 1 (@]
Notes:
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Table 4 Operational diversification matrix

Operational Diversification Matrix
Undiversified/single product Moderately diversified Highly diversified
- . Single vertical market Limited or multiple vertical markets Multiple vertical markets
ype o
diversification Limited or multiple role in Limited role in most of Multiple roles in most of
a single value system the value systems the value systems
Firm name Rating Firm name Rating Firm name Rating
Aveng &> Aveng M
BasittRead > Basil Read M
Group Five
Murray & Roberts U
Olpera'tlpngl Protech Khuthele
diversification
Raubex _—> Raubex
Sanyati &> U Sanyatt
Stefanutti Stocks
WBHO —> (@] WBHO
Notes:
It is noted that some firms moved from one category of operational diversification to another category in the study period.
Aveng moved from highly diversified to moderately diversified (marginally) and back to highly diversified.
Basil Read moved from moderately diversified to highly diversified in 2011.
Raubex moved from specialised to moderately diversified in 2008.
Sanyati moved from specialised in 2008 to moderately diversified (marginally) in 2009, and then back to specialised in 2010-2011.
WBHO moved from moderately diversified in 2007 to specialised in 2008 and 2009, then moved back to moderately diversified in 2010, and again to specialised in 2011.
Table 5 Geographical diversification matrix
Geographical Diversification Matrix
Undiversified Moderately diversified Highly diversified
Type of Local South African market only Operating mostly in South Africa Internationally active
diversification Also in cross-border markets
Firm name Rating Firm name Rating Firm name Rating
Aveng M
Basil Read M
Group Five &—— | U GroupFtive
Murray-&Roberts _ Murray & Roberts 18]
Geographical
cographic Protech Khuthele O
diversification
Raubex O
Sanyati U
Stefanutti Stocks ——> | M Stefanutti-Stocks
WBHO (0]
Notes:
It is noted that some firms moved from one category of geographical diversification to another category in the study period.
Group Five moved from being highly diversified from 2007 to 2009, to moderately diversified from 2010 to 2011.
Murray & Roberts moved from moderately diversified in 2007, to highly diversified from 2008 to 2011.
Stefanutti Stocks moved from moderately diversified in 2008 to 2009, to highly diversified in 2010, and then back to moderately diversified in 2011.

RESULTS OF THE DATA ANALYSIS

Company selection

The construction companies studied were

selected based on the following criteria:

a. Contractors currently active and regis-
tered as grade 9CE of the Construction
Industry Development Board of South
Africa (CIDB 2012).

b. Traditionally South African, excluding
international contractors not originating
in South Africa and whose head office is
not in South Africa.

c. Specialist contractors were excluded.

d. Listed on the Johannesburg Stock
Exchange (JSE) with a current annual
turnover exceeding R1 billion.

The final nine companies are shown in Table 2.

Financial performance of the
selected group of contractors

The graphs in Figures 1-5 show the relative
performance for each company in terms of
the four ratios.

Table 3 shows the ranking and final
rating per contractor. The final classifica-
tion is based on the criterion that the top
three companies in terms of financial

performance are classified as ‘outperformers
(O), the middle three as ‘moderate perform-
ers (M) and the bottom three as ‘underper-
formers (U)’.

Diversification matrix

Table 4 shows the extent of operational
diversification of the nine companies and
Table 5 shows the extent of geographical
diversification for the nine companies. The
companies are mapped into three columns
for both tables over the study period, and the
movements are shown where a company has
moved from one category to another. The
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Table 6 Extent of firm diversification

Operational Diversification

Geographical Diversification

Stocks (M)

Undiversified | e Y | givemitiea | Undiversified | G tREY | versifed
Sanyati (U) Gro?S)Five Aveng (M) Sanyati (U) Basil Read (M) Aveng (M)
WBHO©) | iy | Basi Read () T | rabens )

Rawbex (0) | popericv) Knathale () | WBHO©)
SStt:Cfirsu(xIt\E[i) Raubex (O)
Stefanutti

final results of the extent of firm diversifica-
tion are summarised Table 6.

