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Abstract: Today’s level of globalization and intensify-
ing of competition have resulted in increased number of
companies that aim to internationalize their business,
and internationalization is gaining more and more signif-
icance among the research community. There are not only
many perceived benefits of conducting business activities
outside one’s home country but also additional risks, chal-
lenges and barriers. Construction industry is specific in
its nature as it is an extremely regulated profession. This
presents an additional challenge to the construction com-
panies seeking to internationalize their business. The goal
of the paper is to analyze the current levels of internation-
alization on the global construction market and to gain
insight into future trends, which are achieved by analyz-
ing business data regarding the international construction
sector and the data on international results of the Croa-
tian construction companies. The paper first presents the
development of the international construction market, fol-
lowed by the report on the current state of the internation-
alization in the construction industry as well as on future
trends. Finally, the paper presents an overview on the
Croatian construction companies and their performance
on the foreign markets and gives guidelines or potential
growth strategies to participate on the foreign markets.
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1 Introduction

Today’s level of globalization and intensifying of the
competition have resulted in increased number of compa-
nies that aim to internationalize their business (Morgan
et al., 2012). Internationalization is a process of more
extensive connection between the countries’ markets and
the process of expanding the technological, production,
trade, traffic, communication and other relations between
them (Leksikografski zavod Miroslav KrleZa i Masmedija,
2011). In other words, the internationalization process is
the expansion of economic activities outside the borders
of the company’s home country, which is reflected in
quantitative changes that in turn lead to extensive geo-
graphical organization of economic activity (Rahimi¢ and
Podrug, 2013).

The construction industry follows the globalization
trends, and internationalization is one of the largest
interests of both scientific and practical research, which
is evident from the fact that international sector of con-
struction industry has for a long time been a topic of
research and analysis for a large number of researchers
(Crosthwaite, 1998; Bon and Crosthwaite, 2001; Ofori,
2003; Campbell and Verbeke, 1994). Due to its specifics
and a large number of potential risks, internationaliza-
tion presents a significant challenge for construction
companies. The biggest problem for those construction
companies that have decided to conduct their business
activities on a foreign market is the fact that international
business contains numerous risks (Zhi, 1995; Bing and
Tiong, 1999; Han, 2001; Lee et al., 2011) and therefore
requires that the companies have numerous competences
to be able to deal with physical, technological, financial,
legal, sociocultural and political issues presented by the
internationalization.

The main goal of this paper is to present the develop-
ment of the international construction sector and to give
insight into the current practice and future trends of inter-
nationalization in the construction industry. The paper
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begins with a brief overview of the history of global con-
struction market, followed by the analysis of the current
state of the construction industry both worldwide and in
Croatia and finishes with an analysis and estimation of
future states and trends.

2 Development of the global
construction market

The history of the global construction market and inter-
national business activities on foreign markets is tied to
the nineteenth century, when UK construction compa-
nies started constructing railways outside of Great Britain
(Linder, 1994). Linder (1994) has, in his book titled “Pro-
jecting capitalism: a history of the internationalization of
the construction industry”, divided the development of
the global construction market into two phases.

The first phase is the time before World War II. In
1841, British contractors were constructing a railway line
in France in the route from Paris to Rouen. After them,
German construction companies have started building in
the foreign markets, specifically a 1,930 km long railway
line from Ankara to Baghdad. This time period was char-
acterized by construction of ports, bridges and canals
(for example, the Suez Canal, from 1859 to 1869). After
World War I, American companies (especially in the oil
industry) started to expand beyond the borders of USA.
Infrastructure projects (energy and transportation), most
prominently the ones for military purposes, dominated
the international construction market for a long time
(Strassmann and Wells, 1988).

The time after World War II constitutes the second
phase of the development of the global construction
market. The period was characterized by great destruc-
tion in Europe and in the Far East, followed by great
investments in rebuilding the destroyed infrastructure
and building stock. Finishing the restoration in their
own country, the Japanese construction companies have
turned to conquering foreign markets, first in the Far East
and then in Africa (Stallworthy, 1985). The demand for
new construction projects in the Third World countries
would continue to increase.

