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The Effect of Aggressive Order Intake on Defect of Construction Companies

- Empirical Analysis Using Financial Approach -
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Abstract
This study empirically verified whether aggressive order intake affect occurrence of defects of Korean construction
companies. In order to compensate for the shortage of construction costs due to aggressive low—cost orders of
contractors, self-response measures such as design changes are followed, and construction defects may be induced in
this process. It aims to verify relevance between aggressive order intake and defect in construction empirically using

financial accounting data. As a result,

it was confirmed that an abnormal increase in order volume and a deterioration

in profitability such as operating margin due to aggressive order taking behavior leads to a decrease in construction

quality and occurrence of defects. In addition, it was also confirmed that low construction ability and

intentional

changes in construction design or contract conditions after construction commences were a direct causes of defects.
The results of this study can serve as an opportunity to come up with measures to prevent defects by confirming the
relationship between defects in construction and deterioration of profitability due to aggressive low—cost order takings.
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Figure 1. Case receptions for defect screening
(The dispute settlement committee) (2)
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Figure 2. Conceptual framework from economic
motivation to cause of defect
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Figure 3. Results of disapproved request
for changes in architectural design (7)
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Figure 4. Smaple selection process for empirical

analysis
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Table 1. Descriptive statistics of variables

Variables Mean  Std. Dev. Min Median Max
DEFECT: 0.029 0.122 0.000 0.017 2.092
Ol 2.403 1.747 0.000 2.046 11.512
AQl 22.231 98313 -107.195 -2.982  458.007
SUIT; 0.104 0.885 0.000 0.021 15.134
OPR: 6.212 18.864 -293.860 5.780 34.810
AQP, 49417 182287 -92990 6460 2208.980
SPR: 12.421 7.017 -9.888  11.012  59.242
RANK; 6.557 13.700 0.693 3.951 99.000
CHANGE; 0.104 0.787 -0.117 0.029 13.480
SIZE, 27.157 1.215 24713 26916  30.174

1) Refer to Equation (1) for the variable definitions.
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Table 2. The results of regression analysis (basic model)
DEFECT: = ao + BiOk + BoAOkL + BaSUIT; + B4OPR; + BsA
OP+ BeSPR: + B7SIZE: + &

Variables PrSe%iﬁtSed Estimates(t-value)

Ol + 0.00189 (1.616)

AQl + 0.00022 (1.923)
SUIT + 0.07159 (7.768)"
OPR - -0.00279 (-6.921)
AQP - -0.00039 (-0.616)
SPR - 0.00319 (7.589)™

Adjusted R® 0.97397
F Value 1573.05(0.000)™
N 295

1) Refer to Equation (1) for the variable definitions.
2) =(x *) denotes that it is significant at the 1%(5%, 10%) level.
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Table 3. The results of regression analysis
(extended model 1)
DEFECT; = ap + B0l + B2AOl + BsSUIT; + BsOPR; + BsAOP+
BeSPR; + B7RANK; + B;SIZE; + &

Variables Prgidgigged Estimates(t-value)
RANK - -0.00019 (-2.056)"
Adjusted R? 0.97427
F Value 1392.43(0.000)™
N 295
1) Refer to Equation (1), (2) for the variable definitions.

2) ==(xx ) denotes that it is significant at the 1%(5%, 10%) level.
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Table 4. The Results of Regression Analysis
(Extended Model 2)
DEFECT; = ag + BiOli + B2AOl + BsSUIT; + BsOPR; + BsAOP+
BeSPR; + B7CHANGE: + B/SIZE; + &

Variables Prg%iﬁged Estimates(t-value)
CHANGE + 0.01733 (1.631)
Adjusted R? 0.97412
F Value 1384.72(0.000)
N 295
1) Refer to Equation (1), (3) for the variable definitions.

2) =+(x, +) denotes that it is significant at the 1%(5%, 10%) level.
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