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ABSTRACT

Over the years, the focus on value creation has shifted fromthagible economic
benefits to the soft, intangible outcomes related to sustainability aaddsrsocial
issues. Within the extant value creation literature, there are many perspentites
concept of value and its generation; however there is a dearth of sardieslue
creation ina construction context. Through a systematic review of culiterature
and drawing from the stakeholder theory, this study exasrtilfe common approaches
in value creation and proposes a framewtwkvalue creation for stakeholders in
construction. In particular, the new framework conceptualizes two casgd value
creationto construction firms and their project&iddependent and co-creation. The
main insights from this conceptual framework include: 1) valeat@mn process is a
strategic issue that needs to be addressed by organizations throughce®so
exchame information sharing effective relational governance and continuous
interactions; 2) projectsas vehicles for value creation in the construction industry,
create value for stakeholders in the form of delivery outputgadill outcomes; 3)
relationships between stakeholders (i.e. transactional, cooperative and collaborative)
are an effective way to maximize project valkarther research about value creation
for stakeholders is essential to develop value creation theory in construction.

Keywords: benefits, construction project, relationships, stakehglgalue creation.

INTRODUCTION

Increasingly, value creation (VC) has been recognized as a useful lens for ghaging
sustainability and competitiveness of organizations, industries and nations over the
long-term (Pitelis and Vasilaros 2010). Scholars of different disciplines have
highlighted VC as effective process to achieve competitive advantage through
minimizing cost exchanges (Moran and Ghoshal 1996), improving transactional
relationships (Zajac and Olsen 1993) and, developing social capital and facilitating the
generation of intellectual capital (Nahapiet and Ghoshal 1997). TWGs,is
considered strategic becaudte represents a long-term organizabndirection,
constituting the most critical business objective (O'Cass and Ngo 2011, Jensen 2001).

Despite the broad interest on the todME concept has been underpinned by various
theoretical perspectives (Ng and Smith 2012, Barima 20§)and Smith (2012)

state that ‘the concept of value has been discussed for 2000 years with various
nuanced meanings’. Value has been traditionally associated to economic and financial
benefits for shareholders (Pitelis and Vasilaros 2010, Moran and Ghoshal 1996,
Patanakul and Shenhar 2007) in terms of wealth and profits maximization. In recent
years, the focus has shiftéal stakeholders and their relationships as a fundamental
source of value creation, especially in the form of non-financial and intangible benefits
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(O'Cass and Ngo 2011, Jensen 2001, Garriga 2014, Harrison and Wicks 2013).
Nevertheless, progress of stakeholder theory remains conceptual and theoretical.
Parmar et al. (2010) declare that stakeholder theory needs to resolve some relevant
guestions aboMC in business, strategic management and other related disciplines.

Project-based organizatio(lBBOs) such as construction firms organize their work in
the form of projects. Recognizing thaBOs’ core business is creating value for their
clients through the effective delivery of projects that meet or exceed client’s needs
(Thomas and Mullaly 2008), construction companies should manage strategically its
projects, (Shenhar 2004), by means of an effedf@eprocess that achieves the best
value for each stakeholder (Shenhar 2004, Patanakul and Shenhar[R&pide its
importance, there is a dearth of studies examining the link betwW€eprocess and
project value. This study fills that gap by qualitatively examining the impact of
variousVC approaches on project value.

Below, systematically literature is reviewed and drawing from the stakeholder,theory
a conceptual framework linkinyC approaches and project value is proposed.
Implications for future research and practice are discussed.

RESEARCH METHODOLOGY

The research methodology used was a systematic literature review. The objectives
were: 1) analysing and synthetizing prior knowledge to provide the foundation for
understanding th¥C concept, relevance, main factors and, effects on organizational
and project value; 2) proposing and communicating effectaelyw framework; and