Company analysis

The large South African contractors are
mainly moderately diversified, with Aveng,
M&R and Basil Read highly diversified.
Sanyati and WBHO are the only contrac-
tors that are currently pure construction
companies and fall into the undiversified or
specialised classification. It must be noted
that WBHO has moved between moderately
and undiversified during the study period,
and Sanyati has been undiversified during
the whole study period. Raubex and PK are
the only companies that are specialised in
terms of construction — Raubex in road
construction and PK in bulk earthworks.
The rest of the companies are horizontally
well spread across the construction value
chain, i.e. civil engineering, building, roads
and earthworks, etc. Aveng and M&R are by
far the largest of the contractors and are the
only ones that are fully diversified horizon-
tally, vertically upstream and downstream,
and relatedly in the mining sector. They can

be classified as the construction conglome-
rates of South Africa. The balance of the
companies are somewhere in-between, with
no clear and definite trend visible from their
operational diversification strategies. None
of the companies are unrelatedly diversified,
and all the companies that have diversifica-
tion as part of their strategy are diversifying
into construction-related businesses, such as
engineering, construction materials supply

and mining.

In terms of geographical diversification,
Aveng, M&R and WBHO are highly diversi-
fied. They all have a large geographical foot-
print and they have a stable Australian-based
construction business. They have been oper-
ating in southern Africa for a long period
of time and their future target markets are
the rest of Africa beyond southern Africa,
Australasia and the Pacific, the Middle East
and Asia. They each have a clear geographi-
cal expansion strategy and the aim to be a
global player. The rest of the contractors are
moderately diversified geographically, except
for Sanyati that currently only operates in
the South African domestic market. All of

Table 7 Presence of large South African contractors in southern Africa

them have a clear focus on either expanding
their current southern African footprint

or entering the southern African market,
except Sanyati. They also focus on the rest
of Africa beyond southern Africa, albeit very
selectively. Stefanutti Stocks and Group Five
are operating in the Middle East and plan to
extend their Middle Eastern footprint, and
Basil Read has recently started expanding
into Australia through their TWP engineer-
ing business. Group Five also has operations
in Eastern Europe through their concessions
business. The main strategy for these con-
tractors is southern Africa, the rest of Africa
and the Middle East.

Table 7 indicates the extent to which
large South African contractors are diversi-
fied into the countries of southern Africa.
The ‘tick mark’ indicates that the specific
contractor is actively operating in that coun-
try unless otherwise noted.

From Table 7 it is evident that Aveng,
M&R and Stefanutti Stocks are active in all
the countries of southern Africa, while Basil
Read, Group Five and WBHO are active
in the majority of the southern African
countries. Sanyati is not active in any of the
southern African countries, and Protech
and Raubex are active in selected countries
only. The countries most operated in are
Botswana, Namibia, Zambia and Zimbabwe.
Angola is the least favoured country.

Aveng and M&R, the two largest com-
panies, are fully diversified into southern
Africa, and have been for the full study peri-
od as well as for a substantial period before.
This region is part of their established
operating environment and they are cur-
rently looking beyond the southern African
region for further geographical expansion.
Basil Read, Stefanutti Stocks, Group Five
and WBHO are still growing companies,
and they see the southern African region as

1. Aveng moved out of Angola in 2008 due to unknown reasons.

2. Sanyati is not active in any southern African country.

Country Aveng BasilRead | Group Five M&R PK Raubex Sanyati? St;’tfzgl‘(‘s“i WBHO

Angola n v v

Botswana N N V N N V v
Lesotho V N v Y Y
Malawi V v v v

Mozambique N N N V V
Namibia v v V v v v v

Swaziland v V V V V v
Zambia V N N N N N vV vV
Zimbabwe \ N V V v v v vV
Notes:

Journal of the South African Institution of Civil Engineering + Volume 56 Number 2 August 2014




holding major opportunities for construc-

tion and mining, and an avenue for growth.