USA construction companies dominated the global
construction market shortly after the war, having partici-
pated in more than 90% of the large construction projects
that were performed in that period (Giinhan, 2010). Their
domination was stopped by the appearance of Western
European construction companies who could compete
with the prices and with similar quality. By the end of
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1970s, Japanese and South Korean companies started
competing with both American and European companies.

In the 1980s, the extent of international construc-
tion market had dropped significantly due to the increase
in oil prices and increase in the national debt of Third
World countries. Additionally, local construction com-
panies became more competitive and the governments
had strengthened the barriers for entry to their national
market for the foreign competitors (Giinhan, 2010).

The developing countries are still attractive to foreign
construction companies since they require infrastructure
projects and they gladly cooperate with specialized com-
panies from the developed countries. On the other hand,
through globalizing the construction market, the opportu-
nity was created for the local companies to compete on the
international level (Han and Diekmann, 2001).

3 Analysis of the global
construction market

The global economy is a result of changes in the business
environment through time. It also creates and affects
the environment and business conditions for all market
sectors, including the construction industry. For example,
the General Agreement on Tariffs and Trade (GATT) and
the later creation of the World Trade Organization (WTO)
have drastically changed the structure of the construction
industry. By lowering international barriers, a chance was
given to the construction companies from underdeveloped
countries to participate on the markets of developed coun-
tries such as USA and European Union (EU) countries.

The economic crisis, which started in 2008 in USA and
spread very fast to the rest of the world, made big changes
in every sector. Its consequences are still felt especially in
the construction industry. However, the latest data show
that the global construction market is still an interesting
arena. According to Information Handling Services (IHS)
data, the value of global construction market in 2013
amounted to 8,194 billion USD (2.4% more than in 2012)
(IHS Markit, 2014). The report also estimated that con-
struction output will grow with a rate of 4.9% a year in
emerging markets in the period from 2013 to 2017. The esti-
mation proved correct, since the value of the construction
sector in 2017 was 10.6 trillion USD (Reuters, 2018), and
compounded 5-year growth of 4.9% equals the value of
10.4 trillion USD.

For the purpose of this analysis, it would be interest-
ing to see the global construction segment details. Table 1
shows that the largest value of the global construction
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Tab. 1: Values of the global construction market by its comprising
sectors, 2013 (IHS Markit, 2014)

Market size 2013 Real
(billions of USD)  growth (%)
Total 8,194 2.4
Residential 2,997 2.6
Infrastructure 2,700 3.0
Transportation 1,256 2.3
Public health 191 1.3
Energy 1,253 4.1
Non-residential structures 2,497 1.5
Office 388 3.0
Commercial 557 2.5
Institutional 489 -1.3
Industrial 1,063 1.7

market was in the residential sector (2,997 billion dollars,
36.6%), followed by infrastructure projects with a value
of 2,700 billion USD (32.9%) most of which is divided
between transportation and energy. Finally, the non-
residential sector contributes with 2,497 billion USD
or 30.5%. All three sectors have approximately similar
market share; however, infrastructure is expected to have
the largest growth, due to growing infrastructure needs in
both developed and developing countries.

Table 1 shows the growth of the construction industry
by sectors. For the purpose of this paper, it is also important
to show growth independently for emerging markets and
for international construction activity. According to Global
Construction Outlook (IHS Markit, 2014), construction
output growth in the period 2018-2022 in emerging markets
will average 4.3% a year. The global construction indus-
try is expected to reach an estimated $10.5 trillion by 2023
(ReportLinker, 2017). Globally, the International Monetary
Fund (IMF) in its World Economic Outlook report has esti-
mated that the share of the construction industry composes
15% of the world GDP (International Monetary Fund, 2014).

