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Company facts

Grupo Dragados S.A merged with Actividades de Construcción y Servicios S.A. (ACS,) in 2003, creating the biggest
construction company in Spain and the third biggest in Europe. This case study presents the background and benefits of
the merger and looks at the company focus on upgrading skills and on research, development and innovation.

The ACS/Dragados group embraces three related business areas:

construction;

industrial services;

services and concessions.

Such diversity makes it hard to give a clear view of the entire company, so this case study focuses on construction
because it is the company’s most important activity.

Economic development
The group shows positive economic development, as shown in Figures 1 and 2.

Figure 1: Turnover

Source: ACS, Annual report, 2003

Figure 2: Operating profits

Source: ACS, Annual report, 2003
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In these figures, the reported turnover and profit between 1999 and 2002 refers only to ACS, whereas the 2003 reports
include turnover and profit from Dragados. This explains the steep increase between 2002 and 2003. Still, the figures
show that the merged ACS/Dragados is growing.

Even though turnover and profit usually increase when two companies merge, this merger has even been more successful
than anticipated. According to the director of technical services, Alfonso Costa Cuadrench, the combined operating profit
of the separate ACS and Dragados companies was approximately €300 million in 2002. When the merging process
started in 2003, the operating profit for the new group was expected to be a bit lower for the first year, followed by rising
profits in 2004 and beyond. This seemed a reasonable but rather conservative estimate, based on the assumption that
merging required effort that would distract attention from productivity. To Costa Cuadrench’s surprise, the merged
group’s operating profit for 2003 was slightly higher than combination for the two companies in the previous year. 

Note that just more than half of turnover comes from construction, as Figure 3 illustrates:

Figure 3: Turnover by business line in 2003

Source: ACS, Annual report, 2003

Market and internationalisation
The merged ACS/Dragados company is still mostly home-market oriented. By 2003, 15% of sales originated from
contracts outside Spain, primarily Europe, Africa and South America. Figure 4 shows income from foreign activity,
which, despite being only 15% of sales, amounts to more than €1,500 million.

Figure 4: Internationalisation

Source: ACS annual report, 2003
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Industrial change in the construction sector: Grupo Dragados S.A.

As mentioned, the merged ACS/Dragados is not only the biggest construction company in Spain, but also the third
biggest in Europe. Figure 5 shows the biggest European construction companies ranked by stock market value, as
presented by the Spanish newspaper Expansión in January 2005. This represents the value of ACS/Dragados as a whole,
including the non-construction lines of business. Of course, the other companies listed might also have several lines of
business.

Figure 5: Stock market value

Source: Expansión, 17 January 2005

Besides showing that ACS/Dragados is the biggest construction company in Spain, Figure 5 also shows that its main
Spanish competitors are Ferrovial, FCC, and Acciona. These companies are also its main competitors in the domestic
market, where it has little international competition. This is because construction in Spain requires knowledge of specific
geographical and environmental factors that only a few international companies have.

Products and clients
When dealing with a company the size of ACS/Dragados, it is difficult to identify clearly the construction-related
products the company offers. When asked directly, the technical services director answered ‘everything’. The company
can build everything and is doing so. For instance, it was recently involved in projects to build new harbours, and
currently it is involved in the extension of the Barajas Airport. It can build transport infrastructure and residential
buildings. Thus, instead of citing certain types of projects, Costa Cuadrench prefers to talk about the minimum size of
contracts the company is interested in. ACS/Dragados rarely bids on contracts worth less than three million euro.

ACS/Dragados considers several factors before deciding whether to bid on international contracts. These include
whether employees will be safe, whether they can bring their families, and how socially and economically stable the
country is. Other than these, there are few limits to the type of contracts and building projects the company can
undertake.

ACS/Dragado has an equal mix of public and private clients. In Spain, the public clients include mainly central and
regional administrative organisations.
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Market dynamics and company changes

Not surprisingly, the biggest recent change for ACS/Dragados is the merger. This is not the company’s first (and
presumably not the last) merger, mainly because of changing market conditions in the construction sector. The
construction industry is consolidating, and companies that are big enough to manage specialised tasks but also able to
bid on various types of contracts and projects will succeed.