Raubex and Protech are very selective in the

region and they choose their target countries

carefully. They also see opportunities in the
road construction and mining infrastructure
earthworks sectors. Sanyati has not started
to operate in the region and is currently fully

South African based.

All the contractors agreed that the
African continent offers major opportunities
for construction in the areas of infrastruc-
ture development, specifically transport,
water, power and energy, as well as in the
mining environment, with the demand for
mineral resources growing tremendously
in countries such as China, India, Russia
and Brazil. These present strong pull forces
for South African contractors to diversify
and to expand their geographical footprint
into southern Africa and the rest of Africa.
They also indicated that the domestic South
African construction market is currently
in a recessionary phase of negative growth,
resulting in increased competition, lower
margins with a negative medium-term
outlook. This is an indication of strong push
forces for construction companies to expand
into the southern African market.

The data analysis revealed the following
major risks faced by South African contrac-
tors doing business in southern African
countries:

a. Political risks, especially in unstable
countries such as Zimbabwe.

b. Currency exchange rate fluctuations.
Bribery and corruption — This was
mentioned by Basil Read in an article
by Venter (2011a), as the company lost
out on a tender for a project in Tanzania
when they were not prepared to pay
a bribe; the project was subsequently
awarded to a Chinese contractor.

d. Late entry into Africa — M&R mentioned
this as a risk, as large European and Asian
contractors accessed Africa in its early
development stages; this would possibly
also include the southern African region.

Referring to Table 6 it is evident that the

majority of the selected companies fall

into the moderately diversified group, both

operationally and geographically. The finan-

cial performance of this group ranges from
outperformer to underperformer. Aveng and

M&R feature in the highly diversified group

for both operational and geographical diver-

sification, and their performance is moderate
and underperformer respectively. Sanyati

is an underperformer and features for both

operational and geographical diversification

in the undiversified group. The undiversified

(operationally and geographically) strategy

is thus not a good business model for solid

financial performance. The largest compa-
nies in terms of size, Aveng and M&R, are
both highly diversified (operationally and
geographically). Raubex and Protech are both
outperformers and are both in the moder-
ately diversified group for both operational
and geographical diversification. Both these
companies specialise in road construction
and bulk earthworks respectively.

There is thus no clear and definitive
answer as to what the recipe for success is,
although the indications are that undiversi-
fied, both operationally and geographically,
is associated with underperformance, and
moderately diversified within a specialised
field such as road construction is associated
with outperformance. In order to be ‘big’ you
have to be highly diversified, with specific
reference to Aveng and M&R.

The main competitors in southern Africa
and the source of their competitive advan-
tage are not mentioned and thus no definite
conclusion can be made from the data used.
M&R mentioned that the European and
Asian contractors accessed Africa during its
early development period, and they (M&R)
see that as a lost opportunity. It is assumed
that the Asian contractors referred to would
be the Chinese, as they are widely active in
Africa.

CONCLUSIONS

From the literature study it was concluded

that:

a. A comprehensive theory base exists
around diversification in construction,
and construction companies all over the
world are practising a variety of diversi-
fication strategies, of which international
expansion is used as a strategy to combat
the cyclical nature of the construction
industry and to maintain a competitive
advantage over its rivals.

b. Many South African companies are
expanding into the rest of Africa and the
biggest risk of doing business in African
countries is political instability. South
African companies are, however, taking a
high-risk, high-reward approach.

c. South Africa is by far the southern
African region’s largest and most
developed economy, and the South
African construction industry is mature,
internationally competitive, has a very
good track record and has a large pool of
construction-related resources.

d. The countries of southern Africa are
characterised as under-developed, having
a huge backlog in the provision of basic
infrastructure, under-developed indig-
enous construction industries, a scarcity
of primary construction materials and

construction spending that is mostly aid-
and government-reliant.