As for the international construction activity, the Engi-
neering News Record (ENR) publishes a yearly list of 250
largest international construction companies (both public
and private). The list is based on the income from projects
outside the home country of the construction company.
The companies listed in the ENR report in August 2018
have achieved a total income of 482.40 billion USD in 2017
from projects outside their home countries, which is 3.1%
higher than in 2016. Those same companies also reported
1.034 billion USD in revenue from domestic projects (The
Engineering News-Record, 2018), which means that their
income from the foreign markets is 31.81%. Table 2 shows
rankings and construction company name.
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Tab. 2: Twenty largest international construction companies based
on the international income in 2017 (The Engineering
News-Record, 2018)

RANK
2018 2017 Construction company Country
1 1 ACS Group, Madrid Spain
2 2 HOCHTIEF AG, Essen Germany
3 3 China Communications Construction  China
Group Ltd., Beijing
4 4 VINCI, Rueil-Malmaison, Hauts-de- France
Seine
5 STRABAG SE, Vienna Austria
6 7 TechnipFMC, London UK
7 Bouygues, Paris France
8 11 China State Construction Eng. Corp. China
Ltd., Beijing
9 8 Skanska AB, Stockholm Sweden
10 10  Power Construction Corp. of China, China
Beijing
11 13 Ferrovial, Madrid Spain
12 5  Bechtel, San Francisco, Calif. USA
13 16 Fluor Corp., Irving, Texas USA
14 23 China Railway Construction Corp. China
Ltd., Beijing
15 18  Salini Impregilo SPA, Milan Italy
16 14 Hyundai Engineering & Construction ~ South
Co. Ltd., Seoul Korea
17 21 China Railway Group Ltd., Beijing China
18 19  Consolidated Contractors Group, Greece
Athens
19 22 Tecnicas Reunidas, Madrid Spain
20 15 Petrofac Ltd., Jersey, Channellslands UK

Out of the 20 largest international construction com-
panies, 12 of them are from Europe (60%), five are from
China, two from USA and one from South Korea. The
Europe-based companies have achieved an income of
approximately 194 billion USD from the foreign markets.
They are followed by the companies based in USA (40.4
billion USD), South Korea (approximately 22 billion USD),
China (approximately 19 billion USD) and Brazil (9.9
billion USD) (The Engineering News-Record, 2018).

4 Trends in international
construction

Global construction industry’s future looks optimistic
with investment opportunities in all the following three
sectors: residential, non-residential and infrastruc-
ture. A report titled Growth Opportunities in the Global
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Construction Industry (ReportLinker, 2017) states that
“The global construction industry is expected to reach
an estimated $10.5 trillion by 2023, and it is forecast to
grow at a Compound Annual Growth Rate (CAGR) of 4.2%
from 2018 to 2023.” The need for construction work in all
sectors can be extrapolated from the fact that “the popu-
lation of the world’s urban areas is increasing by 200,000
people per day, all of whom need affordable housing as
well as social, transportation and utility infrastructure”
(World Economic Forum, 2016).

However, it is very difficult to identify trends in the
global construction industry. At the end of the twentieth
century, numerous experts anticipated that the inter-
national construction sector will continue to grow, but,
however, the global crisis in 2008 had severely affected
the construction industry and its impact is seen even
10 years later. However, since 2013, the data started to
suggest that the economy had begun to recover. After a
longer recession, new projects began to emerge and more
and more funds became available for maintaining existing
and constructing new infrastructure projects.

The research conducted by KPMG International in
2013, on the sample of 165 construction companies, had
shown a generally positive attitude and optimism in the
construction industry (KPMG International, 2014). Fur-
thermore, based on the data collected by IHS (2014), they
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predicted that the value of global construction market will
rise for around 3.8% per year in period 2017-2022. This
growth should be lead by the Asian and Pacific markets
with expected growth of 5.8% (Figure 1). China will also
continue its growth, mostly in the central and western
provinces.

In the last 5-year period (2012-2017), the South Amer-
ican market had the most significant growth, due to the
reconstruction of the Suez Canal and due to the Olympic
Games that took place in Brazil in 2016. In the same time,
the Eastern European market had one of the smallest
growths, dominated by the Russian market because of the
preparations for the football World Cup in 2018.

Based on the assessments of IHS, the perspective
growth in the following 5-year period is that of a slow
growth in all the regions. Asia-Pacific region will stay in
the lead, but their growth will decrease to around 5.3%.
The growth value of South American and North American
markets will be sharply decreased. Growth in Africa and
Middle East will decrease as well; however, only slightly.
Only the markets of Western and Eastern Europe will
see the recovery after a long period of recession and are
expected to achieve an increase in the growth of value of
the construction sector.