3) developing the basis to future research in this field apptieithe construction
industry. We used the literature review approach propose by Bandara et al. (2011).
First, identification and extraction of articlegere realized under two main criteria,
sources selection and search stratdiy. domain ‘value creation for stakeholders’

was searched througBirossSearch, Google Scholand Scopusto select strategic,
project and construction management peer-reviewed journal papers, conference papers
and priority books. Main terms could be included in the title, abstract or keywords.
Two tools were used to select relevant literattrdNotefor capturing and managing
bibliographic details anddobe Acrobat Prdor supporting search the full text articles

and electronic books. Although, the review targeted publications from 2000 to 2014,
some seminal papers were included. Hence, 176 publications were selected as the
dataset of this study (see bibliographic list in appendix). Second, preparing for
analysis was performed following two main actions: defining what to capture through
a pre-codification scheme (e.g., definitions, components, factors, indicators, theories,
stages and levels aboud€C) and, capturing information effectively. Both actions were
supported byNVIVO that is a computational tool to analyse qualitative data. Third,
actual coding where we introduced relevant information (i.e. sentences or paragraphs)
in different levels according to pre-code scheme This action derived on key factors of
VC process. Lastly, analysis and write-up was the last step where realize a descriptive
and comprehensive analysis of the selected literature, checking redundancies and
reporting. Thusa conceptual framework linkingC with project value was defined.

THEORETICAL BACKGROUND OF VALUE CREATION

Value creation process

Value creation has accordingly represented a significant topic within strategic
management research. Normann and Ramirez (1993) poititaotistrategy is the art
of creating value” and Bowman and Ambrosini (200Gpdicate that “firms exist to
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create value”. Traditionally, value creation has been understood in economic and
financial sense, through use value and exchange value concepts (Bowman and
Ambrosini 2000, Lepak et al. 2007, O'Cass and Ngo 2011, Priem.2Z007, value
creation is a dynamic process that produces the percesed/aluein relation to

needs of the client, and to generatedékehange valugrhen the product or service is

sold (Bowman and Ambrosini 2000). Beyond this classic definition, three theories
have underpinned the concept of value creation at an organizationatraws#ction

cost economics (TCEjJesource-based view (RBVand more recentlystakeholder
theory First, TCE focuses on minimizing transaction costs of exchange (Williamson
1985), where value is relatéalmaximizing profits for shareholders (Gummerus 2013,
Moran and Ghoshal 1996, Patanakul and Shenhar 2007, Pitelis and Vasilaros 2010).
Based on this theory, the main driver of value creaidransaction efficiency, i.e. the
attenuation of uncertainty, complexity, information asymmetry and small-numbers
bargaining conditions and, the increment of reputation, trust and transactional
experience (Amit and Zott 2001). SecoRBV focuses on valuing resources and
capabilities. According to Barney [cited by (Bowman and Ambrosini 2000)] RBV is
founded on the premise that the source of competitive advantage of an organization is
the exploration of heterogeneous resources and competences, i.e. strategic capabilities
difficult to imitate. Hence, firm’s resources are valuable to the extent that client needs

are better satisfied, at lower costs than others firms, and, implementing strategies that
enhance its performance in terms of efficiency and effectiveness (Bowman and
Ambrosini 2000, Wang and Wei 2007). Main drivers for creating value are valuable
resources and capabilities, dynamic capabilities (over time) such as coordination,
integration, reconfiguration or transformation, or learning (Amit and Zott 2001).
Third, stakeholder theoryocuses on maximizing benefits through relationships with
stakeholders (Freeman et al. 2010). Jensen (2001) argues that maximizing value for
stakeholders is the most relevant organizational objective. Additionally, O'Cass and
Ngo (2011) emphasize the strategic role of VC for any organization because it
representsa long-term direction. Although economic and financial perspective is
considered the maifirm’s value measurementhe maximization of value through
stakeholder’s satisfaction increases returns in long-term (Harrison and Wicks 2013,
Jensen 2001). To conclude, this study takes stakeholder theory as the theoretical
foundation because it helps to analyze how construction firms can create value
considering permanent relationships withstakeholders.