Huge opportunities for construction exist
in southern African countries in the form
of infrastructure development, such as
transport, water supply, sanitation and
housing, as well as in the resource extrac-
tion industries, such as oil and mining.
Strong ‘pull forces’ exist for South African
contractors in the form of construction-
related opportunities to choose southern
Africa as a geographical diversification
strategy. The ‘push forces’ for geographi-
cal diversification into southern Africa

are also strong, due to the facts that the
South African construction industry is in
a current downturn and the South African
construction industry is well developed
and internationally competitive.

. Botswana, Namibia and Angola are rated

number 1, 2 and 3 respectively as the
most favourable countries to diversify
into, and Zimbabwe is rated as the least
favourable.

. Chinese contractors are the major com-

petitive force in southern Africa and they
have a distinct competitive advantage
over other construction players as a result
of support from the Chinese govern-
ment in the form of policy and financial
backing.

The following conclusions were made from
the research:
a. In terms of business diversification the

majority of the large South African
contractors are moderately to highly
diversified. The two largest contractors
are Aveng and M&R and they are fully
diversified across the horizontal and
vertical value chains. Sanyati and WBHO
are pure construction companies and are
undiversified. The diversification strate-
gies are mainly construction-related, i.e.
materials supply, engineering, etc, as well
as related diversification in mining. The
majority of the companies cover the full
horizontal value chain in construction,
such as civil engineering, building, roads
and earthworks. None of the companies
are unrelatedly diversified.

. In terms of geographical diversification,

eight out of the nine companies have an
international footprint, with Aveng and
M&R having the largest international
footprint. Sanyati is the only company
that only operates in the South African
domestic market. All the companies,
except Aveng and M&R, have southern
Africa as part of their geographical
focus. Aveng and M&R are focusing
beyond southern Africa, as they regard
southern Africa as part of their normal
business area.
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c. All the companies (except Sanyati) are
operating in selected countries of southern
Africa with Aveng, M&R and Stefanutti
Stocks covering all the southern African
countries. The most favourable countries
for the large South African contractors
are Botswana, Namibia, Zambia and
Zimbabwe, and the least favourable coun-
tries are Angola and Malawi.

d. The African continent offers major
opportunities for construction in the
areas of infrastructure development, such
as transport, water, energy and power,
as well as in the mining environment,
with an increased demand for mineral
resources from countries like China,
Brazil, India and Russia.

e. The major risks for construction compa-
nies in southern Africa are:

i. Political uncertainty

ii. Currency exchange rate fluctuations

iii. Bribery and corruption

iv. Competition from Asian and
European contractors.

f.  Undiversified, both operationally and
geographically, is associated with
underperformance, while moderately
diversified within a specialised field, such
as road construction, is associated with
outperformance. The really ‘big’ players,
Aveng and M&R, are highly diversified,
both operationally and geographically.

g. It was mentioned that European and
Asian contractors accessed Africa during
its early development period. Who the
main competitors in southern Africa are
and their associated competitive advan-
tage are inconclusive.

This research study has presented evidence

that the countries of southern Africa present

significant opportunities for large South

African contractors, and that these countries

indeed form part of the strategy of the large

South African contractors. However, these

contractors are mostly moderately diversi-

fied, although the ‘big’ players, Aveng and

M&R, are highly diversified. The extent of

diversification impacts on contractor perfor-

mance as follows: undiversified is associated
with underperformance, moderately diversi-
fied within a specialised field is associated
with outperformance, and size is associated
with highly diversified. The main competi-
tors in southern Africa and the source of
their competitive advantage are inconclusive

from the research, although the literature
study suggests that Chinese contractors are
the main competitors in the region and that
the source of their competitive advantage

is the Chinese governmental support in the
form of policy and financial backing.
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