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A Relation between Financing Conditions and Business Operation of a Construction

Company
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Abstracts

A construction project is very costly and takes a long time to make investment and yield profit. For
this reason, financial institutions are cautious about financing construction projects. Meanwhile, a
construction company needs financing from financial institutions to cover a large expense of a
construction project. Thus, there is likely to be a close correlation between financing conditions and
business operation of a construction company. To examine the relationship, variables were identified
that are related to insolvency of a construction company and changes in financing conditions. The
analysis period is between the second quarter of 2001 and the fourth quarter of 2010. Data was
retrieved from TS2000 established by Korea Listed Companies Association (KLCA), Statistics Office,
and Construction Economy Research Institute of Korea (CERIK). In terms of methodology, VECM
(Vector Error Correction Model) was used to analyze dynamic relationship between changes in
financing conditions and insolvency of a construction company based on the identified variables. The
hypothesis was that changes in financing conditions would significantly affect business of a
construction company, but, the analysis did not find a close relation between the two factors. However,

it was shown that poor business of a construction company affects financing conditions adversely.
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