Dimensions of value creation

Stakeholders have a significant role in the VC process. The maximization of value (i.e.
benefits or outcomes) in this process is based on the relationships with and interactions
between the firm and its exchange partners (Zajac and Olsen 1993, Harrison and
Wicks 2013, Lepak et al. 2007). According to Freeman et al. (2010), stakeholders are
a related group or individuals that contribute to value creation beitazese affect or

be afected by the achievement of the firm’s goals. A firm’s stakeholders could be

owners or/and investors (shareholders), employees, customers and/or users, suppliers,
agencies of government or local communities (Freeman et al. 2010, Harrison and
Wicks 2013, Jensen 2001, Lepak et al. 2007). Although organizational value creation
depends on its activities (Bowman and Ambrosini 2000, Harrison and Wicks 2013,
Lepak et al. 2007), it is necessary that stakeholders collaborate closely to create
relational and mutual value (Kelly 2007, Zajac and Olsen 1993). There are basically
two value creation dimensions. Firgidependenbr sole value creationi.e. a firm

creates value independently of others basing on its processes and competences.
Second, stakeholders collaborate closelgatoreatevalue.
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Independent value creatiaefers to the creation of value by a single stakeholder who
may be the designer or construction firm in the case of construction projects.
Typically, the focal firm has the capability to deliver what has been requested of them
without the need to seek extensive help from outside the firm. The product or services
to be delivered is relatively simple and straightforward and within the firms expertise
area. Thus, th¥C process is a series of activities performed by the firm (Vargo et al.
2008) independently of actions of other firms (Austin and Seitanidi 2012).

Especially in prior strategic and marketing management literatuese rtiain factors

have been frequently mentioned to create value for stakeholders as independent value
creation resources exchangeformation sharingand relational governanceFirst,
evidently products and services represent a relevant element to consider in value
creation, because clients (recognized as main firm’s stakeholder (O'Cass and Ngo
2011)) are satisfied in accord with theqghrct’s performance level received (Harrison

and Wicks 2013). Thigesource exchanggoes further than tangible or physical
goods, it includes time, effort allocated or other type of intangible outcomes, thus
remaining stakeholders such as employees or communities, and they will receive
created value in different forms of benefits (Amit and Zott 2001, Harrison and Wicks
2013, Jylha and Junnila 2014). Additionally, Lepak et al. (2007) sdiatefirm’s
performance depends of its activities and th€his associated directly with product
innovation. The same idea is shared by Tsai and Ghoshal (1998) who argue that
resources exchange and combinations have a positive effect on innovative products or
services.

Second, althouginformation sharingcould be understood as a benefit achieved by
relationships between stakeholdels, is fundamental in terms of stakeholder
cooperation during an independent value creation process (Hammervoll 2082, Jylh
and Junnila 2014). Hammervoll (2012) argues that information sharing impacts
significantly on operative performance of the firm, consequently the better information
being shared, the better will be the process of value generation to impact positively on
product performance. In this way, Wang and Wei (2007) point out that virtual
integration, i.e. to use IT for facilitating exchange and operations between partners,
can increase partially information visibility. While Tsai and Ghoshal (1998) recognize
that social interaction i.e. thenprovement of “information channels and resource

flows network™, is positively impacting on value creation through stakeholders
interactions and offering exchanged. At last, some empirical evidence demonstrate
that information exchange is a positive moderator betwé@nand organizational
satisfaction (Wagner et al. 2010) where shared values and vision are fundamental
(Hammervoll 2012, Harrison and Wicks 2013, Murphy et al. 2014).

Third, several researchers have argued thkttional governance mechanisnase
effective for creating value to stakeholders (Hammervoll 2012, Harrison and Wicks
2013, Tsai and Ghoshal 1998, Wagner et al. 2010, Zajac and Olsen 1993), rather than
formal or contractual mechanisms (Wang and Wei 2007). Relational governance in the
context ofVC refers to different inter-organizational relationship mechanisms between
stakeholders such as trust, commitment and cooperation (Wang and Wei 2007) based
on the norm of solidarity (Hammervoll 2012) and fairness (Harrison and Wicks.2013)
According to Zajac and Olsen (1993), value maximization is reached through
relational and inter-organizational strategies, which are formal cooperative
arrangements between partners e.g. alliancing. Relational dimension of social capital
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underlines trust, being a main attribute of a relationship (Mdller 2006, Tsai and
Ghoshal 1998, Nahapiet and Ghoshal 1997), and a relevant protection mechanism for
opportunistic behaviors (Banihashemi and Liu 2013, Harrison and Wicks 2013,
Wagner et al. 2010). In addition, Wagner et al. (2010) demonstrate empirically that
relational trust impacts on the VC process and future collaborate-based relationship
intention between stakeholders, constituting a benefit of long-term. In sum,
independen¥/C is the innovative and complex organizational process where several
factors affect significantlyn the production and management of products and services
for satisfying its clients, i.e. a value proposition to facilitate a value exchange.

