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Abstract

Rising interest rates positively affect investment in construction, while falling interest rates affect it negatively. In
other words, the interest rate is one of the most critical factors affecting the construction sector.

The purpose of this research is to analyze the relationship between the annual interest rate and construction
contracts, and to present a model for quantitatively forecasting the economic performance of the construction sector.
Based on the statistical data of interest rate changes for 19 years (from 1991 to 2009), this research induces an
equation through regression analysis that incorporates interest rate and construction contract amounts as independent
and dependent variables, respectively.

The result of the analysis shows that, in the building and private sector, the interest rates are closely related to,
with a correlation coefficient as high as 0.85. It was also indicated that the contract amounts of private and building
sectors may increase quite rapidly in 2012.
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Table 1. Correlation between interest rate and construction contract amount
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Vear Total contract Building Sector Housing Sector Civil Sector Public Sector Nongovernmental
R? Rank R? Rank R? Rank R Rank R? Rank R? Rank
year 0 0.462 7 0.339 7 0.362 7 0.554 2 0.531 1 0.318 7
year +1 0.587 6 0.687 4 0.757 3 0.204 7 0.100 7 0.701 3
year +2 0.772 3 0.855 2 0.882 1 0.303 6 0.192 6 0.848 2
year +2 0.869 1 0.881 1 0.849 2 0.418 5 0.293 5 0.865 1
year +2 0.832 2 0.724 3 0.711 4 0.577 1 0.482 3 0.678 4
year +2 0.711 4 0.588 5 0.546 5 0.536 3 0.479 4 0.529 5
year +2 0.655 5 0.537 6 0.503 6 0514 4 0.497 2 0.478 6
rank 1 4 5 3
Table 2. Regression analysis result
billion won
properties Total Building Housing Civil Public Nongovernmental
slope 392,732 299,946 228,997 106,581 48,022 290,152
intercept 35,997 20,194 10,316 15,564 17,542 18,948
standard error (slope) 40,714 29,461 21,643 25,298 16,455 30,643
standard error (intercept) 4,129 2,988 2,213 2,493 2,205 3,107
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Figure 1. Forecasting total contract amount
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Figure 2. Forecasting contract amount (Building Sector)
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Figure 3. Forecasting contract amount (housing sector)
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Figure 4. Forecasting contract amount (nongovernmental sector)
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Table 3. Standard deviation and variance

Total Building Housing Non
governmental
Var. 2.60% 5.13% 5.71% 8.32%
St.dev 16.13% 22.64% 23.90% 28.84%
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Figure 5. Confidence interval of forecasted construction contract amount
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