Being able to deal with changing customer requirements is another advantage of big, consolidated companies. Today
construction is not just about the physical work of raising the building but includes capabilities and services like the
following:

helping with financing and having access to investors; 

managing the whole building process;

doing research if needed for the construction;

being able to handle property management and development; 

having credibility and being able to show successful completed projects;

reassuring clients that the company can do the project. 

To accomplish all this, size is all-important if a company is to stand a chance of winning large construction contracts,
not only in Spain, but globally. 

Smaller, specialised companies might still have a future as subcontractors, but they have no chance of beating
ACS/Dragados on the global market or of bidding for large contracts. The company has even established 100% owned
subsidiary companies to do some specialised work. Among these subsidiaries are:

VIAS – general contractor, leader in railway works (100% owned by ACS/Dragados);

DRAVOSA – specialist in dredging projects and beach regeneration (50% owned by ACS/Dragados);

GEOCISA – special foundations, earth moving, engineering, inspection, structural diagnosis and restoration of
buildings and monuments (100% owned by ACS/Dragados).

Other independent, specialised, construction companies might consider becoming subsidiaries like this or they might still
find their niches in minor contracts that fall below ACS/Dragados’s three million euro limit.

Merging and consolidation in the construction industry – not only in Spain, but globally – is a general trend. The benefits
for ACS/Dragados are clear: size matters. However, the merger also made sense because it combined two companies
with specific competencies. According to Costa Cuadrench, Dragados was strong on research and development (R&D)
and technical services, while ACS had good relationships with investors and financing systems and had implemented
flexible systems and methods.

ACS/Dragados sees two major challenges in the future. The first is to finalise the merger, optimising the organisation
and eliminating redundancy. The company’s progress in this is evidenced by its better-than-expected earnings in 2003.
The second, and perhaps more important, challenge relates to the company’s strong home-market orientation.

Industrial change in the construction sector: Grupo Dragados S.A.
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Industrial change in the construction sector: Grupo Dragados S.A.

ACS/Dragados obtained many contracts to build physical infrastructure in Spain because of Spain’s objective 1 status in
the current EU structural funds programme, which will come to an end in 2006. EU Member States are currently
negotiating on the reform of the funds prior to the next cycle of structural funds programmes from 2007 to 2013. As a
result, Spain may lose its objective 1 eligibility and thus the funds currently available.

ACS/Dragados knows that this could significantly affect its business and highlighted the risk in the 2003 annual report,
which states that the group should ‘expand [its] client base through commercial effort in new markets’ (ACS, 2003, p. 17).
This particularly refers to the new Member States in eastern and central Europe. 

Organisation and the market

ACS/Dragados is a consolidated company, meaning that it can do almost every type of project. However, it also uses
subcontractors, mostly for basic services like manpower or for minor tasks. It selects its subcontractors on a contract-
by-contract basis, and often selects them based on price. This illustrates another aspect of consolidation, that is, that
smaller, specialised companies are under economic pressure because they cannot bid for large construction contracts,
and must act as subcontractors on a lowest-price basis. This has implications for the future prospects of small companies.

On the other hand, ACS/Dragados also knows that even though it can build everything, it might not have all required
competencies in house, and no need to have them as long as there are good subcontractors. According to ACS/Dragados
technical director, José Polimon López, the company often hires subcontractors but it selects them, not only on price, but
also on their competencies. 

At the same time, the company is in-sourcing some specialties to minimise its dependence on subcontractors.
However, Polimon López thinks that when specialised competencies are needed, the right candidates are most often
found in the market.

Workforce and the market

Three important characteristics of the workforce and the market affect ACS/Dragados. 

access to labour;

the effect of the merger on the workforce;

education and training.