In contrast,co-creating valuas a joint creation of value based on interactions, active
dialogue, motivation, and co-build experiences between the focal firm and its clients
(Prahalad and Ramaswamy 2004, Grénroos and Voima 2013, Gummerus 2013, Ng
and Smith 2012) and other stakeholders (Rod et al. 2014, Roser et al. 2013). This
process requires generating instances to co-production, integrating resources and
applying mutual competences (Vargo et al. 2008) where the beneficiary is who
determines its perception about received offering (Rod et al. 2014). According to
Roser et al. (2013) the better quality of products and services increased stakeholder
satisfaction, risk reduction, lower social and environmental issues, and improvement
competitiveness are some benefits of value co-creation with stakeholders.

Similarly to the independeC process, some factors have been recognized in prior
management literaturealthough the most relevant isontinuous interactions
Continuous interactionare related with physical, virtual or mental situations involved
between focal firm and clients (and other stakeholders) for influencing purported
benefits (Gronroos and Voima 2013). Ranjan and Read (2014) argue that interaction is
a primary interface to co-produce an offering, mainly in a design phase where the
participation, dialg, knowledge and stakeholder engagement (also mentioned by
Chang et al. (2013) and Austin and Seitanidi (2012)) are fundamental for solving
issues and proposing solutions. Interactions imply that the partners may improve
adaptability in theVC system through inter-relationships, allowing integration of
resources and competences for mutual benefits of all stakeholders (Vargo et al. 2008).
Finally, interactions are systematically supported in a collaborative environment
where partners (i.e. mainly clients and suppliers) have a high resource complementary,
distinctive competency and strong or broad linked interests (Austin and Seitanidi
2012). In summary, continuous interactions are critical for co-creating value (Rod et
al. 2014), constituting source of competitive advantage the firm (Prahalad and
Ramaswamy 2004) and a source of long-term benefits for stakeholders (Austin and
Seitanidi 2012, Chang et al. 2013, Garriga 2014).

Although there are some other studies related to independ&néand value co-
creation (Heinonen et al. 2010, Murphy et al. 2014, Pitelis and Vasilaros 2010,
Jaakkola and Alexander 2014yC literature is confused because apparently both
processes are complementary but they can also be catsaletusive. Thus, this
paper conceptualizes independdff and value co-creation from a construction
project point of view as complementary and inclusive processes, but that impact
differently on project value.

CONSTRUCTION ASVALUE CREATION LOGICS
For understanding how is the process of VC to generate competitive advantage at the
firm-level, Stabell and Fjeldstad (1998) defined three vidge&s applicable withira
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broad range of industries, namelalue chain based on long-linked interdependency
delivers value for transforming inputs in productgjue shop based on intensive
interdependency delivers value for resolving unique customer problemsyane,
network based on to mediate interdependency delivers value for enabling direct and
indirect exchange between consumers. These logics provide a conceptual foundation
aboutVC (Stabell and Fjeldstad 1998)arconstruction context (Bygballe et al. 2013).

First, value chain logicwas developed by Michael Porter for analyzing how various
activities across a firm or industry contribute to competitiveness of the product or
service (Stabell and Fjeldstad 1998). Based on this perspective, value can be created
by productdervice differentiation or lower buyers’ cost where main drivers of value

creation are policy choices, linkages, timing, location, sharing of activities, learning,
integration, scale and institutional factors (Amit and Zott 2001). Considering value
chain logic as the transformation of inputs in products (Stabell and Fjeldstad 1998),
supply chain is recognized as a “network of organizations involved, from the supplier

of the supplier until the client of the client, on the different processes that produce
value in the form of products and services for the final client” (Serpell and Heredia
2004). This model assumes that firms do business based on permanent vertical long-
term relationships and sequential interdependencies between clients and suppliers,
where supply chain flows, activities, technologies, systems and actors should be
integrated, and the focal firm represents the integrator (Bygballe et al. 2013). Second,
value shop logids oriented to solve specific customer problems where interactive
relationships with clients are cyclical and the firm’s reputation is the key value driver