Whether the market will grow or decrease depends
on several factors. It is well known that the anticipated

* AP = Asia-Pacific, EE = Eastern Europe, SA = South and Central America,
MEA = Middle East and Africa, NA = North America, WE = Western Europe
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Fig. 1: Growth of values of global construction markets per region (IHS Markit, 2014).
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growth of construction companies strongly depends on
national infrastructure projects, since the governments
are still the leading market drivers of the construction
sector with around 66% market share. However, there
are numerous other factors that can initiate growth of the
international construction sector, as shown in Figure 2.

Next to the main drivers of the construction market
(government’s infrastructure projects), other significant
drivers are global economic growth, urbanization and
access to new energy sources (especially in countries such
as Brazil, Russia, India and China, and other countries
with developing economies). As a consequence of urban-
ization and populating larger cities, potential infrastruc-
ture objects such as water and electrical energy distribu-
tion networks, telecommunications, sewage, roads and
bridges need to be constructed or improved.

To better answer to the drivers of the construction
industry, the construction companies develop their own
strategies. By analyzing the business strategy plans in the
following years, KPMG’s research has shown that 47% of
the respondents plan entering foreign markets as a growth
strategy, whereas 44% are planning to enter new sectors
of the industry (Figure 3) (KPMG International, 2014).

Figure 3 shows that as much as 78% of the leading
international construction companies plan their devel-
opment on existing markets (both foreign and domestic).
A positive indicator of the construction market’s growth
is the significant number of companies that plan to enter
new markets.

Multinational construction companies find African
countries, USA, Canada and Far East as most popular
regions to expand their business (KPMG International,
2014). New perspective sectors for the construction com-
panies, on the other hand, are energy industry (power
plant construction), mining, water management projects,
railway and other transportation projects. Asian markets
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have large infrastructure requirements, such as the con-
struction of roads and bridges.

To enter new markets and new sectors, it is not
enough to simply have the courage and determination.
Construction companies need to be aware that operat-
ing in a demanding international construction industry
requires new knowledge and skills.

For the past few decades, engineering and construc-
tion companies have focused mainly on effective project
management to ensure that construction projects meet
deadlines and budget and to improve quality. KPMG’s
research conducted in 2017 (KPMG International, 2017)
shows that after a period of focusing on project manage-
ment, construction companies have to turn on reimagining
governance, people and technology at the organizational
level. KPMG has developed an integrated framework that
reimagines governance and controls, people and tech-
nology around three key principles that should drive this
step-change performance improvement (Figure 4).

Three key steps to closing the performance gap for

construction companies are (KPMG International, 2017)
as follows:
evolve by rationalizing governance and controls,
innovate through investment in technology, and
integrate by optimizing human performance.
Not unlike in most other industries, technology lies
at the heart of the future engineering and construction
company. Engineering and construction are competitive,
thin-margin businesses, where companies have to fight
hard to win every new piece of work and then deliver
highly complex projects. Precisely because of that, the
construction companies should strive for technological
developments.

Digital revolution, which started in the late twentieth
century, took part in making the world a smaller place
and in enabling internationalization. Improvements in
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Fig. 2: Primary drivers of the international construction market (KPMG International, 2014).
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Fig. 3: Growth strategies of international construction companies
(KPMG International, 2014).
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Fig. 4: Three steps to closing the performance gap (KPMG
International, 2017).

information technologies benefited numerous industries
by lessening the barriers to entering foreign markets,
increasing productivity, facilitating automatization and
improving knowledge transfer and information availabil-
ity, among others.

However, construction industry, unlike most other
production industries, is traditionally slow to implement
new technologies, not because it does not want to but
rather due to its specific nature. For example, there is a
lack of innovation and delayed adoption since the bene-
fits of research and development are long term and costs
are immediate (World Economic Forum, 2016). This is in
contrast with the project-driven approach prevalent in the
industry. Another similar issue with the same underlying
cause is the lack of knowledge transfer from one project
to another. Finally, the third reason why implementa-
tion of new technologies is slower in the construction
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industry is the lack of talented workers who would drive
the change within the industry (World Economic Forum,
2016). Therefore, a large untapped potential exists in
the construction industry for increased productivity and
by extension profit, improved industry perception and
further development.

