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ABC – Construction:
Innovation, Expansion and Failure of a Small Construction Company in Rural Germany

This is a brief description of the construction company ABC-Construction created and owned by the entrepreneur Franz-Josef and his related innovation story which was successful in the beginning but ended up with temporary bankruptcy.

1. Background of the Entrepreneur and the Market

Franz-Josef had training and some years of job practice as bricklayer working in the small construction company of his father before he could take over ownership and management of that firm. His grandfather founded the firm and his father continued holding ownership in the same venture. Both were more or less working in the same manner which was to build individual small houses on demand of families which want to spend the rest of their life in their own house. The construction company had about two or three further employees working alongside with the business owner. In frosty winter months the employees are often unemployed. Generally, the construction firm did only the bricklaying whereas all other facilities (architecture, concrete  supply, fundament, windows, roof, wood accessories like indoors or steps, electricity, gas, water infrastructure, heating system and so on) were done by further separate firms.  The market was quite local: The grandfather of Franz-Josef operated usually in a distance of less then 15 kilometres around the own company competing for offers. Customers were very often personally known by the entrepreneur and vice versa. The local market  were characterized by few construction firms competing through prices, speed, quality or further informal negotiations, e.g. often further house owners want to contribute by own working inputs to lower the costs. These small firms have an annual output of about 4-6 houses.

2. The Innovation Management Idea and its Implementation

When Franz-Josef took over his fathers venture he was just 25 years old. He had the idea to revolutionize former routines by introducing a new concept which other companies had started simultaneously but which – till now - could not replace fully the very traditional process of marketing and doing buildings of his parents’ firm. 
The innovation was a new concept which integrated diverse elements of the house construction process and bundled different production steps under one management. The company started to offer an “all-inclusive-concept“ by which the customer does only one contract  with the housing company instead of doing various contracts with many different firms to get finally a complete house done. The new idea was to offer houses “housedoor key ready“ which means that the customer has one contract with one entrepreneur who takes care of all other (former separated) materials and activities like painting, heating, electricity and so on. The advantage for the customer is that the construction entrepreneur guarantees for a final definite price and quality of the product which leads to more calculation certainty then having to negotiate as a customer with a dozen of different construction related firms with different time horizons, different people and different problems.

The construction firm of Franz-Josef (ABC-Construction) took several other small firms under informal subcontract by guaranteeing high levels of contracts if prices were very competitive.  ABC-Construction started with building a catalogue of already constructed houses where the company holds the intellectual copyrights for the architecture plans. In the beginning the catalogue had nearly twelve different houses, and customers could select one of these houses (and they could slightly modify them too). The final price included the costs for architecture plans which they customers would have to pay in the traditional construction concept elsewhere always.  

The next period after Franz-Josef was in charge was an aggressive marketing by advertising in regional newspapers covering a region of 200 kilometres around his company and a very busy selling of concepts and contracts. The average price for one “housedoor key ready” house was about 150.000 Euros without cellar, garage and property, the price range was between 120.000 and 400.000 Euros. 

ABC-Construction did a stormy success story. Since the houses very nice and the quality reliable, soon the company had contracts to build nearly 100 houses per year (in a traditional way by putting brick on brick and not pre-manufactured). The stuff increased in the first year up to 70 people, in the next year to 100 employees and growing, and the annual turnover was more than 20 Billion Euros soon. The expansion process went hand-in-hand with enlarging the territory to sell houses. 
ABC-Construction high managerial stuff being responsible for different local areas. Further sub-companies were bought and included (e.g. for making roofs a bankrupt firm was taken over, for having cement a local cement company was included and very much enlarged), other still former independent firms (e.g. making windows or steps or selling tiles) were working in the meantime predominantly for ABC-Construction. Within a short time ABC-Construction has become a local hero in the very rural part of the country where it was located.  Of course, also new machines and trucks were hired in substantial numbers.

3. Not only Winners but also Losers: Industrial Dynamics and why ABC-Construction Failed

Five years after Franz-Josef had started his process and marketing innovation in construction industry ABC-Construction went into bankruptcy. Since the company was a private company not being registered at the stock market information about failure processes like in this case is scare and difficult to obtain. It is very easy to get winner portrays but it proves to be a barrier when trying to dig deeper into failure processes.  However, even insights into those “sad stories“ enhance our knowledge about industrial dynamics and related chances and traps providing very important hints for policy recommendations.

At least there are three major sources of imperfection which led to economic problems within the period of growth management: 
1. Franz-Josef was always very strong by utilizing his communication skills. Although not being a brilliant talker he has strong abilities to network and to arrive at precise, trusty and quick decisions. The problem is that working with five employees is different from working with 150 employees; working with 50 potential clients is different from a situation of working with many hundred clients. The entrepreneur realized practically too late the need to rely on more formal managerial hierarchies. Although ABC-Construction had increased the stuff number considerably, no corresponding definite organizational scheme as formal management guide could be developed. 
2. ABC-Construction failed to standardize the product according to the growth of the company. In the beginning Franz-Josef could do several personal extra-negotiations with individual customers but when you start to go to taylor handicraft production, one has to minimize the exceptions. The magnitude of individual exceptions led to conflicts between customers who compared their contracts with each others and which resulted in extensive conflicts between the individual clients at the customer side and ABC-Construction at the other side. The lesson was that due to a given point of growth a more solid incorporation of financial expertise (tax advisers and auditing) and also legal expertise were required in the firm in order to save time and money in cases of conflict. 
3. The most crucial point which led ultimately to the collapse of the company was the increased instability and unbalance between the sides of financial inputs and monthly fix outputs. Having three employees the entrepreneur may say that the salary will be paid one month later due to firm trouble but having more then 100 employees the procedures are running in different ways. Law conflicts and decisions gave problems in some heavy cases; frosty winter months gave a delay in finalizing projects and accumulation of further minor financial points led to the disaster.

What we can conclude very briefly as a lesson by this case is that there was no single lack. The innovation idea proved to be brilliant and the figure of the entrepreneurial actor was it as well. The problem was that the composition of the different further critical elements which play substantial roles within the growth process where not fully forecasted or pre-thought. The problem was not an individual piece which should have provided earlier but the insight into the systemic aspect of the innerorganic dynamics of company growth processes.

Last note: Franz-Josef could save his private properties due to the legal separation of private and business matters, and he was successful in starting with a new entrepreneurial career very soon in the same sector. Now he owns a large concrete fabrique which operates German wide and partly also internationally by holding joint ventures. Turnover and number of employees should be higher today than in the case of ABC-Construction.
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