(Stabell and Fjeldstad 1998). In this logic, Bygballe and Jahre (2009) state that
construction firms have similar characteristics with value shop where the project is for
resolvinga specific issue. Hence, a project as “a temporary organization established in

order to create a unique product or service” (Pellicer et al. 2013) is organized to create
value for different actors (Winter and Szczepanek 2009) with reciprocal
interdependences (Bygballe et al. 2013). The traditional viewpoint of project is
represented as input-process-output model with a strong emphasis on the output which
includes project performance measured through cost, time and quality ‘Gabed
triangle” or triple constraint (Zwikael and Smyrk 2012), and the artifacts produced by
the project (Winch 2006). More recently, researchers have modeled projects as a value
creation process (Winter and Szczepanek 2008, Chang et al. 2013), where the focus is
on the realization of different benefits from the produced assets, such as the
contribution made to the client’s business, the contribution made to the contractors
business and, the contribution made to society as a whole (Winch Zb@&)enefits

or project’s outcomes are often realized after the delivery stage (Zwikael and Smyrk
2012). This representation of a projesiaaemporary organization involving multiple
participating firms with divergent goals and expectations from the project has been
referred to as project network (or multi-firm network) (Artto et al. 2011). Thatlye
network logicrelies strongly on mediating interdependences between the focal firm
and its clients for facilitating exchange relationships (Stabell and Fjeldstad 1998) and
creating value for the network. Hakanson and Snehota [cited by (Bygballe et al. 2013)]
argue that value network “includes the notion of inter-organizational relationships that
extend beyond the individual project and capture the importance of both direct and
indirect relationships in the broader network of relationships”. Thus, relationships to

or through third parties (stakeholders and stakeholder networks) are relevant factors
for business development, based on pooled interdependences (Bygballe et al. 2013)
Artto et al. (2011) cadld this model a business network which represents a permanent
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stakeholder’s network for maintaining efficiency and innovativeness of each firm in
long-term business relationships.

Considering that construction firms work in complex, uncertain and time pressure
projects, the present study assumes that\iieprocess in construction is hybrid
becauset includes features of value chain, value shop and value network,logics
where projects fundamentally are vehicles or platforms to create (and co-create) value
for stakeholders. In the project management theory, this hybrid no#abwn as
project coalition (Pryke 2004, Winch 2006) or project network (Artto et al. 2011)
Consequently, this study recognizes that construction firms are PBOs where
relationships between stakeholders asggnificant source o¥/C for them in terms of
overall long-term outcomes further than delivery of short-term outputs.

VALUE CREATION PROCESS IN CONSTRUCTION PROJECTS

Traditionally, the construction project’s lifecycle is structured with two main stages:

design and construction, however the construction project as a value creati@s proce
considers three stages: value design (design stage), value delivery (constructjon stage
and, value realization (operation stage). Construction project starts with an initiative
(idea) related with stakeholdsrneeds that are transformed in a value design through
concerning outputs (deliverables) and outcomes (benefits). Immediately, contract is
signed for starting with construction stage (value delivery), where value design is
materialized and outputs are delivered to client. In the end of this phase, project
performance is commonly measured through cost, time and quality. Lastly, final
product (i.e. artifact or asset) enters the operation stage, where different stakeholders
receive desired benefits (outcomes) in different times. Therefore, construction projects
are habitually procured by the client or owner. Many delivery models have been
proposed to design and construct facilities that satisfy client needs (e.g., design-bid-
build, design & construction, construction management, early contractor involvement,
strategic alliance, so on). Although some models have been more successful than
others depending on project type and the competences required (Forbes and Ahmed
2010), project performance also depends on relations and interactions between
stakeholders, mainly client-contractor relationships. Hence, insights gained from
stakeholder theory wherdC is maximized through relationships with stakeholders
and according to Macneil [cited by (Walker and Lloyd-Walker 2014)] who argue that
“all contracts involve a relationship”, three types of stakeholder relationships that
impact onVC process to maximize project value are proposed, namagigactional,
cooperativeandcollaborative.