Reviewing the modern history of Spain, the country has undergone major developments regarding access to labour. Fifty
years ago Spain was an agricultural economy which has become a modern, urban, industrialised society today. In the
1950s, a lot of people moved from the villages to the cities. These were in general poorly educated, so construction,
where physical strength was the most important asset, was one of their few employment opportunities.

Today it can be difficult to find people to take on the often physically demanding construction work. Spanish people are
now generally better educated and more inclined to take office jobs. This has led to the emergence of a social
phenomenon: immigrants, who cannot offer much more than their physical labour, mainly turn to the construction
industry or agricultural work. ACS/Dragados’s corporate social responsibility scheme, however, mandates that
immigrant workers shall have exactly the same rights and working conditions as Spanish workers.

© European Foundation for the Improvement of Living and Working Conditions, 2005
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In modern times, construction industry skill requirements have evolved. It still needs some basic physical work, but
mostly it needs employees to have an engineering degree. That has changed the balance between unskilled and skilled
workers.

The balance between male and female employees has also changed. The construction industry used to be male
dominated, but this is evolving as less focus is put on physical work and more on knowledge-intensive capabilities. A
few years ago only 2% of the employees in the technical division were women, now 30% are. This is partly explained
by the merger because ACS had many female employees but also by the fact that there are more female students at the
technical universities.

The merger also affected the production-administration balance of the labour force. Companies that merge expect to
reduce staff and lower wage costs by realising economies of scale and joint operations. Because the merged
ACS/Dragados had a higher profit in 2003 than the combined profits of the separate companies, there has been no reason
to reduce production staff; in fact, 200 new engineers had recently joined the company. However, the merger is expected
to affect employment in support functions, especially accounting and human resources (HR). This shows that a merger
can have a positive effect on production employment as the company becomes more competitive, whereas the future is
not that bright for administrative staff in support functions.

Education and training

ACS/Dragados has a comprehensive training scheme. Training is intensive, with continuous training given to all
employees regardless of seniority and position. There are annual courses lasting several weeks for all employees,
including new engineers, foremen, experienced engineers, supervisors, managers and administrative staff. For instance,
in February 2005 there was a 12-day introductory course for new engineers, who will receive further training later on.

Extensive training distinguishes ACS/Dragados from other Spanish construction companies and contributes to the
company’s competitiveness. The company highlights this in its annual report:

To reinforce leadership in the development of infrastructures in the markets in which we are active […] As a
result of competitive advantages due to our outstanding human resources that guarantee the quality of our work,
to the excellent techniques of our processes and to our continued training policies. All this makes it possible to
offer the greatest innovation for each project that we carry out or service that we provide. 

(ACS, 2003, p. 17)

The company draws attention to the training programme that targets new engineers. This was originally an introductory
course, where newcomers were acquainted with the company’s systems and practices. But the introduction did not stop
there; even though the new employees came directly from universities, the company felt that they had learned only some
of the competencies required to run a successful project. The training programmes also focus on health and safety.
Accidents in the construction industry are potentially life-threatening. Therefore, ACS/Dragados is committed to
minimising accidents, and it includes health and safety training for all employees at all levels.

Employees in the technical division do most of the training, with support from external teachers and organisations, and
the HR department manages the logistics. The company mostly finances the training but gets some state support. The
technical director was very clear that ACS/Dragados would continue the extensive training activities regardless of the
public support. Education is seen as important and a valuable asset to the company.

Industrial change in the construction sector: Grupo Dragados S.A.
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Industrial change in the construction sector: Grupo Dragados S.A.

Innovation, research and development

The company’s focus on research and development (R&D), and innovation is also notable. It engages in projects that
allow for and require in-depth research and innovation. The head of the R&D division, Carlos Bosch Cantallops,
explained the company’s concept of R&D and innovation. He distinguished between innovation and R&D as follows:

Innovation
This implies introducing new solutions. A successful construction company must be aware of market needs, available
technologies and client needs. These technologies and needs change continually, and ACS/Dragados must keep pace.
Bosch Cantallops expressed this very clearly by saying that innovation in ACS/Dragados is ‘the application of existing
knowledge into products and services’. Examples of this include ACS/Dragados’ use of:

global positioning systems (GPS), satellite-based equipment for positioning machines and technical equipment;

virtual reality for creating 3-D models for design and construction;

robots.