A technology with most potential for improving the
construction industry is Building Information Modeling
(BIM) and not just by itself but also as a key enabler and
facilitator of other technologies (World Economic Forum,
2016). BIM is central to the digitalization process of the
construction industry and enables “new functionalities
along the entire value chain, from the early design phase
to the very end of an asset’s life cycle at the demolition
phase” (World Economic Forum, 2016).

5 Croatian construction industry
in the context of international
construction industry

In the decades before the Homeland war in Croatia,
Croatian construction companies were achieving sig-
nificant income from the foreign markets because they
could guarantee successful realization of even the most
complex construction projects due to their experience in
constructing all types of structures. In 1990, just before
the war, the companies had completed construction
works valued at 320 million USD on the European, Asian
and African markets. That value was achieved again
in 2007.

However, there is a significant obstacle to analyzing
in detail the results of Croatian construction companies
on foreign markets. Since May 2008, the Croatian Bureau
of Statistics does not track the data on conducted con-
struction works by the construction companies, and an
alternative source was needed. Fortunately, the Croatian
Financial Agency (FINA), which is a national body for
financial information and services, collects a multitude
of data relevant for this research. The data used include
the list of 100 highest grossing companies registered for
construction works in Croatia, their total income and their
income from international markets. The summarized data
are presented in Table 3 and are explained in the follow-
ing paragraphs. Table 4, on the other hand, presents the
industry averages.

Data from Table 3 shows the total income of the
100 largest grossing construction companies in Croatia,
their total income from the foreign markets, number of
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Tab. 3: Foreign market performance of the 100 largest grossing construction companies (author calculations based on the data from FINA

(2018) and Poslovna Hrvatska (2018))

Year 2013 2014 2015 2016 2017
Total income (top 100)* 2,597 2,584 2,610 2,755 3,026
Income from the foreign markets (top 100)* 110 154 172 188 238
Number of construction companies that have achieved income 26 32 30 34 35
from the foreign markets (out of top 100)

Percentage of the income from the foreign markets (top 100) 4.22 5.96 6.57 6.86 7.86

*In million USD.

Tab. 4: Industry average total and foreign performance (author calculations based on the data from FINA (2018) and Poslovna Hrvatska

(2018))
Year 2013 2014 2015 2016 2017
Industry average total income (in USD) 434,197.53 520,385.80 474,027.78 436,697.53 521,496.91
Industry average income from the foreign markets (in USD) 5,756.17 7,746.91 6,774.69 14,845.68 19,490.74
Percentage of the income from the foreign markets 1.33 1.49 1.43 3.40 3.74

(industry average)

companies that have exported their construction activities
and the percentage of income from the foreign markets, all
for the last five available years (2013-2017).

The data corroborate some of the previous statements
that the crisis has passed and that the volume of construc-
tion work is on the rise with the volume rising from 2,597
million USD in 2013 to 3,026 million USD in 2017 (16.52%
increase). Income from the foreign markets has seen an
even steeper continuous rise from 110 million USD to 238
million USD, which is a growth of 116.36% in only 5 years.
The downside is that it still accounts for only 7.86% of the
total income and that only 35 (up from 26 in 2013) out of
the 100 largest grossing companies have participated on
the foreign market in 2017.

Since the companies can be registered for more than
one commercial activity, the values for income in some
cases can include income from sources other than con-
struction work. However, it is only extremely evident for
two companies, both of which are operators of Croatian
highways. Most of their income comes from the tolls, they
do not have any export activities and they therefore worsen
the percentage of the income from the foreign markets.

Industry average paints an even bleaker picture. As
the data presented in Table 4 show, in 2013 the average
income from the foreign markets was only 5,756.17 USD.
Average income from export has grown 3.38 times in the
five following years to nearly 20,000 USD but percentage-
wise it still accounts for only 3.74% of the total income.
Although the Croatian market has started to recover, the
process would be faster if the companies had focused on
markets less affected by the recession.