First, transactionalvalue creation procesis characterized by transferring product or
service across a technologically separable interface (Rahman and Kumaraswamy
2002) in which the client has a hand-off relationship with the contractor (Walker and
Lloyd-Walker 2014). In this case, independ®@ impacts only on delivery outputs
where parties do not need to interact with others to complete their tasks, given that
there are clear objectives and explicit values associated with design. Second,
cooperative value creation proceisscharacterized by the division of tasks, sharing or
transferring of information, trust and more shared project goals among stakeholders
but each actor is autonomous and independent from the others (Nissen et al. 2014).
Clients and contractors understand the relevance to work to achieve project goals and
overall benefits to users and other stakeholders. There are situations where one party
proactively influences other parties in order to add value within the termseof th
contract In this cooperative context, independ®i@ impacts significantly on delivery
outputs and partially on overall outcomes. Finakkglaborative value creation
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processis characterized by stakeholders working together where strong linkages
depend on a high level of trust, interactions, and shared values in order to achieve
project and organizational goals (Nissen et al. 2014). These are situations where close
collaboration and sharing risks are necessary to maximize value. Here, although
independent value creation is performed, vaereation is the most critical because
client and contractor (and others stakeholders) collaborate from early stages to
maximize jointly project value. Figure 1 demonstrates that different types of
relationships between stakeholders can affect the VC process (i.e. indepédaert

value co-creation) in construction projects and in consequence impact differently on
project value. The adoption of cooperative or collaborative relationships
environment is fundamental to delivery outputs but maildggterm overall
outcomes for all stakeholders.

RELATIONSHIP BETWEEN
STAKEHOLDERS

[ TRANSACTIONAL

( COOPERATIVE

[ COLLABORATIVE

KVALUE CREATION PROCESS\

INDEPENDENT VALUE CREATION
¢ Resources exchange

¢ Information sharing

* Relational governance

VALUE CO-CREATION

PROJECT VALUE

DELIVERY
OUTPUTS

OVERALL
OUTCOMES

« Continuous interactions

i )

Figure 1 A conceptual framework of the value creation process in construction projects

CONCLUSIONS AND FUTURE RESEARCH

This paper starts with an overview of the current value creation litefattusing on

VC approaches underpinned by different theoretical perspectives including TCE,
RBV, and in particular, the stakeholder theory. Extending the traditional economic and
short-term perspective oWC, the value literature highlights the importance of
relationships between stakeholders (e.g. clients and supptiemmaximizing project
value (i.e. both outputs and outcomes).

The ways the parties deliver a project can be classified into two types: independent
VC and value co-creation. The former refers to the scenario that the project parties
have the knowledge, experience and resources to independently deliver their own
share of responsibilities without the need to seek contributions from other project
partners. Examples of this type include routine types of building construction, in
which the parties know how to deliver their parts without the need to seek much help
from other actors. In contrast, value co-creation refers to the scenario that parties need
to work together. Some infrastructure and industrial projects are examples where it is
not clear upfront what design achieves the objectives, significant risks exist and
innovation is often required, then parties should collaborate closely to maximize
project value. Both are complementary and inclusi@ categories that impact
differenly on project value.

In a construction context, théC logic is hybrid (i.e. it has value chain, value shop
and value network characteristics). Moreover drawing from stakeholder theory,
construction firms are PBOs that may be understood as social networks where
relationships between stakeholders are a significant source of value creation for them
in terms of overall long-term outcomes further than delivery short-term ou#uts.
conceptual framework has been proposed which has taken into account different types
of relationships between stakeholders (i.e. transactional, cooperative and
collaborative) andits effect on the value creation process and project value
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categorized as delivery outputs and overall outcomes. However, more empirical
research should investigate the effects of differg#@ context on value for
stakeholders and how project characteristics (e.g., uncertainty, complexity and time
pressure) affect the choice of most suitable stakeholder relationship environment for
maximizing project value. This future research is fundamental for aggregating more
theoretical and empirical antecedent¥® theory in the construction industry.
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