Research and development
Sometimes ACS/Dragados has projects that require solutions involving, for example, equipment, materials or systems
that do not exist, or contracts that require processes that are not possible with current technologies. In these cases,
ACS/Dragados must invoke R&D to create the necessary processes and technologies. Examples include:

the company is currently building very deep tunnels. Nothing is known about soil characteristics and behaviour at
depths of 2,000 meters and there are no technologies for getting that information;

the company had to develop a new type of lightweight concrete to build a bridge with a free span of more than 500
meters;

the contract for the Öresund bridge connecting Denmark and Sweden stipulated that the pillars be built of a material
that could last at least 100 years and be able to withstand the cycles of icing and de-icing and especially withstand the
materials used to clear the surface of ice. No materials with those properties then existed, so ACS/Dragados had to
develop them.

R&D efforts often require cooperation with partners, including competing construction companies, research
organisations and universities, which raises the issue of ownership and patents. Bosch Cantallops pointed out that when
the invention is expected to be really groundbreaking and important to the company, ACS/Dragados does the
development work alone.

He also recognised that technologies are rapidly diffused. In the construction industry, work is done in open
environments, and often a project is a joint venture that might include competitors, and it is impossible to hide the
invention from the other partners. In those cases, it does not make sense to carry out R&D alone and it is better to include
others, share the development costs and accept that others also have access to the invention.

Bosch Cantallops distinguished the actual invention (for example, a machine) from the organisational processes needed
to create the invention (that is, the organisational capability to continually upgrade). This means that ACS/Dragados does
not base its competitive advantage on pure inventions – which eventually will be copied – but on organisational
capabilities that are not as easy to copy.

© European Foundation for the Improvement of Living and Working Conditions, 2005
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As head of the R&D division, Bosch Cantallops is also responsible for market and technological intelligence. In addition
to using R&D to create processes and technologies to meet contract requirements, the company has a proactive strategy,
pursuing market trends and linking them to emerging technologies. For instance, ACS/Dragados estimates that there is
a bright future for carbon fibres, and is concentrating research on this prospect. The company also has contacts with
partners that provide market intelligence in various parts of Europe as well as Japan and the United States. These supply
intelligence on market trends and emerging technologies in other countries, which ACT/Dragados can try to incorporate
into new solutions and products.

In regard to gathering market and technological intelligence, Bosch Cantallops referred especially to the European
Construction Technology Platform

1
. This is supported by the European Commission as a joint forum for market and

technological intelligence relevant to construction companies. Bosch Cantallops is involved in this work, and feels that
wider participation would create a strong knowledge resource that would benefit all companies.

Contact details

Dragados S.A.
Avenida de Tenerife 4 – 6
28700 San Sebastián de los Reyes
Madrid
Spain
Phone: (+34 91) 343 93 00
Fax: (+34 91) 583 22 64
Email: info@dragados.com
Websites: http://www.seopan.es/ngrupoexport/drag_eng.htm and http://www.grupoacs.com

Source list

Interviews
Interviews were conducted at Grupo Dragados’s premises in Madrid, Spain. The interviews followed a prepared,
semistructured questionnaire. Carlos Bosch Cantallops kindly organised all interviews.

Interviewees
José Polimon López, Technical Director, 17 January 2005
Alfonso Costa Cuadrench, Technical Services Director, 17 January 2005
Carlos Bosch Cantallops, Research and Development Manager, 17 January 2005

References
ACS, Annual report, ACS Group, 2003.

Dragados S.A., http://www.seopan.es/ngrupoexport/drag_eng.htm (old Company homepage)

Expansión, ‘Las grandes constructoras españolas afianzan su posición en Europa’, 17 January 2005. 

Grupo ACS S.A., http://www.grupoacs.com (Company homepage)
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