Assisting in the export of construction activities is
therefore one of the most significant components in the
recovery of the Croatian market (Hrvatska gospodar-
ska komora, 2013), because the construction companies
have enough knowledge and experience in construct-
ing complex objects to be able to compete on the global
market. The companies’ management states that one of
the most significant issues is the lack of a strong support
from the Croatian Bank for Reconstruction and Develop-
ment (HBOR) in their export activities, especially in ensur-
ing bid and performance bonds. However, HBOR does
have programs for financial aid to raise the competitive
strength of the construction industry. The first program
is financing working capital and financing investments;
the second is ensuring bonds for export activities; and the
third is issuing insurance for export claims and insurances
that protect the constructors from political and commer-
cial risks (Hrvatska gospodarska komora, 2013). Experts
on the other hand believe that HBOR’s potentials need
to be expanded, because it does not have such strength
and financial capital to successfully follow Croatian con-
struction companies that are willing and able to compete
on the demanding international market. Furthermore,
an additional barrier is the higher price of the workforce.
Croatian construction worker is 20% more expensive on
the foreign market when compared to domestic market
(Hrvatska gospodarska komora, 2013).

The question is how and in what ways can the Cro-
atian construction companies return to the global con-
struction markets and how to become competitive on
the extremely demanding global market. Some of the
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potential ways are presented in Figure 5 (Lovrencic Butk-
ovic and Katavic, 2014).

A possible model of recovery for the construction
sector could be through joining construction companies
into clusters or consortiums, at least on a project-by-
project basis. The companies could also become more
competitive on the global market through larger invest-
ments into research and development and innovating their
products and services. Global market not only does have
high competitiveness level but is also open and diversified
especially in terms of cooperation and in finding niches or
specialized production.

Therefore, expanding to foreign markets is more and
more represented as a survival strategy for all companies,
especially those in the construction industry. Experi-
ence has shown that construction companies answer the
demands of competitive environments and more sophisti-
cated demands by using strategies such as acquisitions,
mergers, joint ventures, licensing and development of
products and/or services (Gunhan and Arditi, 2005). Pres-
ence on the foreign markets can also be established by
founding a subsidiary or through merging with local com-
panies (Pheng and Hongbin, 2003).

Based on the results of research conducted in 2014,
the most common way of appearing on foreign markets
for Croatian construction companies is as a joint venture
(Lovrenci¢ Butkovié, 2016). Today, it is almost unimag-
inable for a construction company to conduct business
on a foreign market without the help of other compa-
nies or banks. This strategy is one of the specific forms
of joining the companies through merging capital
on a joint project or endeavor, and it is often used by

Selectinga

Fig. 5: Potential ways of recovering the Croatian construction indus-
try (Lovrencic Butkovic and Katavic, 2014).
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companies to penetrate into foreign markets through
joint ventures with a local company (Bahtijarevié¢-Siber
and Sikavica, 2001).

The results of the aforementioned research have
shown that other strategies for conducting business on
foreign markets are through founding subsidiaries (part of
the company that conducts business activities in a foreign
country but does not have its own legal status), followed
by independent appearance on a construction project
and finally through founding another company, whether
on their own or in cooperation with another company
(Lovrenci¢ Butkovié, 2016).

6 Conclusion

It is unquestionable that a contemporary company needs
to focus its business operations on foreign markets to
achieve long-term competitiveness. Considering the many
specifics of the construction industry and consequently
the construction companies, stepping out into foreign
markets presents a significant challenge.

Conclusions of numerous research studies, as well
as this paper, are that after several years of crisis in the
construction industry, a recovery is in sight and that
new markets offer numerous possibilities to those con-
struction companies that are willing to focus their strat-
egy on internationalizing their business operations. The
paper mentioned some of the possible growth strategies
such as developments on the existing markets, enter-
ing a new sector or entering new markets. However, to
compete in the international markets, it is necessary to
implement new marketing strategies, new construction
technologies and to educate the workforce. From when
Croatia became a member of the EU, numerous foreign
construction companies can equally participate on its
market, making the need for Croatian construction
companies to expand to other markets more significant
and urgent.

Nevertheless, to intensify the export of construction
services abroad, a more active participation of banks in
crediting export activities is needed, as well as a stronger
diplomatic support. Exporting construction services
could further facilitate the export of other goods or ser-
vices to the available markets (Hrvatska gospodarska
komora, 2013). The question remains whether the Croa-
tian construction companies are ready, willing and able
to accept the challenge and to take part in the global con-
struction market.
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